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This document comprises a prospectus relating to VAALCO Energy, Inc. prepared in accordance with the Prospectus
Regulation Rules. This Prospectus has been approved by the Financial Conduct Authority in accordance with Part VI of
the Financial Services and Markets Act 2000 and has been filed with the FCA and made available to the public in
accordance with Rule 3.2 of the Prospectus Regulation Rules. This Prospectus has been approved by the FCA as
competent authority under Regulation (EU) 2017/1129. The FCA only approves this Prospectus as meeting the standards
of completeness, comprehensibility and consistency imposed by Regulation (EU) 2017/1129. Such approval should not
be considered as an endorsement of the issuer that is the subject of this document nor should such approval be
considered as an endorsement of the quality of the securities that are the subject of this Prospectus. Prospective investors
should make their own assessment as to the suitability of investing in the securities.
Applications have been made to the UKLA and the London Stock Exchange for all of the Common Shares to be admitted to the standard
segment of the Official List and to trading on the London Stock Exchange’s Main Market for listed securities, respectively. Admission to
trading on the Main Market constitutes admission to trading on a UK regulated market. It is expected that Admission will become
effective and that unconditional dealings in the Common Shares will commence on 26 September 2019. Dealings on the London Stock
Exchange before Admission will only be settled if Admission takes place. All dealings before the commencement of unconditional dealings
will be of no effect if Admission does not take place and such dealings will be at the sole risk of the parties concerned.
The Company has established arrangements to enable investors to settle interests in the Common Shares through the CREST system.
Securities issued by non-UK companies, such as the Company, cannot be held or transferred electronically in the CREST system.
However, the Depositary Interests allow such securities to be dematerialised and settled electronically through CREST. The Depositary
Interests will be independent securities constituted under English law, which may be held and transferred through the CREST system.
Investors should note that it is the Depositary Interests which will be settled through CREST and not the Common Shares.
The Common Shares are currently listed on the New York Stock Exchange, where they will continue to be listed following Admission.
The Company is seeking a secondary listing for the Common Shares on the standard segment of the Official List and to trading on the
London Stock Exchange’s Main Market for listed securities.
The Company and each of the Directors, whose names appear on page 54 of this Prospectus, accept responsibility for the information
contained in this Prospectus. To the best of the knowledge of the Company and the Directors, the information contained in this
Prospectus is in accordance with the facts and does not omit anything likely to affect the import of such information.
This Prospectus is issued solely in connection with Admission. This Prospectus does not constitute or form part of an offer or invitation
to sell or issue, or any solicitation of an offer to purchase or subscribe for, any securities by any person. No offer of Common Shares
is being made in any jurisdiction.
Prospective investors should read this Prospectus in its entirety. In particular, your attention is drawn to Part 2 (Risk
Factors) of this Prospectus for a discussion of the risks that might affect the value of your shareholding in the Company.
Prospective investors should be aware that an investment in the Company involves a degree of risk and that, if certain
risks described in this Prospectus occur, investors may find their investment materially adversely affected. Accordingly,
an investment in the Common Shares is only suitable for investors who are particularly knowledgeable in investment
matters and who are able to bear the loss of the whole or part of their investment.

VAALCO Energy, Inc.
(incorporated in the State of Delaware, USA with registration file number 2188793)

Admission to the Official List (by way of a Standard Listing under Chapter 14
of the Listing Rules) and to trading on the London Stock Exchange’s Main Market
for listed securities of 67,478,896 Common Shares
Financial Advisor

FirstEnergy Capital LLP (trading as GMP FirstEnergy) is authorised and regulated in the UK by the FCA. GMP FirstEnergy is acting
exclusively for the Company as financial adviser (and not as sponsor) and for no other person in connection with Admission and will
not regard any other person as its client in relation to Admission and will not be responsible to anyone other than the Company for
providing the protections afforded to its clients or for providing advice in relation to Admission. GMP FirstEnergy has not been engaged
by the Company as sponsor in connection with Admission and will not be responsible to anyone (including the Company) for providing
the protections afforded to its clients for providing advice as sponsor in relation to Admission or any other transaction or arrangement
referred to in this Prospectus.
GMP FirstEnergy and/or any of its respective affiliates may have engaged in transactions with, and provided various investment banking,
financial advisory and other services for the Company, for which they would have received customary fees. GMP FirstEnergy and/or
any of its respective affiliates may provide such services to the Company and any of its respective affiliates in the future.
Apart from responsibilities and liabilities which may be imposed on GMP FirstEnergy by FSMA or the regulatory regime established
thereunder, or under the regulatory regime of any other jurisdiction where exclusion of liability under the relevant regulatory regime would
be illegal, void or unenforceable, GMP FirstEnergy accepts no responsibility, and makes no representation or warranty, for the contents
of this Prospectus, including its accuracy or completeness, or for any other statement made or purported to be made by it, or on behalf
of it, the Company or any other person in connection with the Company or the Common Shares. Accordingly, nothing contained in this

Prospectus may be relied upon as any form of promise or representation in this respect. GMP FirstEnergy accordingly disclaims any
responsibility or liability (save as referred to above) which it may otherwise have in respect of this Prospectus or any such statement.
GMP FirstEnergy has given and not withdrawn its consent to the issue of this Prospectus with the inclusion of the references to its
name.
The application for Admission has been made in compliance with Rule 3 of the Listing Rules.
Information to distributors
The distribution of this Prospectus in certain jurisdictions may be restricted by law. No action has been or will be taken by the Company,
the Directors or GMP FirstEnergy to permit possession or distribution of this Prospectus in any jurisdiction where it is believed that this
may be unlawful or in contravention of local regulation. Persons into whose possession this Prospectus comes are required by the
Company, the Directors and GMP FirstEnergy to inform themselves about and to observe any such restrictions.
Application has been made for the Common Shares to be admitted to the standard segment of the Official List. A Standard Listing
affords investors in the Company a lower level of regulatory protection than that afforded to investors in companies whose securities
are admitted to the premium segment of the Official List, which are subject to additional obligations under the Listing Rules.
It should be noted that the UKLA does not monitor the Company’s compliance with any of the Listing Rules or those aspects of the
DTR which the Company has indicated herein that it intends to comply with on a voluntary basis, and is not authorised to impose
sanctions in respect of any failure by the Company to so comply.
Without prejudice to any obligation of the Company to publish a supplementary prospectus pursuant to section 87G of FSMA or Rule
3.4 of the Prospectus Regulation Rules, the publication of this Prospectus may not be taken to imply that the affairs of the Group at
any time subsequent to the date of this Prospectus are not subject to change.
Forward-looking statements
This Prospectus contains “forward-looking statements” and “forward-looking information” that are based on the Company’s
expectations, estimates and projections as of the date on which the statements were made. This forward-looking information includes,
among other things, statements with respect to the Competent Person’s Reports, the Company’s business strategy with respect to
the Projects, plan, development, objectives, performance, outlook, growth, cash flow, projections, targets and expectations, oil and
gas reserves and resources, results of exploration, the price and demand for oil and gas and acts by the Company’s partners to the
respective Projects. Generally, this forward looking information can be identified by the use of forward-looking terminology such as
“outlook”, “anticipate”, “project”, “target”, “likely”, “believe”, “estimate”, “expect”, “intend”, “may”, “would”, “could”, “should”,
“scheduled”, “will”, “plan”, “forecast”, “evolve” and similar expressions. Persons reading this Prospectus are cautioned that such
statements are only predictions, and that the Company’s actual future results or performance may be materially different.
Forward-looking information is subject to known and unknown risks, uncertainties and other factors that may cause the Company’s
actual results, level of activity, performance or achievements to be materially different from those expressed or implied by such forwardlooking information. These statements speak only as of the date of this Prospectus and do not seek in any way to qualify the working
capital statement given by the Company at paragraph 14 of Part 8 (Information on VAALCO Energy, Inc.) of this Prospectus. Actual
operational and financial results or events may differ materially from the Company’s expectations contained in the forward-looking
statements as a result of various factors, many of which are beyond the control of the Company.
Statements related to reserves or resources are deemed to be forward-looking information as they involve the implied assessment,
based on certain estimates and assumptions, that the reserves and prospective resources can be profitably produced in the future.
The forward-looking statements contained in this Prospectus are expressly qualified by this cautionary statement. The Company does
not undertake any obligation to publicly update or revise any forward-looking statements except as required by applicable securities
laws.
Forward-looking statements involve significant known and unknown risks and uncertainties. Exploration, appraisal, and development
of oil and natural gas reserves are speculative activities and involve a significant degree of risk. Forward-looking statements are based
on a number of factors and assumptions which have been used to develop such statements but which may prove to be incorrect.
Although the Company believes that the expectations reflected in such forward-looking statements are reasonable, undue reliance
should not be placed on forward-looking statements because the Company can give no assurance that such expectations will prove
to be correct.
Investors are cautioned that forward-looking statements are not guarantees of future performance. The Company makes no
representation, warranty or prediction that the results predicted by such forward-looking statements will be achieved and these forwardlooking statements represent, in each case, only one of many possible scenarios and should not be viewed as the most likely or
standard scenario. Forward-looking statements may, and often do, differ materially from actual results. Any forward-looking statements
in this Prospectus speak only as at the date of this Prospectus, reflect the Group’s current view with respect to future events and are
subject to risks relating to future events and other risks, uncertainties and assumptions relating to the Group’s operations, results of
operations, growth strategy and the availability of new credit. Investors should specifically consider the factors identified in this
Prospectus that could cause actual results to differ. All of the forward-looking statements made in this Prospectus are qualified by
these cautionary statements.
Subject to the requirements of the Prospectus Regulation Rules, the DTR and the Listing Rules, or applicable law, the Company
explicitly disclaims any intention or obligation or undertaking publicly to release the result of any revisions to any forward-looking
statements in this Prospectus that may occur due to any change in the Group’s expectations or to reflect events or circumstances
after the date of it.
Company’s website
Information contained on the Company’s website or the contents of any website accessible from hyperlinks on the Company’s website
are not incorporated into and do not form any part of this Prospectus.
Interpretation
A list of defined terms used in this Prospectus is set out in Part 18 (Definitions) of this Prospectus. A list of defined technical terms and
conversions used in this Prospectus is set out in Part 19 (Glossary of Technical Terms and Conversions) of this Prospectus.
References to the singular in this Prospectus shall include the plural and vice versa, where the context so requires. References to
sections or Parts are to sections or Parts of this Prospectus. All references to time in this Prospectus are to London time unless
otherwise stated.
Preferred currency
Unless specifically expressed otherwise, all dollar ($) references in this Prospectus are to U.S. dollars.
Dated 23 September 2019
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PART 1 – SUMMARY
1. INTRODUCTION AND WARNINGS
1.1 Introduction warning
This summary must be read as an introduction to this Prospectus. Any decision to invest in Common
Shares should be based on consideration of this Prospectus as a whole by the investor. By deciding
to invest in Common Shares, an investor could lose all or part of his invested capital and, where the
investor’s liability is not limited to the amount of the investment, the investor could lose more than the
invested capital. Where a claim relating to the information contained in this Prospectus is brought
before a court, the plaintiff investor might, under national law, have to bear the costs of translating this
Prospectus before the legal proceedings are initiated. Civil liability attaches only to those persons who
have tabled the summary, including any translation thereof, but only if the summary is misleading,
inaccurate or inconsistent when read together with other parts of this Prospectus or it does not provide,
when read together with the other parts of this Prospectus, key information in order to aid investors
when considering whether to invest in such securities.
1.2 The name and ISIN of the securities
The securities being admitted to trading are the 67,478,896 fully paid Common Shares of $0.10 par
value per Common Share, issued as at the date of this Prospectus. The ISIN of the Common Shares
is US91851C2017.
1.3 The identity and contact details of the issuer
The issuer is VAALCO Energy, Inc. The contact details for VAALCO are as follows:
Address:

9800 Richmond Avenue, Suite 700, Houston, Texas 77042, United States

Telephone:

+1 (713) 623 0801

Email:

vaalco@vaalco.com

The LEI number for VAALCO is 549300CFHFVIWB8M6T24.
1.4 The identity and contact details of the competent authority approving the Prospectus
UK Listing Authority, Financial Conduct Authority, 12 Endeavour Square, London E20 1JN, United
Kingdom.
1.5 Date of approval of the Prospectus
23 September 2019.

2. KEY INFORMATION ON THE ISSUER
2.1 Who is the issuer of the securities?
VAALCO Energy, Inc. is a public company, incorporated in the State of Delaware, USA with registration
file number 2188793 and having its registered office, and business address for all of the Directors and
Executive Officers, at 9800 Richmond Avenue, Suite 700, Houston, Texas 77042. The Company’s
telephone number is +1 713 623 0801. The principal legislation under which the Company operates
is the DGCL. The LEI number for VAALCO is 549300CFHFVIWB8M6T24.
The Company is the holding company of the Group, which is engaged in the acquisition, exploration,
development and production of crude oil and natural gas. The Company’s primary source of revenue
has been from the Etame PSC related to the Etame Marin Block, located offshore Gabon in West
Africa. The Company also currently owns an interest in an undeveloped portion of Block P, located
offshore Equatorial Guinea in West Africa.
As at the Last Practicable Date, the Company is aware of the following Shareholders that, directly or
indirectly, hold interests in five percent or more of the Common Shares or voting rights:
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Percentage of
Issued and
Outstanding
Percentage
Number of
Share
of Issued
Common Shares
Capital Share capital

Name
Bradley L. Radoff*
Tieton Capital Management, LLC
Renaissance Technologies LLC

4,494,905
3,008,598
3,006,117

7.7%
5.1%
5.1%

6.7%
4.5%
4.5%

Note
*Based on a Schedule 13D/A filed with the SEC on 5 March 2019 by BLR Partners LP, BLRPart, LP, BLRGP Inc., Fondren
Management, LP, FMLP Inc., The Radoff Family Foundation and Bradley L. Radoff, Mr. Radoff has sole voting power and sole
dispositive power over all 4,494,905 Common Shares. Mr. Radoff directly owns 1,938,905 Common Shares. As the sole
shareholder and sole director of each of BLRGP Inc. and Fondren Management, LP and as director of The Radoff Family
Foundation, Mr. Radoff may be deemed the beneficial owner of (i) 2,471,000 Common Shares owned by BLR Partners LP; and
(ii) 85,000 Common Shares owned by The Radoff Family Foundation.

There are no differences between the voting rights enjoyed by the Shareholders described above and
those enjoyed by the other holders of Common Shares.
The Directors and Executive Officers are as follows:
Name
Age
Cary M. Bounds
52
Andrew L. Fawthrop
67
68
A. John Knapp, Jr.(1)
Steven J. Pully
59
William R. Thomas(2)
63
Elizabeth D. Prochnow(3)
61
Jason J. Doornik
50
David A. DesAutels(4)
64
Michael G. Silver(5)
55

Position
Appointment
Chief Executive Officer and Director
December 2016
Chairman and Director
October 2014
Director
December 2015
Director
July 2015
Director
April 2019
Chief Financial Officer
April 2019
Chief Accounting Officer and Controller
June 2019
Executive Vice President of Corporate Development
July 2017
Executive Vice President, Company Secretary
April 2019
and General Counsel

Notes
(1)

On 31 May 2019, A. John Knapp, Jr. resigned from the Board in accordance with the terms of the Kornitzer Stockholder
Agreement. On 6 June 2019, the Board, acting on the recommendation of the Nominating and Corporate Governance
Committee, determined to reappoint Mr. Knapp as an independent Director.

(2)

William R. Thomas is the nominee Director in accordance with the terms of the Group 42-BLR Group Settlement Agreement.

(3)

Elizabeth D. Prochnow first joined the Company in March 2015, where she served as Chief Accounting Officer.

(4)

David A. DesAutels served as Vice President for Exploration and Development from his appointment in July 2017 until April
2019.

(5)

Michael G. Silver first joined the Company in November 2018 in a non-executive capacity.

BDO USA are the auditors of the Company. BDO USA have been the Company’s auditors since
financial year ended 31 December 2016. Deloitte & Touche LLP (“Deloitte”) were the auditors of the
Company prior to the appointment of BDO USA. Under the SEC Rules, companies are required to
include the auditors’ opinion for any comparable years presented in annual audited consolidated
financial statements, which under the SEC Rules is the prior two financial years. Deloitte’s opinion for
financial year ended 31 December 2015 was therefore included for filing with the audited consolidated
financial statements of the Group for financial years ended 31 December 2017 and 31 December
2016.
2.2 What is the key financial information regarding the issuer?
The table below sets out (1) summary financial information of the Group as derived without material
adjustment from the audited annual consolidated financial statements of the Group for financial years
ended 31 December 2018, 31 December 2017 and 31 December 2016; and (2) summary financial
information of the Group as derived from the unaudited condensed interim financial statements of the
Group for the six months ended 30 June 2019 and 30 June 2018.
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2018
Revenues:
Oil and natural gas sales
Operating costs and expenses:
Production expense
Exploration expense
Depreciation, depletion and amortization
Gain on revision of asset retirement obligations
General and administrative expense
Impairment of proved properties
Other operating expense
General and administrative related to
Shareholder matters
Bad debt (recovery) expense and other
Total operating costs and expenses
Other operating income (expense), net
Operating income (loss)
Other income (expense):
Derivative instruments gain (loss), net
Interest expense, net
Other, net
Total other income (expense)
Income (loss) from continuing operations
before income taxes
Income tax expense (benefit)
Income (loss) from continuing operations
Income (loss) from discontinued operations
Net income (loss)
Basic net income (loss) per Share:
Income (loss) from continuing operations
Loss from discontinued operations
Net income (loss) per Share
Basic weighted average Shares outstanding
Diluted net income (loss) per Share:
Income (loss) from continuing operations
Loss from discontinued operations
Net income (loss) per Share
Diluted weighted average Shares outstanding

Year Ended 31 December
Six Months Ended 30 June
2017
2016
2019
2018
(in thousands, except per Share amounts)

$104,943

$77,025

$59,784

$44,995

$52,071

40,415
14
5,596
(3,325)
11,398
–
–

39,697
7
6,457
–
10,377
–
–

37,586
5
6,926
–
9,561
88
8,853

18,038
–
3,462
–
7,167
–
–

23,777
12
2,159
–
7,611
–
–

–
(77)
–––––––––––
54,021
365
–––––––––––
51,287
–––––––––––

–
452
–––––––––––
56,990
(84)
–––––––––––
19,951
–––––––––––

(332)
1,222
–––––––––––
63,909
(266)
–––––––––––
(4,391)
–––––––––––

–
(24)
–––––––––––
28,643
(4,436)
–––––––––––
11,916
–––––––––––

–
89
–––––––––––
33,648
338
–––––––––––
18,761
–––––––––––

4,264
(145)
68
–––––––––––
4,187
–––––––––––

(1,032)
(1,414)
3,145
–––––––––––
699
–––––––––––

(1,711)
(2,613)
(304)
–––––––––––
(4,628)
–––––––––––

(1)
388
(383)
–––––––––––
4
–––––––––––

(1,010)
(384)
(145)
–––––––––––
(1,539)
–––––––––––

55,474
(43,254)
–––––––––––
98,728
–––––––––––
(496)
–––––––––––
$98,232
–––––––––––
–––––––––––

20,650
10,378
–––––––––––
10,272
–––––––––––
(621)
–––––––––––
$9,651
–––––––––––
–––––––––––

(9,019)
9,248
–––––––––––
(18,267)
–––––––––––
(8,283)
–––––––––––
$(26,550)
–––––––––––
–––––––––––

11,920
11,961
–––––––––––
(41)
–––––––––––
5,509
–––––––––––
$5,468
–––––––––––
–––––––––––

17,222
7,624
–––––––––––
9,598
–––––––––––
(395)
–––––––––––
$9,203
–––––––––––
–––––––––––

$1.65
(0.01)
–––––––––––
$1.64
–––––––––––
–––––––––––

$0.17
(0.01)
–––––––––––
$0.16
–––––––––––
–––––––––––

$(0.31)
(0.14)
–––––––––––
$(0.45)
–––––––––––
–––––––––––

$0.00
0.09
–––––––––––
$0.09
–––––––––––
–––––––––––

$0.16
(0.01)
–––––––––––
$0.15
–––––––––––
–––––––––––

59,248
–––––––––––
–––––––––––

58,717
–––––––––––
–––––––––––

58,384
–––––––––––
–––––––––––

59,716
–––––––––––
–––––––––––

58,977
–––––––––––
–––––––––––

$1.63
(0.01)
–––––––––––
$1.62
–––––––––––
–––––––––––

$0.17
(0.01)
–––––––––––
$0.16
–––––––––––
–––––––––––

$(0.31)
(0.14)
–––––––––––
$(0.45)
–––––––––––
–––––––––––

$0.00
0.09
–––––––––––
$0.09
–––––––––––
–––––––––––

$0.16
(0.01)
–––––––––––
$0.15
–––––––––––
–––––––––––

59,997
–––––––––––
–––––––––––

58,720
–––––––––––
–––––––––––

58,384
–––––––––––
–––––––––––

59,716
–––––––––––
–––––––––––

59,358
–––––––––––
–––––––––––
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As at 31 December
As at 30 June
2017
2016
2019
2018
(in thousands, except per Share amounts)

2018
ASSETS
Current assets:
Cash and cash equivalents
Restricted cash
Receivables:
Trade
Accounts with joint venture owners, net of
allowance
Other
Crude oil inventory
Prepayments and other
Current assets – discontinued operations
Total current assets
Oil and natural gas properties and equipment
– successful efforts method:
Wells, platforms and other production facilities
Work-in-progress
Undeveloped acreage
Equipment and other
Accumulated depreciation, depletion,
amortization and impairment
Net oil and natural gas properties,
equipment and other
Other noncurrent assets:
Restricted cash
Value added tax and other receivables, net
of allowance
Right of use operating lease assets
Deferred tax assets
Abandonment funding
Total assets

$33,360
804

$19,669
842

$20,474
741

$48,557
799

$40,490
1,029

11,907

3,556

6,751

13,828

9,607

949
1,398
785
6,301
3,290
–––––––––––
58,794
–––––––––––

3,395
100
3,263
2,791
2,836
–––––––––––
36,452
–––––––––––

3,297
120
913
4,040
2,139
–––––––––––
38,475
–––––––––––

130
1,239
553
4,808
–
–––––––––––
69,914
–––––––––––

–
122
1,298
3,721
3,172
–––––––––––
59,439
–––––––––––

409,487
519
23,771
9,552
–––––––––––
443,329

389,935
–
10,000
9,432
–––––––––––
409,367

389,231
–
10,000
9,779
–––––––––––
409,010

409,862
1,002
23,771
10,903
–––––––––––
445,538

390,404
–
10,000
8,531
–––––––––––
408,935

(390,605)
–––––––––––

(386,146)
–––––––––––

(380,991)
–––––––––––

(393,669)
–––––––––––

(387,808)
–––––––––––

52,724
–––––––––––

23,221
–––––––––––

28,019
–––––––––––

51,869
–––––––––––

21,127
–––––––––––

920

967

918

922

918

2,226
–
40,077
11,571
–––––––––––
$166,312
–––––––––––
–––––––––––

6,925
–
1,260
10,808
–––––––––––
$79,633
–––––––––––
–––––––––––

5,110
–
–
8,510
–––––––––––
$81,032
–––––––––––
–––––––––––

2,742
34,124
30,946
11,550
–––––––––––
$202,067
–––––––––––
–––––––––––

6,724
–
1,260
10,808
–––––––––––
$100,276
–––––––––––
–––––––––––

$11,584
–
12,991
–
–
6,666
15,347
–––––––––––
46,588
–––––––––––
20,163
–
284
2,309
–––––––––––
69,344
–––––––––––

$19,096
–
10,506
–
–
7,500
18,452
–––––––––––
55,554
–––––––––––
18,612
–
284
6,940
–––––––––––
81,390
–––––––––––

$8,016
3,781
19,539
10,500
453
–
4,847
–––––––––––
47,136
–––––––––––
15,214
23,624
421
–
–––––––––––
86,395
–––––––––––

$10,876
9,807
16,893
–
5,431
–
15,186
–––––––––––
58,193
–––––––––––
20,708
–
892
–
–––––––––––
79,793
–––––––––––

–
6,644
71,251
(37,953)
(29,653)
–––––––––––
10,289
–––––––––––
$79,633
–––––––––––
–––––––––––

–
6,611
70,268
(37,933)
(39,304)
–––––––––––
(358)
–––––––––––
$81,032
–––––––––––
–––––––––––

–
6,745
73,059
(37,870)
73,738
–––––––––––
115,672
–––––––––––
$202,067
–––––––––––
–––––––––––

–
6,696
72,013
(37,776)
(20,450)
–––––––––––
20,483
–––––––––––
$100,276
–––––––––––
–––––––––––

LIABILITIES AND SHAREHOLDERS’ EQUITY (DEFICIT)
Current liabilities:
Accounts payable
$8,083
Accounts with joint venture owners
304
Accrued liabilities and other
14,138
Operating lease liabilities – current portion
–
Foreign taxes payable
3,274
Current portion of long term debt
–
Current liabilities – discontinued operations
15,245
–––––––––––
Total current liabilities
41,044
–––––––––––
Asset retirement obligations
14,816
Operating lease liabilities – net of current portion
–
Other long term liabilities
625
Long term debt, excluding current portion, net
–
–––––––––––
Total liabilities
56,485
–––––––––––
Commitments and contingencies
Shareholders’ equity:
Preferred Shares, $25 par value
–
Common Shares, $0.10 par value
6,717
Additional paid-in capital
72,358
Less Treasury Shares, at cost
(37,827)
Retained earnings (deficit)
68,579
–––––––––––
Total Shareholders’ equity (deficit)
109,827
–––––––––––
Total liabilities and Shareholders’ equity (deficit)
$166,312
–––––––––––
–––––––––––
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CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss)
Adjustments to reconcile net income (loss) to net
cash provided by (used in) operating activities:
(Income) loss from discontinued operations
Depreciation, depletion and amortization
Gain on revision of asset retirement obligations
Other amortization
Deferred taxes
Unrealised foreign exchange (gain) loss
Share-based compensation
Cash settlement paid on exercised SARs
Commodity derivatives (gain) loss
Cash settlements received on matured derivative
contracts, net
Bad debt (recovery) expense
Other operating (income) loss, net
Operational expenses associated with equipment
and other
Impairment of proved properties
Change in operating assets and liabilities:
Trade receivables
Accounts with joint venture owners
Other receivables
Crude oil inventory
Prepayments and other
Value added tax and other receivables
Accounts payable
Foreign taxes payable
Accrued liabilities and other
Other long-term assets

Year Ended 31 December
2017
2016
(in thousands)

Six Months Ended 30 June
2019
2018

$98,232

$9,651

$(26,550)

$5,468

$9,203

496
5,596
(3,325)
417
(56,907)
834
2,387
(81)
(4,264)

621
6,457
–
369
(1,260)
(576)
1,098
–
1,032

8,283
6,926
–
1,424
–
(32)
192
–
1,711

(5,509)
3,462
–
121
7,667
21
1,620
(261)
1

395
2,159
–
191
–
79
2,756
(82)
1,010

744
(77)
(570)

195
452
84

–
1,222
266

1,563
(24)
37

(11)
89
(338)

1,604
–

1,189
–

–
88

(60)
–

1,739
–

(8,351)
2,747
(1,330)
2,478
1,164
(777)
(3,409)
2,751
(2,131)
–
–––––––––––

3,195
(108)
(43)
(2,350)
1,646
(3,025)
(7,297)
–
2,050
–
–––––––––––

(1,050)
16,284
(18)
(192)
517
(1,937)
(15,459)
–
(4,586)
546
–––––––––––

(1,921)
4,291
158
232
(1,175)
718
(730)
(2,865)
3,858
–
–––––––––––

(6,051)
13,203
(23)
1,965
(764)
(249)
(535)
5,431
1,381
–
–––––––––––

38,228
–––––––––––

13,380
–––––––––––

(12,365)
–––––––––––

16,672
–––––––––––

31,548
–––––––––––

(1,052)
–––––––––––
Net cash provided by (used in) operating activities
37,176
–––––––––––
CASH FLOWS FROM INVESTING ACTIVITIES:
Acquisitions
–
Property and equipment expenditures
(14,127)
Proceeds from the sale of oil and gas properties
–
Premiums paid for put options
–
–––––––––––
Net cash used in continuing investing activities
(14,127)
–––––––––––
Net cash used in discontinued investing activities
–
–––––––––––
Net cash used in investing activities
(14,127)
–––––––––––
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from the issuances of Common Shares
544
Treasury Shares
(58)
Debt issuance costs
–
Debt repayment
(9,166)
Borrowings
–
–––––––––––
Net cash used in continuing financing activities
(8,680)
–––––––––––
Net cash used in discontinued financing activities
–
–––––––––––
Net cash used in financing activities
(8,680)
–––––––––––
NET CHANGE IN CASH, CASH EQUIVALENTS
AND RESTRICTED CASH
14,369
CASH, CASH EQUIVALENTS AND RESTRICTED
CASH AT BEGINNING OF PERIOD
32,286
–––––––––––
CASH, CASH EQUIVALENTS AND RESTRICTED
CASH AT END OF PERIOD
$46,655
–––––––––––
–––––––––––

(4,423)
–––––––––––
8,957
–––––––––––

12,286
–––––––––––
(79)
–––––––––––

(91)
–––––––––––
16,581
–––––––––––

(892)
–––––––––––
30,656
–––––––––––

64
(1,813)
250
–
–––––––––––
(1,499)
–––––––––––
–
–––––––––––
(1,499)
–––––––––––

(5,692)
(8,705)
830
(2,939)
–––––––––––
(16,506)
–––––––––––
–
–––––––––––
(16,506)
–––––––––––

–
(1,163)
–
–
–––––––––––
(1,163)
–––––––––––
–
–––––––––––
(1,163)
–––––––––––

–
(976)
–
–
–––––––––––
(976)
–––––––––––
–
–––––––––––
(976)
–––––––––––

39
(20)
–
(10,001)
4,167
–––––––––––
(5,815)
–––––––––––
–
–––––––––––
(5,815)
–––––––––––

–
(51)
(93)
–
–
–––––––––––
(144)
–––––––––––
–
–––––––––––
(144)
–––––––––––

107
(352)
–
–
–
–––––––––––
(245)
–––––––––––
–
–––––––––––
(245)
–––––––––––

445
–
–
(9,166)
–
–––––––––––
(8,721)
–––––––––––
–
–––––––––––
(8,721)
–––––––––––

1,643

(16,729)

15,173

20,959

30,643
–––––––––––

47,372
–––––––––––

46,655
–––––––––––

32,286
–––––––––––

$32,286
–––––––––––
–––––––––––

$30,643
–––––––––––
–––––––––––

$61,828
–––––––––––
–––––––––––

$53,245
–––––––––––
–––––––––––

Net cash provided by (used in) continuing
operating activities
Net cash provided by (used in) discontinued
operating activities
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There has been no significant change in the financial performance or financial position of the Group
since 30 June 2019, being the end of the last financial period of the Group for which financial
information has been published, to the date of this Prospectus. Such financial information, being the
Historical Financial Information, is included in Part 12 (Historical Financial Information) of this
Prospectus.
This Prospectus does not contain pro forma financial information. The auditor’s reports on the
consolidated financial statements of the Company as at and for the years ended 31 December 2018,
31 December 2017 and 31 December 2016 do not contain any qualifications.
2.3 What are the key risks that are specific to the issuer?
l
VAALCO’s revenues, cash flow, profitability, oil and natural gas reserves value and future rate of
growth are substantially dependent upon prevailing prices for oil and natural gas. VAALCO’s ability
to borrow funds and to obtain additional capital on reasonable terms is also substantially
dependent on oil and natural gas prices.
l

Unless VAALCO is able to replace the proved reserve quantities that it has produced, its cash
flows and production will decrease over time.

l

All of the value of VAALCO’s production and reserves is concentrated in a single block offshore
Gabon, and any production problems or reductions in reserve estimates related to this property
would adversely impact its business.

l

VAALCO’s production facilities are subject to hazards such as capsizing, sinking, grounding,
collision and damage from severe weather conditions. The relatively deep offshore drilling
conducted by VAALCO involves increased drilling risks of high pressures and mechanical
difficulties, including stuck pipe, collapsed casing and separated cable.

3. KEY INFORMATION ON THE SECURITIES
3.1 What are the main features of the securities?
l
The securities being admitted to trading are the Common Shares of the Company. The ISIN of
the Common Shares is US91851C2017.
l

On Admission, holders of Common Shares will be able to hold and transfer interests in the
Common Shares within CREST pursuant to a depositary interest arrangement established by the
Company. The Common Shares will not themselves be admitted to CREST; rather, the Depositary
will issue the Depositary Interests in respect of underlying Common Shares.

l

The Depositary Interests are independent securities constituted under English law, which are held
and transferred directly through the CREST system. Depositary Interests have the same ISIN as
the underlying Common Shares and do not require a separate admission to trading on the London
Stock Exchange. The Depositary Interests were created and issued pursuant to a Deed Poll
issued and executed by the Depositary.

l

Following Admission, the price of the Common Shares will be quoted on the London Stock
Exchange in GBX.

l

On Admission, the Company will have an issued share capital of 67,478,896 fully paid Common
Shares of $0.10 par value per Common Share.

l

The Common Shares rank equally for voting purposes. On a show of hands, each Shareholder
present has one vote and on a poll, each Shareholder has one vote per Common Share held.

l

The Common Shares rank equally for dividends declared and for any distributions on a windingup.

l

The Common Shares rank equally in the right to receive a relative proportion of the Company’s
assets upon dissolution and are, as at the Last Practicable Date, the most senior security in the
Company’s capital structure. If the Company issues any Preferred Shares, the Company will have
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the ability to determine the rights of those Shares. The Common Shares could rank behind any
of Preferred Shares in the payment of any dividend, liquidation, and other matters.
l

The Common Shares are freely transferable and there are no restrictions on transfer.

l

The Company has never declared or paid dividends on the Common Shares.

3.2 Where will the securities be traded?
In addition to the Common Shares being traded on the NYSE, application has been made to the UKLA
and the LSE for all of the Common Shares to be admitted to the standard segment of the Official List
and to trading on the London Stock Exchange’s Main Market for listed securities. It is expected that
Admission will become effective and that dealings will commence at 8.00 a.m. on 26 September 2019.
3.3 Is there a guarantee attached to the securities?
No.
3.4 What are the key risks that are specific to the securities?
l
Shareholders will not be entitled to the takeover offer protections provided by the UK Takeover
Code.
l

There is currently no UK market for the Common Shares. An active UK trading market may not
develop or be sustained in the future, which would adversely affect the liquidity and price of the
Common Shares.

l

The market price of the Common Shares could be negatively affected by sales or an additional
offering of substantial numbers of Common Shares in the public market, or the perception or any
announcement that such sales or an additional offering could occur.

l

Substantial future sales of Common Shares, or the perception that such sales might occur, or
additional offerings of Common Shares could depress the market price of Common Shares.

4. KEY INFORMATION ON THE ADMISSION TO TRADING ON A REGULATED MARKET
4.1 Under which conditions and timetable can I invest in this security?
It is expected that Admission will become effective and that dealings will commence at 8.00 a.m. on
26 September 2019.
4.2 Why is this prospectus being produced?
Following consultation with its advisers, the Directors have chosen a Standard Listing as they believe
that a listing on the Main Market, in addition to VAALCO’s NYSE listing, will enable the Company to
enhance its awareness among, and allow it to reach, institutional investors in the UK, Europe, Africa
and the Middle East, provide the potential to access capital to fund the strategic growth of the
Company, increase share trading liquidity and further raise the profile of the Company and the Projects.

10

PART 2 – RISK FACTORS
The Group’s business, financial condition or results of operations could be materially and
adversely affected by the risks described below. In such cases, the market price of the Common
Shares may decline due to any of these risks and investors may lose all or part of their investment.
The Company considers the following risks to be the material risks for potential investors in the
Company, but the risks listed do not necessarily comprise all those associated with an investment
in the Company.
Any investment in the Common Shares may not be suitable for all recipients of this Prospectus and is subject
to a high degree of risk. Prior to investing in the Common Shares, prospective investors should carefully
consider the risks and uncertainties associated with any investment in the Common Shares, the Group’s
business and the industry in which it operates, together with all other information contained in this
Prospectus, including, in particular, the risk factors described below. Any of the risks described below, as
well as other risks and uncertainties discussed in this Prospectus, could have a material adverse effect on
the Group’s business and could therefore have a negative effect on the trading price of the Common Shares.
Prospective investors should note that the risks relating to the Group, its industry and the Common Shares
summarised in Part 1 (Summary) of this Prospectus, are the risks that the Company believes to be the most
essential to an assessment by a prospective investor of whether to consider an investment in the Common
Shares. However, as the risks which the Group faces relate to events and depend on circumstances that
may or may not occur in the future, prospective investors should consider not only the information on the
key risks summarised in Part 1 (Summary) of this Prospectus, but also, among other things, the risks and
uncertainties described below.
The following factors are not exhaustive, or an explanation of all of the risk factors involved in investing in
the Common Shares, and should be used as guidance only. The factors listed under a single heading may
not provide a comprehensive view of all risks relevant to the subject to which the heading relates. Additional
risks and uncertainties that are not currently known to the Group or that the Group currently deems
immaterial may individually or cumulatively also have an adverse effect on the Group’s business, results of
operations, financial condition and prospects. In particular, the Group’s performance might be affected by
changes in market and/or economic conditions and in legal, regulatory and tax requirements. If such changes
were to occur the price of the Common Shares may decline and investors could lose all or part of their
investment. Prospective investors should also consider carefully whether an investment in the Common
Shares is suitable for them in light of the information in this Prospectus and their personal circumstances.
The information contained in this Prospectus is based upon current legislation and tax practice and any
changes in the legislation or in the levels and bases of, and reliefs from, taxation may affect the value of an
investment in the Common Shares.

RISKS RELATING TO VAALCO’S BUSINESS AND INDUSTRY
Oil and natural gas prices are highly volatile, and a return to a very depressed price regime for a
prolonged period of time will negatively affect the Group’s financial results
The Group’s revenues, cash flow, profitability, oil and natural gas reserves value and future rate of growth
are substantially dependent upon prevailing prices for oil and natural gas. The Group’s ability to borrow
funds and to obtain additional capital on reasonable terms is also substantially dependent on oil and natural
gas prices.
Historically, worldwide oil and natural gas prices and markets have been volatile, and may continue to be
volatile in the future. In particular, the prices of oil and natural gas declined dramatically in the second half
of 2014 and decreased further in 2015 and early 2016. During 2016, the spot price per BBL of Brent ranged
from a high of $55 to a low of $26. During 2017, the spot price per BBL of Brent ranged from a high of $67
to a low of $44. During 2018, the spot price per BBL of Brent ranged from a high of $86 to a low of $51.
The average price at which the Group sold its crude oil in 2018 was $70.32 per BBL compared $52.58 per
BBL in 2017 and $40.13 per BBL in 2016. Because the oil price VAALCO uses to estimate its future net
cash flows is based on pricing scenarios prior to the date of determination of future net cash flows, the full
effect of increasing or falling prices may not be reflected in the Group’s estimated net cash flows for several
quarters. The Group reviews the carrying value of its properties on a quarterly basis and once incurred, a
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write-down in the carrying value of its properties is not reversible at a later date, even if oil and natural gas
prices increase.
Prices for oil and natural gas are subject to wide fluctuations in response to relatively minor changes in the
supply of and demand for oil and natural gas, market uncertainty and a variety of additional factors that are
beyond VAALCO’s control. These factors include, but are not limited to, increases in supplies from U.S.
shale production, international political conditions, including uprisings and political unrest in the Middle East
and Africa, the domestic and foreign supply of oil and natural gas, actions by OPEC member countries and
other state-controlled oil companies to agree upon and maintain oil price and production controls, the level
of consumer demand which is impacted by economic growth rates, weather conditions, domestic and
foreign governmental regulations and taxes, the price and availability of alternative fuels, the health of
international economic and credit markets, and general economic conditions.
As operator for the properties producing 100 percent of its production, VAALCO has significant ability to
decrease or increase capital expenditures as it sees fit. Cash flows from its operations for the period from
July 2019 through June 2020 are partially protected through the commodity swaps at a Dated Brent
weighted average of $66.70 per BBL for an approximate quantity of 500,000 BBL.
In extreme economic circumstances, including a very significant decline in oil and gas prices, the Projects
may not be economically viable. VAALCO could lower or cease production and delay or reduce its
exploration and development activities, which could impact production and reserve growth. Such a
curtailment in operations would likely materially adversely affect the Group’s business, financial condition
and results of operations.
Unless VAALCO is able to replace the proved reserve quantities that it produces, its cash flows
and production will decrease over time
VAALCO’s future success depends upon its ability to find, develop or acquire additional oil and natural gas
reserves that are economically recoverable. In general, production from oil and natural gas properties
declines as reserves are depleted, with the rate of decline depending on reservoir characteristics. VAALCO
may not be successful in exploring for, developing or acquiring additional reserves. Except to the extent
that VAALCO conducts successful exploration or development activities or acquires properties containing
proved reserves, its estimated net proved reserves will generally decline as reserves are produced.
The drilling of oil and natural gas wells involves a high degree of risk, especially the risk of dry holes or of
wells that are not sufficiently productive to provide an economic return on the capital expended to drill the
wells. In addition, VAALCO’s drilling operations may be curtailed, delayed or cancelled as a result of
numerous factors, including declines in oil or natural gas prices and/or prolonged periods of historically low
oil and natural gas prices, title problems, weather conditions, political instability, availability of capital,
economic/currency imbalances, compliance with governmental requirements, receipt of additional seismic
data or the reprocessing of existing data, failure of wells drilled in similar formations, equipment failures (such
as ESPs), delays in the delivery of equipment and availability of drilling rigs.
There can be no assurance that the Group’s development and exploration projects and acquisition activities
will result in significant additional reserves or that VAALCO will have continuing success drilling productive
wells at economic finding costs. If the Group is unable to increase its proved reserve quantities, there will
likely be a material impact on the Group’s cash flows, business and operations.
All of the value of VAALCO’s production and reserves is concentrated in a single block offshore
Gabon, and any production problems or reductions in reserve estimates related to this property
would adversely impact the Group’s business
The Etame Marin Block consists of five fields with 20 production wells, nine of which are currently in
production. Production from these fields constituted 100 percent of VAALCO’s total production for the
financial year ended 31 December 2018. In addition, as at 30 June 2019, 100 percent of VAALCO’s total
reserves were attributable to the Etame Fields. If mechanical problems, storms or other events curtailed a
substantial portion of this production, or if the actual reserves associated with this producing property are
less than VAALCO’s estimated reserves, its results of operations, financial condition, and cash flows could
be materially adversely affected.
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Because VAALCO’s properties are concentrated in the same geographic area, many of VAALCO’s rights
under the Etame PSC will be affected by the same conditions at the same time, resulting in a relatively
greater impact on its results of operations than with respect to companies that have a more diversified
portfolio of licences and properties located across diverse geographic areas.
VAALCO’s reserve information represents estimates that may turn out to be incorrect if the
assumptions upon which these estimates are based are inaccurate. Any material inaccuracies
in these reserve estimates or underlying assumptions will materially affect the quantities and
present values of the Group’s reserves
There are numerous uncertainties inherent in estimating quantities of proved oil and natural gas reserves,
including many factors beyond the Group’s control. Reserve engineering is a subjective process of estimating
the underground accumulations of oil and natural gas that cannot be measured in an exact manner. The
estimates included in this Prospectus are based on various assumptions, including non-escalated prices
and costs and capital expenditures subsequent to 31 December 2018, and, therefore, are inherently
imprecise indications of future net revenues. Actual future production, revenues, taxes, operating expenses,
development expenditures and quantities of recoverable oil and natural gas reserves may vary substantially
from those assumed in the estimates. Any significant variance in these assumptions could materially affect
the estimated quantity and value of the Group’s reserves.
In addition, the Group’s reserves may be subject to downward or upward revision based upon production
history, results of future development, availability of funds to acquire additional reserves, prevailing oil and
natural gas prices and other factors. Moreover, the calculation of the estimated present value of the future
net revenue has been calculated using a 10 percent discount rate which is not necessarily the most
appropriate discount factor based on interest rates in effect from time to time and risks associated with the
Group’s reserves or the oil and natural gas industry in general. It is also possible that reserve engineers may
make different estimates of reserves and future net revenues based on the same available data. The
estimated future net revenues attributable to the Group’s net proved reserves are not intended to reflect the
fair market value of the Group’s reserves.
The Group’s proved reserves are in Gabon and are or will be subject to service contracts, production sharing
contracts and other arrangements. The quantity of oil and natural gas that VAALCO will ultimately receive
under these arrangements will differ based on numerous factors, including the price of oil and natural gas,
production rates, production costs, cost recovery provisions and local tax and royalty regimes. Changes in
many of these factors could affect the estimates of proved reserves in foreign jurisdictions.
VAALCO’s exploration and development activities are capital intensive
As an oil and gas explorer and producer, the material asset of which is located offshore Gabon, VAALCO’s
exploration and development activities are capital intensive. To replace and grow the Group’s reserves,
VAALCO must make substantial capital expenditures for the acquisition, exploitation, development,
exploration and production of oil and natural gas reserves. VAALCO finances these expenditures primarily
with cash flow from operations, debt, asset sales and private sales of equity.
In extreme economic circumstances, including a very significant decline in the oil and gas prices, VAALCO
may not be able to access the debt and equity markets, which would likely materially adversely affect the
Group’s business, financial condition and operations.
The inability of one or more joint venture owners to the Projects to meet their obligations may
adversely affect VAALCO’s financial results
VAALCO is the operator of the Etame Marin Block and is responsible for contracting on behalf of all the
remaining parties participating in the project. VAALCO relies on the timely payment of cash calls by its joint
owners to pay for 66.43 percent of the Etame budget.
With respect to Block P, VAALCO is awaiting approval by the EG MMH of its appointment as technical
operator. Once VAALCO is appointed, it will rely on the timely payment of cash calls by its joint owners to
pay for 61.0 percent of the Block P budget.
If any of VAALCO’s partners in the Projects is unable to fund their share of the exploration and development
expenses, VAALCO may be liable for such costs. The Etame JOA and Block P JOA require non-defaulting
block partners to pay their proportionate share of the defaulting party’s costs during the default period,
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where one of the joint venture owners is unable to meet its costs. Should a default not be cured, VAALCO
could be required to pay its share of the defaulting party’s costs going forward.
If oil and natural gas prices decline materially, VAALCO may be required to take write-downs in
the value of its oil and natural gas properties
Material declines in crude oil prices will cause the estimated quantities and present values of the Group’s
reserves to be reduced, which may necessitate write-downs. Material declines in crude oil prices could also
cause a decline in the estimated fair value and/or the economic viability of projects associated with the
Group’s undeveloped leasehold costs for the Etame Marin Block and Block P resulting in write-downs of
these costs. Such write-downs could have a negative effect on VAALCO’s liquidity and financial condition.
VAALCO’s drilling activities require it to risk significant amounts of capital that may not be
recovered
Drilling activities are subject to many risks, including the risk that no commercially productive reservoirs will
be encountered. There can be no assurance that new wells drilled by the Group will be productive or that
VAALCO will recover all or any portion of the Group’s investment. Drilling for oil and natural gas may involve
unprofitable efforts, not only from dry wells, but also from wells that are productive but do not produce
sufficient net revenues to return a profit after drilling, operating and other costs. The cost of drilling,
completing and operating wells is often uncertain and cost overruns are common. The Group’s drilling
operations may be curtailed, delayed or cancelled as a result of numerous factors, many of which are beyond
the Group’s control, including title problems, weather conditions, equipment failures or accidents, elevated
pressure or irregularities in geologic formations, compliance with governmental requirements and shortages
or delays in the delivery of equipment and services.
VAALCO’s business could be materially and adversely affected by security threats, including
cybersecurity threats, and other disruptions
As an oil producer, the Group faces various security threats, including cybersecurity threats to gain
unauthorised access to sensitive information or to render data or systems unusable; threats to the security
of the Group’s facilities and infrastructure or third party facilities and infrastructure, such as processing plants
and pipelines; and threats from terrorist acts. The potential for such security threats has subjected the
Group’s operations to increased risks that could have a material adverse effect on the Group’s business. In
particular, the Group’s implementation of various procedures and controls to monitor and mitigate security
threats and to increase security for the Group’s information, facilities and infrastructure may result in increased
capital and operating costs. Costs for insurance may also increase as a result of security threats, and some
insurance coverage may become more difficult to obtain, if available at all. Moreover, there can be no
assurance that such procedures and controls will be sufficient to prevent security breaches from occurring.
If any of these security breaches were to occur, they could lead to losses of sensitive information, critical
infrastructure or capabilities essential to the Group’s operations and could have a material adverse effect on
the Group’s reputation, financial position, results of operations and cash flows.
Cybersecurity attacks in particular are becoming more sophisticated. VAALCO relies extensively on
information technology systems, including Internet sites, computer software, data hosting facilities and other
hardware and platforms, some of which are hosted by third parties, to assist in conducting the Group’s
business. VAALCO’s technologies systems and networks, and those of its business associates may become
the target of cybersecurity attacks, including without limitation malicious software, attempts to gain
unauthorised access to data and systems, and other electronic security breaches that could lead to
disruptions in critical systems and materially and adversely affects it in a variety of ways, including the
following:
l

unauthorised access to and release of seismic data, reserves information, strategic information or other
sensitive or proprietary information, which could have a material adverse effect on the Group’s ability
to compete for oil and gas resources;

l

data corruption or operational disruption of production infrastructure, which could result in loss of
production or accidental discharge;

l

unauthorised access to and release of personal identifying information of employees and vendors,
which could expose the Group to allegations that it did not sufficiently protect that information;

l

a cybersecurity attack on a vendor or service provider, which could result in supply chain disruptions
and could delay or halt operations; and
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l

a cybersecurity attack on third-party gathering, transportation, processing, fractionation, refining or
export facilities, which could delay or prevent the Group from transporting and marketing its production,
resulting in a loss of revenues.

These events could damage VAALCO’s reputation and lead to financial losses from remedial actions, loss
of business or potential liability. Additionally, certain cyber incidents, such as surveillance, may remain
undetected for an extended period.
VAALCO’s operations may be adversely affected by political, social and economic instability
The Group operates in countries that have experienced political, social and economic instability or are in
close proximity to areas where such events have and continue to occur.
In Gabon, allegations of voting irregularities were reported after the most recent presidential elections in
August 2016. The contested re-election of Ali Bonga triggered protests and violence between supporters
of the opposition candidate, Jean Ping, who declared himself the victor, and government security forces.
This public unrest included arson of the Lower House of Parliament, damage of private property and damage
to the headquarters of the opposition party. On 7 January 2019, a group of five Gabonese soldiers briefly
took control of the Gabon Télévision headquarters. Government security forces regained control of the
broadcasting headquarters the same day and state operations returned to normal the next day. Mr. Bongo
suffered a stroke during an official visit to Saudi Arabia in October 2018 after which he has spent extensive
periods recuperating in Morocco.
Since 2017, Gabonese employee unions in the judicial administration, tax administration and other financial
institutions have declared a succession of strikes. These strikes have caused various administrative delays.
In Equatorial Guinea, Teodoro Obiang Nguema Mbasogo has been President since 1979. There have been
several attempted coups in recent history, notably in 2002, 2004 and 2009, when the Presidential Palace
allegedly came under attack. In January 2018, the authorities claimed to have thwarted an attempted coup
the previous month.
Since 2006, the President of Equatorial Guinea has changed Government appointments every two or three
years. In May 2018, the Supreme Court upheld a ban on the country’s main opposition party, the CI Party,
which was accused of involvement in acts of violence ahead of elections held in November 2017.
While the Group monitors the economic and political environments of the countries in which it operates,
loss of property and/or interruption of the Group’s business plans resulting from civil unrest could have a
significant negative impact on the Group’s earnings and cash flow. In addition, the Group may not have
enough insurance to cover any loss of property or other claims resulting from these risks.
VAALCO operates in countries and regions that are subject to legal and regulatory risk
Investment in companies with assets in developing countries is generally only suitable for sophisticated
investors who fully appreciate the significance of the risks involved in, and are familiar with, investing in
developing countries. Investors should also note that developing countries could be subject to rapid change
and that the information set out in this document may become outdated relatively quickly. Moreover, financial
turmoil in developing countries tends to adversely affect prices in equity markets of other developing
countries as investors move their money to more stable, developed markets.
VAALCO’s operations in Etame, Block P and any future opportunistic acquisitions of oil and natural gas
reserves may require protracted negotiations with host governments, local governments and communities,
local competent authorities, national oil companies and third parties and may be subject to economic, social
and political considerations outside of the Group’s control, such as the risks of expropriation, nationalisation,
renegotiation, forced interruption, suspension of operations, curtailment of sales, forced change or
nullification of existing contracts or royalty rates, unenforceability of contractual rights, changing taxation
policies or interpretations, adverse changes to laws (whether of general application or otherwise) or the
interpretation or enforcement of laws, foreign exchange restrictions, inflation, changing political conditions,
the death or incapacitation of political leaders, local currency devaluation, currency controls and foreign
governmental regulations that favour or require the awarding of contracts to local contractors or require
foreign contractors to employ citizens of, or purchase supplies from, a particular jurisdiction.
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While the laws of each of Gabon and Equatorial Guinea respectively recognise private and public property
and that the right to own property is protected by law, the laws of each country reserve, at the respective
government’s discretion, the right to expropriate property and terminate contracts (including the Etame PSC
and the Block P PSC) for reasons of public interest, subject to reasonable compensation, determinable by
the respective government in its discretion.
The respective applicable laws governing the exploration and production of hydrocarbons in Gabon and
Equatorial Guinea (Law No. 002/2019 in Gabon and Law No. 8/2006 9 in Equatorial Guinea) each provide
the respective government officials with significantly broad regulatory, inspective and auditing powers with
respect to the performance of petroleum operations, which include the powers to negotiate, sign, amend
and perform all contracts entered into between the respective governments and independent contractors.
The executive branches of each respective government also retain significant discretionary powers, giving
considerable control over the executive, judiciary and legislative branches of each government, and the
ability to adopt measures with a direct impact on private investments and projects, including the right to
appoint ministers responsible for petroleum operations. Further, in Equatorial Guinea, any new PSC or
equivalent agreement for the exploration and exploitation of hydrocarbons is subject to presidential ratification
before it can become effective.
Any of the factors detailed above or similar factors could have a material adverse effect on the business,
results of operations or financial condition of the Group. If disputes arise in connection with VAALCO’s
operations in Gabon, Equatorial Guinea or any future jurisdiction in which the Group operates, the Group
may be subject to the exclusive jurisdiction of foreign courts or foreign arbitration tribunals or may not be
successful in subjecting foreign persons, especially foreign ministries and national companies, to the legal
jurisdiction of the United States or England and Wales.
While VAALCO is not aware of any activities that would lead to the seizure of any assets, VAALCO cannot
guarantee that there will not be regulations imposed on any individual or company that is related to its
operations or the Group’s activities in the relevant region. Such measures, which would be beyond VAALCO’s
control, could have a material adverse effect on the Group’s business, reputation, results of operations,
financial condition and the price of the Common Shares.
Competitive industry conditions may negatively affect VAALCO’s ability to conduct operations
The oil and natural gas industry is intensely competitive. VAALCO competes with, and may be outbid by,
competitors in its attempts to acquire exploration and production rights in oil and natural gas properties.
These properties include exploration prospects as well as properties with proved reserves. There is also
competition for contracting for drilling equipment and the hiring of experienced personnel. Factors that affect
the Group’s ability to compete in the marketplace include, among other things:
l

its access to the capital necessary to drill wells and acquire properties;

l

its ability to acquire and analyse seismic, geological and other information relating to a property;

l

its ability to retain and hire experienced personnel, especially for the Group’s engineering, geoscience
and accounting departments; and

l

the location of, and its ability to access, platforms, pipelines and other facilities used to produce, store
and transport oil and natural gas production.

VAALCO’s competitors include major integrated oil companies and substantial independent energy
companies, many of which possess greater financial, technological, personnel and other resources than it
does. These companies may be better able to: competitively bid for and purchase oil and natural gas
properties; evaluate, bid for and purchase a greater number of properties than the Group’s financial or
human resources permit; continue drilling during periods of low oil and natural gas prices; contract for drilling
equipment; and secure trained personnel. VAALCO’s competitors may also use superior technology which
VAALCO may be unable to afford or which would require costly investment by VAALCO in order to compete.
Weather, unexpected subsurface conditions and other unforeseen operating hazards may
adversely impact VAALCO’s oil and natural gas activities
The oil and natural gas business involves a variety of operating risks, including fire, explosions, blow-outs,
pipe failure, casing collapse, abnormally pressured formations and environmental hazards such as oil spills,
natural gas leaks, ruptures and discharges of toxic gases, underground migration and surface spills or
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mishandling of fracture fluids including chemical additives, the occurrence of any of which could result in
substantial losses to the Group due to injury and loss of life, severe damage to and destruction of property,
natural resources and equipment, pollution and other environmental damage, clean-up responsibilities,
regulatory investigation and penalties and suspension of operations.
VAALCO maintains insurance against some, but not all, potential risks; however, there can be no assurance
that such insurance will be adequate to cover any losses or exposure for liability. The occurrence of a
significant unfavourable event not fully covered by insurance could have a material adverse effect on the
Group’s financial condition, results of operations and cash flows. Furthermore, VAALCO cannot predict
whether insurance will continue to be available at a reasonable cost or at all.
VAALCO may not have enough insurance to cover all of the risks it faces and operators of
prospects in which VAALCO participates may not maintain or may fail to obtain adequate
insurance
The Group’s business is subject to all of the operating risks normally associated with the exploration for and
production, gathering, processing, and transportation of oil and natural gas, including blowouts, cratering
and fire, any of which could result in damage to, or destruction of, oil and natural gas wells or formations,
production facilities, and other property, as well as injury to persons. For protection against financial loss
resulting from these operating hazards, the Group maintains insurance coverage, including insurance
coverage for certain physical damage, blowout/control of a well, comprehensive general liability, worker’s
compensation and employer’s liability. However, the Group’s insurance coverage may not be sufficient to
cover it against 100 percent of potential losses arising as a result of the foregoing, and for certain risks,
such as political risk, nationalisation, business interruption, war, terrorism, and piracy, for which VAALCO
has limited or no coverage. In addition, VAALCO is not insured against all risks in all aspects of the Group’s
business, such as hurricanes. The occurrence of a significant event against which VAALCO is not fully
insured could have a material adverse effect on the Group’s consolidated financial position, results of
operations, or cash flows.
VAALCO’s results of operations, financial condition and cash flows could be adversely affected
by changes in currency exchange rates and by currency regulations
VAALCO is exposed to foreign currency risk from the Group’s foreign operations. While oil sales are
denominated in U.S. dollars, portions of the Group’s costs in Gabon are denominated in CFA, the local
currency. A weakening U.S. dollar will have the effect of increasing costs while a strengthening U.S. dollar
will have the effect of reducing operating costs. The CFA is tied to the Euro. The exchange rate between
the Euro and the U.S. dollar has fluctuated widely in recent years in response to international political
conditions, general economic conditions, the European sovereign debt crisis and other factors beyond the
Group’s control. The Group’s financial statements, presented in U.S. dollars, may be affected by foreign
currency fluctuations through both translation risk and transaction risk. In addition, currency devaluation
can result in a loss to the Group for any deposits of that currency, such as the Group’s deposits in the Etame
PSC abandonment account which have been converted from U.S. dollar to CFA. Hedging foreign currencies
can be difficult, especially if the currency is not actively traded.
VAALCO is also subject to risks relating to governmental regulation of foreign currency. In particular, on
1 December 2018, the Union Monetaire de L’Afrique Centrale (UMAC) approved new regulation
02/18/CEMAC/UNACCM (“CEMAC FX Regulations”) effective 1 March 2019, which imposes restrictions
on the use of foreign currency accounts within CEMAC and abroad. Governmental regulation of foreign
currency, including the CEMAC FX Regulations, may limit the Group’s ability to:
l

transfer funds from or convert currencies in certain countries;

l

repatriate foreign currency received in excess of local currency requirements; and

l

repatriate funds held by its foreign subsidiaries to the U.S. at favourable tax rates.

If the Group’s assumptions and/or underlying accruals for abandonment costs are too low,
VAALCO could be required to expend greater amounts than expected
Almost all of the Group’s properties which have future abandonment obligations are located offshore. The
costs to abandon offshore wells may be substantial. For financial accounting purposes, VAALCO records
the fair value of a liability for an asset retirement obligation in the period in which it is incurred and capitalise
the related costs as part of the carrying amount of the long-lived assets.
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As part of the Etame PSC, VAALCO is subject to an agreed upon cash funding arrangement for the eventual
abandonment of all offshore wells, platforms and facilities on the Etame Marin Block. Based upon the most
recent abandonment study completed in November 2018, the abandonment cost estimate used for this
purpose is approximately $61.8 million ($19.2 million, net to VAALCO) on an undiscounted basis. On an
annual basis over the remaining life of the Etame PSC (which, following the Etame PSC Extension, will expire
in September 2028, with the option for VAALCO to extend for two additional five-year periods), VAALCO
must fund a portion of these estimated abandonment costs, which VAALCO estimates to be $0.8 million
per year net to VAALCO, as at Admission through September 2028. Future changes to the anticipated
abandonment cost estimates could change the Group’s asset retirement obligations and increase the
amount of future abandonment funding payments VAALCO is obligated to make through the duration of
the Etame PSC.

RISKS RELATING TO THE PROJECTS
VAALCO’s offshore operations involve special risks that could adversely affect its results of
operations
Offshore operations are subject to a variety of operating risks specific to the marine environment. The Group’s
production facilities are subject to hazards such as capsizing, sinking, grounding, collision and damage from
severe weather conditions. The relatively deep offshore drilling conducted by the Group involves increased
drilling risks of high pressures and mechanical difficulties, including stuck pipe, collapsed casing and
separated cable. The impact that any of these risks may have upon the Group is increased due to the low
number of producing properties it owns. VAALCO could incur substantial expenses that could reduce or
eliminate the funds available for exploration, development or licence acquisitions, or result in loss of
equipment and licence interests.
Exploration and development operations offshore Africa often lack the physical and oilfield service
infrastructure present in other regions. As a result, a significant amount of time may elapse between an
offshore discovery and the marketing of the associated oil and natural gas, increasing both the financial and
operational risks involved with these operations. Offshore drilling operations generally require more time and
more advanced drilling technologies, involving a higher risk of equipment failure and usually higher drilling
costs. In addition, there may be production risks of which VAALCO is currently unaware. For example, the
production of hydrogen sulphide at certain Etame Marin Block wells could create unexpected production
losses, and delay VAALCO’s development plans. The development of new subsea infrastructure and use of
floating production systems to transport oil from producing wells may require substantial time for installation
or encounter mechanical difficulties and equipment failures that could result in loss of production, significant
liabilities, cost overruns or delays.
In addition, in the event of a well control incident, containment and, potentially, clean-up activities for offshore
drilling are costly. The resulting regulatory costs or penalties, and the results of third party lawsuits, as well
as associated legal and support expenses, including costs to address negative publicity, could well exceed
the actual costs of containment and clean-up. As a result, a well control incident could result in substantial
liabilities for the Group, and have a significant negative impact on the Group’s earnings, cash flows, liquidity,
financial position, and the price of Common Shares.
VAALCO could incur substantial penalties for not fulfilling the Group’s work commitment under
the terms of the Etame PSC
VAALCO, along with the Etame Consortium, is required to drill two development wells and two appraisal
wellbores as part of the Base Case Work, pursuant to the Etame PSC Extension, by 16 September 2020.
VAALCO plans to fulfil this commitment as part of the Work Programme in H1 2020, at an estimated cost
of $61.2 million ($20.5 million, net to VAALCO).
If the Base Case Work is not undertaken, the Etame Consortium must pay the difference between the
amounts spent on any wells that were drilled and the estimated costs of the wells as set out in the budget
approved by the State of Gabon, being an estimated cost of $61.2 million ($20.5 million, net to VAALCO).
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VAALCO has less control over its investments in foreign properties than it would have with
respect to domestic investments, and added risk in foreign countries may affect VAALCO’s
foreign investments
The Group’s international assets and operations are subject to various political, economic and other
uncertainties, including, among other things, the risks of war, expropriation, nationalisation, renegotiation or
nullification of existing contracts, taxation policies, foreign exchange restrictions, changing political
conditions, international monetary fluctuations, currency controls, decisions of international financial
institutions such as the International Monetary Fund and the Banking Commission of Central Africa, changes
in laws and regulations relating to banking institutions and deposit accounts, requirements to hold funds in
government-owned banks and the risk of foreign banking institution failure, possible changes in government
personnel, the development of new administrative policies, practices and political conditions that may affect
the enforcement or administration of laws and regulations, adoption of new or amendments to regulatory
regimes for foreign investment, uncertainties as to whether the laws and regulations will be applicable in
any particular circumstance, uncertainty as to whether VAALCO will be able to demonstrate to the
satisfaction of the applicable governing authorities, compliance with governmental or contractual
requirements and foreign governmental regulations that favour or require the awarding of drilling contracts
to local contractors or require foreign contractors to employ citizens of, or purchase supplies from, a
particular jurisdiction.
For example, the Gabonese government’s oil company may seek to participate in oil and natural gas projects
in a manner that could be dilutive to the interest of current licence holders and the Gabonese government
is under pressure from the Gabonese labour union to require companies to hire a higher percentage of
Gabonese citizens. In addition, VAALCO is subject to periodic routine audits by various government agencies
in Gabon, including audits of petroleum costs account, customs, taxes and other operations matters. In
2016, the State of Gabon conducted an audit of the Group’s operations in Gabon, covering the years 2013
through 2014. VAALCO received the findings from this audit and responded to the audit findings in January
2017. Since providing the Group’s response, there have been changes in the Gabonese officials responsible
for the audit. VAALCO is working with the current representatives to resolve the audit findings. The Group
does not anticipate that the ultimate outcome of this audit will have a material adverse effect on VAALCO’s
financial condition, results of operations or liquidity. In addition, if a dispute arises with the Group’s foreign
operations, VAALCO may be subject to the exclusive jurisdiction of foreign courts or may not be successful
in subjecting foreign persons, especially foreign oil ministries and national oil companies, to the jurisdiction
of the United States.
Additionally, on 5 March 2019, in accordance with certain foreign currency regulatory requirements, the
Gabonese branch of the international commercial bank holding the abandonment funds in a U.S. dollar
denominated account transferred the funds to the CEMAC, of which Gabon is one of the six member states.
The U.S dollars were converted to CFA, the local currency, with a credit back to the Gabonese branch.
Amendment 5 to the Etame PSC provides that in the event that the Gabonese bank fails for any reasons to
reimburse all of the principal and interest due, VAALCO shall no longer be held liable for the obligation to
remediate the sites.
In the countries in which VAALCO’s assets are located, the state generally retains ownership of minerals,
and in many cases participates in the exploration and production of hydrocarbon reserves. Accordingly,
VAALCO’s operations may be materially affected by host governments through royalty payments, export
taxes and regulations, surcharges, value added taxes, production bonuses and other charges. Beginning
in February 2018, Gabon elected to take the portion of their oil attributable to profit oil in-kind rather than
VAALCO continuing to market their share of production on their behalf. Gabon took its profit oil in-kind with
the September 2018 and April 2019 liftings. The Group anticipates that this will continue to cause fluctuations
in the timing of and realised prices for oil sales.
All of VAALCO’s proved reserves are related to the Etame Marin Block located offshore Gabon. VAALCO
has operated in Gabon since 1995 and believes that it has good relations with the current Government of
Gabon. However, there can be no assurance that present or future administrations or governmental
regulations in Gabon will not materially adversely affect the Group’s operations or cash flows.
VAALCO could lose its interest in Block P if the terms for lifting the suspension are not met
GEPetrol is the state-owned oil company of Equatorial Guinea, and a member of the Block P Consortium.
As a condition of the EG MMH lifting the suspension and granting a two-year extension of the Block P PSC
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in September 2018 until September 2020 (1) GEPetrol was required to introduce a new investor or joint
venture owner to the EG MMH by 28 March 2019, and it has fulfilled this requirement; and (2) the Block P
Consortium will be required to drill an exploration well within one year of the EG MMH approving the new
joint venture owner.
VAALCO intends to seek a partner on a promoted basis that will cover all or substantially all of the costs to
drill the exploratory well. If the Block P Consortium does not drill an exploration well within one year of the
EG MMH’s approval, VAALCO could lose its interest in the Block P PSC.
While VAALCO would not incur a monetary penalty were it to lose its interest in the Block P PSC, the
associated capitalised unproved leasehold costs of $10.0 million, being the total amount recorded in the
Historical Financial Information for Block P as of 31 December 2018, would become impaired. The timing
of EG MMH’s approval of the new joint owner is outside of VAALCO’s control. In the event that VAALCO
loses its interest in Block P, this would not have an impact on the Group’s cash flow.

RISKS RELATING TO VAALCO’S STRATEGY
Commodity derivatives transactions VAALCO enters into may fail to protect it from declines in
commodity prices
In order to reduce the impact of commodity price uncertainty and increase cash flow predictability relating
to the marketing of the Group’s crude oil and natural gas, VAALCO has entered into derivatives arrangements
with respect to a portion of the Group’s expected production. The Group’s derivative contracts consist of a
series of commodity swap contracts and are limited in duration. The Group’s derivatives programme may
be inadequate to protect it from significant and prolonged declines in the price of crude oil.
Properties that VAALCO buys may not produce as projected, and it may be unable to determine
reserve potential, identify liabilities associated with the properties or obtain protection from
sellers against such liabilities, which could result in material liabilities and adversely affect the
Group’s financial condition
One of the Group’s growth strategies is to capitalise on opportunistic acquisitions of oil and natural gas
reserves. Any future acquisition will require an assessment of recoverable reserves, title, future oil and natural
gas prices, operating costs, potential environmental hazards, potential tax and employer liabilities, and other
liabilities and similar factors. Ordinarily, the Group’s review efforts are focused on the higher valued properties
and are inherently incomplete because it generally is not feasible to review in depth every potential liability
on each individual property involved in each acquisition. Even a detailed review of records and properties
may not necessarily reveal existing or potential problems, nor will it permit a buyer to become sufficiently
familiar with the properties to assess fully their deficiencies and potential. Inspections may not always be
performed on every well, and potential problems, such as ground water contamination and other
environmental conditions and deficiencies in the mechanical integrity of equipment are not necessarily
observable even when an inspection is undertaken. Any unidentified problems could result in material
liabilities and costs that negatively impact the Group’s financial condition.
Additional potential risks related to acquisitions include, among other things:
l

incorrect assumptions regarding the reserves, future production and revenues, or future operating or
development costs with respect to the acquired properties, as well as future prices of oil and natural
gas;

l

decreased liquidity as a result of using a significant portion of the Group’s cash from operations or
borrowing capacity to finance acquisitions;

l

significant increases in the Group’s interest expense or financial leverage if VAALCO incurs additional
debt to finance acquisitions;

l

the assumption of unknown liabilities, losses or costs for which VAALCO is not indemnified or for which
the Group’s indemnity is inadequate;

l

an increase in the Group’s costs or a decrease in the Group’s revenues associated with any claims or
disputes with governments or other interest owners;

l

the risk that oil and natural gas reserves acquired may not be of the anticipated magnitude or may not
be developed as anticipated;
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l

difficulties in the assimilation of the assets and operations of the acquired business, especially if the
assets acquired are in a new business segment or geographic area;

l

the diversion of management’s attention from other business concerns;

l

losses of key employees at the acquired businesses;

l

operating a significantly larger combined organisation and adding operations;

l

the failure to realise expected profitability or growth;

l

the failure to realise expected synergies and cost savings; and

l

coordinating or consolidating corporate and administrative functions.

If VAALCO consummates any future acquisitions the Group’s capitalisation and results of operations may
change significantly.
Acquisitions and divestitures of properties and businesses subject VAALCO to additional risks
and uncertainties. The Group may be unable to integrate successfully the operations of any
acquisitions with its operations, and it may not realise all the anticipated benefits of any future
acquisitions or divestitures. Any sales or divestments of properties VAALCO makes may result in
certain liabilities that it is required to retain under the terms of such sale or divestment
Failure to successfully exploit any acquisitions VAALCO engages in could adversely affect the Group’s
financial condition and results of operations. Further, unexpected costs and challenges may arise whenever
businesses with different operations or management are combined, and VAALCO may experience
unanticipated delays in realising the benefits of an acquisition. If the Group consummates any future
acquisition, the Group’s capitalisation and results of operation may change significantly, and investors may
not have the opportunity to evaluate the economic, financial and other relevant information that VAALCO
will consider in evaluating future acquisitions.
In the case of sales or divestitures of the Group’s properties and businesses, VAALCO may become exposed
to future liabilities that arise under the terms of those sales or divestitures. Under such terms, sellers typically
are required to retain certain liabilities for matters with respect to their sold properties or businesses. The
magnitude of any such retained liability or indemnification obligation may be difficult to quantify at the time
of the transaction and ultimately may be material. Also, as is typical in divestiture transactions, third parties
may be unwilling to release VAALCO from guarantees or other credit support provided prior to the sale of
the divested assets. As a result, after a sale, VAALCO may remain secondarily liable for the obligations
guaranteed or supported to the extent that the buyer of the assets fails to perform these obligations.
The distressed financial conditions of one or more hedge providers could have an adverse impact
on the Group in the event these hedge providers are unable to pay it amounts owed to it under
one or more financial hedge transactions by which it has hedged the Group’s exposure to
commodity price volatility
From time to time, VAALCO may enter into financial hedge transactions to hedge or mitigate the Group’s
exposure to the risks of commodity price volatility with respect to the crude oil or natural gas VAALCO
produces and sells. In such instances, the hedge provider will be obligated to make payments to VAALCO
under such financial hedge transactions to the extent that the floating (market) price is below an agreed
fixed (strike) price. Hedging agreements expose the Group to risk of financial loss if the counterparty to a
hedging contract defaults on its contract obligations. This risk of counterparty performance is of particular
concern given the disruptions that have occurred in the financial markets that led to sudden changes in
counterparty’s liquidity and hence their ability to perform under their hedging contracts with the Group.
VAALCO is unable to predict sudden changes in counterparty’s creditworthiness or ability to perform. Even
if VAALCO does accurately predict sudden changes, the Group’s ability to negate the risk may be limited
depending upon market conditions. If the creditworthiness of the Group’s counterparties deteriorates and
results in their non-performance, VAALCO could incur a significant loss.
The Group’s business could suffer if it loses the services of, or fails to attract, key personnel
VAALCO is highly dependent upon the efforts of the Group’s senior management and other key employees.
The loss of the services of the Group’s Chief Executive Officer and Chief Financial Officer, as well as any
loss of the services of one or more other members of the Group’s senior management, none of whom are
subject to a notice period, could delay or prevent the achievement of the Group’s objectives. VAALCO does
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not maintain any “key-man” insurance policies on any of the Group’s senior management, and does not
intend to obtain such insurance. In addition, due to the specialised nature of the Group’s business, VAALCO
is highly dependent upon the Group’s ability to attract and retain qualified personnel with extensive
experience and expertise in evaluating and analysing drilling prospects and producing oil and natural gas
from proved properties and maximising production from oil and natural gas properties. There is competition
for qualified personnel in the areas of the Group’s activities, and VAALCO may be unsuccessful in attracting
and retaining these personnel.

LEGAL AND REGULATORY RISKS
Significant physical effects of climate change have the potential to damage the Group’s facilities,
disrupt the Group’s production activities and cause it to incur significant costs in preparing for
or responding to those effects
Climate change could have an effect on the severity of weather (including hurricanes and floods), sea levels,
the arability of farmland, and water availability and quality. If such effects were to occur, the Group’s
exploration and production operations have the potential to be adversely affected. Potential adverse effects
could include damages to the Group’s facilities from powerful winds or rising waters in low-lying areas,
disruption of the Group’s production activities because of climate-related damages to the Group’s facilities,
less efficient or non-routine operating practices necessitated by climate effects or increased costs for
insurance coverages in the aftermath of such effects. Significant physical effects of climate change could
also have an indirect effect on the Group’s financing and operations by disrupting the transportation or
process-related services provided by midstream companies, service companies or suppliers with whom
VAALCO has a business relationship. VAALCO may not be able to recover through insurance some or any
of the damages, losses or costs that may result from potential physical effects of climate change.
VAALCO has been, and in the future may become, involved in legal proceedings with
governmental and private litigants, and, as a result, may incur substantial costs in connection
with those proceedings
VAALCO’s business subjects it to liability risks from litigation or government actions. From time to time
VAALCO may be a defendant or plaintiff in various lawsuits. The nature of the Group’s operations exposes
it to further possible litigation claims in the future. There is risk that any matter in litigation could be decided
unfavourably against the Group regardless of its belief, opinion, and position, which could have a material
adverse effect on the Group’s financial condition, results of operations, and cash flow. Litigation can be very
costly, and the costs associated with defending litigation could also have a material adverse effect on the
Group’s net income, net cash flows and financial condition. Adverse litigation decisions or rulings may also
damage the Group’s business reputation.
Often, VAALCO’s operations are conducted through joint ventures over which VAALCO may have limited
influence and control. Private litigation or government proceedings brought against the Group could also
result in significant delays in the Group’s operations.
Compliance with environmental and other government regulations could be costly and could
negatively impact production
The environmental laws and regulations of the U.S., Gabon, and Equatorial Guinea regulate the Group’s
current business. These laws and regulations may require that VAALCO obtain permits for its development
activities, limit or prohibit drilling activities in certain protected or sensitive areas, or restrict the substances
that can be released in connection with the Group’s operations. VAALCO’s operations could result in liability
for personal injuries, property damage, natural resource damages, oil spills, discharge of hazardous
materials, remediation and clean-up costs and other environmental damages. Failure to comply with
environmental laws and regulations may trigger a variety of administrative, civil and criminal enforcement
measures, including the assessment of monetary penalties and the issuance of orders enjoining operations.
In addition, VAALCO could be liable for environmental damages caused by, among others, previous property
owners or operators of properties that the Group purchase or lease. Some environmental laws provide for
joint and several strict liabilities for remediation of releases of hazardous substances, rendering a person
liable for environmental damage without regard to negligence or fault on the part of such person. As a result,
VAALCO may incur substantial liabilities to third parties or governmental entities and may be required to
incur substantial remediation costs. The Group could also be affected by more stringent laws and regulations
adopted in the future, including any related to climate change and greenhouse gases and the use of hydraulic
fracturing fluids, resulting in increased operating costs. As a result, substantial liabilities to third parties or
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governmental entities may be incurred, the payment of which could have a material adverse effect on the
Group’s financial condition, results of operations and liquidity.
These laws and governmental regulations, which cover matters including drilling operations, taxation and
environmental protection, may be changed from time to time in response to economic or political conditions
and could have a significant impact on the Group’s operating costs, as well as the oil and natural gas industry
in general. While VAALCO believes that the Group is currently in compliance with environmental laws and
regulations applicable to the Group’s operations, no assurances can be given that VAALCO will be able to
continue to comply with such environmental laws and regulations without incurring substantial costs.
VAALCO operates in international jurisdictions, and it could be adversely affected by violations
of the FCPA, UK Bribery Act and similar worldwide anti-corruption laws
The FCPA, UK Bribery Act and similar worldwide anti-corruption laws generally prohibit companies and their
intermediaries from making improper payments to government and other officials for the purpose of obtaining
or retaining business. The Group’s internal policies mandate compliance with these anti-corruption laws.
Despite the Group’s training and compliance programs, there can be no assurance that these internal control
policies and procedures will always protect it from acts of corruption committed by the Group’s employees
or agents. Any additional expansion, including in developing countries, could increase the risk of such
violations in the future. Violations of these laws, or allegations of such violations, could disrupt the Group’s
business and result in a material adverse effect on its financial condition, results of operations and cash
flows.

RISKS RELATING TO THE COMMON SHARES
Shareholders will not be entitled to the takeover offer protections provided by the UK Takeover
Code
The UK Takeover Code applies to offers for, among other companies, listed public companies which are
either (i) considered by the Takeover Panel to be resident in the United Kingdom, the Channel Islands or the
Isle of Man; or (ii) incorporated in the United Kingdom, the Channel Islands or the Isle of Man and listed on
a Member State’s regulated market, traded on a multilateral trading facility in the United Kingdom or traded
on a stock exchange in the Channel Islands or the Isle of Man.
Upon Admission, the Common Shares will be listed on the regulated market of the London Stock Exchange.
Because VAALCO is not a resident or incorporated within the United Kingdom, the Channel Islands or the
Isle of Man, however, Shareholders will not receive the benefit of the takeover offer protections provided by
the UK Takeover Code.
There is currently no UK market for the Common Shares. An active UK trading market may not
develop or be sustained in the future, which would adversely affect the liquidity and price of the
Common Shares
There is currently no UK market for the Common Shares. Therefore, investors cannot benefit from information
about prior market history in the UK market when making their decision to invest. VAALCO can give no
assurance that an active trading market for the Common Shares will develop in the United Kingdom or, if
developed, can be sustained. If an active trading market is not developed or maintained, the liquidity and
trading price of the Common Shares could be adversely affected.
Substantial future sales of Common Shares, or the perception that such sales might occur, or
additional offerings of Common Shares could depress the market price of Common Shares
VAALCO cannot predict what effect, if any, future sales of Common Shares, or the availability of Common
Shares for future sale, or the offer of additional Common Shares in the future, will have on the market price
of Common Shares. Sales or an additional offering of substantial numbers of Common Shares in the public
market, or the perception or any announcement that such sales or an additional offering could occur, could
adversely affect the market price of Common Shares and may make it more difficult for Shareholders to sell
their Common Shares at a time and price which they deem appropriate and could also impede VAALCO’s
ability to raise capital through the issue of equity securities.
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There may be volatility in the value of an investment in Common Shares and the market price for
Common Shares may fluctuate
The market price for the Common Shares may be volatile and subject to wide fluctuations in response to
numerous factors, many of which are beyond the Group’s control, including the following: (i) actual or
anticipated fluctuations in the Group’s results of operations; (ii) actual or anticipated changes in the capital
markets; (iii) recommendations by securities research analysts; (iv) changes in the economic performance
or market valuations of other companies that investors deem comparable to VAALCO; (v) addition or
departure of Executive Officers and other key personnel; (vi) sales or perceived sales of additional Common
Shares; (vii) significant acquisitions or business combinations, strategic partnerships, joint ventures or capital
commitments by or involving the Group or its competitors; (viii) changes in laws, rules and regulations
applicable to the Group and its operations; (ix) general economic, political and other conditions; (x) the
Group’s involvement in any litigation or dispute, or threat of any litigation or dispute; and (xi) news reports
relating to trends, concerns, technological or competitive developments, regulatory changes and other
related issues in the Group’s industry or target markets.
Financial markets have experienced significant price and volume fluctuations in the last several years that
have particularly affected the market prices of equity securities of companies and that have, in many cases,
been unrelated to the operating performance, underlying asset values or prospects of such companies.
Accordingly, the market price of the Common Shares may decline even if the Group’s operating results,
underlying asset values or prospects have not changed. Additionally, these factors, as well as other related
factors, may cause decreases in asset values that are deemed to be other than temporary, which may result
in impairment losses. Also, certain institutional investors may base their investment decisions on
consideration of the Group’s environmental, governance and social practices and performance against such
institutions’ respective investment guidelines and criteria, and failure to meet such criteria may result in a
limited or no investment in the Common Shares by those institutions, which could adversely affect the trading
price of the Common Shares. There is no assurance that continuing fluctuations in the price and volume of
publicly traded equity securities will not occur. If such increased levels of volatility and market turmoil
continue, the Group’s operations could be adversely impacted and the trading price of the Common Shares
may be adversely affected.
VAALCO does not currently intend to pay dividends on the Common Shares and its ability to pay
dividends in the future may be limited; consequently the only opportunity for investors to achieve
a return on their investment is if the price of the Common Shares appreciates
VAALCO has never declared or paid dividends on the Common Shares. VAALCO intends to retain future
earnings, if any, to support the development of the business and therefore does not anticipate paying cash
dividends for the foreseeable future. Payment of future dividends, if any, would be at the discretion of the
Board after taking into account various factors, including current financial condition, the tax impact of
repatriating cash, operating results and current and anticipated cash needs. Consequently, investors must
rely on sale of their Common Shares after price appreciation, which may never occur, as the only way to
realise a return on their investment.
Certain Shareholders will be issued Depositary Interests in respect of underlying Common Shares
and will have to rely on the Depositary or the Custodian to exercise rights attaching to the
underlying Common Shares for the benefit of the holders of Depositary Interests
On Admission, holders of Common Shares will be able to hold and transfer interests in the Common Shares
within CREST pursuant to a depositary interest arrangement established by VAALCO. The Common Shares
will not themselves be admitted to CREST; rather, the Depositary will issue the Depositary Interests in respect
of underlying Common Shares. The Depositary will have the power to exercise voting and other rights
conferred by the DGCL, Certificate of Incorporation and Bylaws on behalf of the relevant holder through its
or the Custodian’s DTC account, which will be maintained on the Company’s share register via Cede & Co,
a nominee of DTC. Consequently, the holders of Depositary Interests must rely on the Depositary to exercise
such rights for the benefit of the holders of Depositary Interests. Holders of Depositary Interests may
experience delays in receiving any dividends paid by the Company, may receive proxy forms later than other
Shareholders and may have to act earlier than other Shareholders when casting votes at general meetings
of VAALCO, by virtue of the administrative process involved in connection with holding Depositary Interests.
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VAALCO is applying for a Standard Listing and, accordingly, VAALCO will not be required to
comply with those protections applicable to a Premium Listing
VAALCO is seeking a Standard Listing and, as a consequence, additional on-going requirements and
protections applicable to a Premium Listing will not apply to VAALCO. In particular, the provisions of Chapters
6 to 13 of the Listing Rules (other than Rule 7.2.1), being additional requirements for a Premium Listing of
equity securities (Premium Listing principles, sponsors, continuing obligations, significant transactions,
related party transactions, dealing in own securities and treasury shares and contents of circulars), will not
apply. In addition, a Standard Listing will not permit VAALCO to gain UK FTSE indexation.
Dual-listing on the NYSE and the LSE may lead to an inefficient market in the Common Shares
Dual-listing of the Common Shares will result in differences in liquidity, settlement and clearing systems,
trading currencies, prices and transaction costs between the exchanges where the Common Shares will
be quoted. These and other factors may hinder the transferability of the Common Shares between the two
exchanges.
The Common Shares are already quoted on the NYSE and upon Admission will also be listed and traded
on the LSE. Consequently, the trading in and liquidity of the Common Shares will be split between these
two exchanges. The price of the Common Shares may fluctuate and may at any time be different on the
NYSE and the LSE. Investors could seek to sell or buy Common Shares to take advantage of any price
differences between the two markets through a practice referred to as arbitrage. Any arbitrage activity could
create unexpected volatility in both Common Shares prices on either exchange and in the volumes of
Common Shares available for trading on either market. This could adversely affect the trading of the
Common Shares on these exchanges and increase their price volatility and/or adversely affect the price and
liquidity of the Common Shares on these exchanges. In addition, holders of Common Shares in either
jurisdiction will not be immediately able to transfer such shares for trading on the other market without
effecting necessary procedures with VAALCO’s transfer agents/registrars. This could result in time delays
and additional cost for Shareholders.
The Common Shares are quoted and traded in USD on the NYSE. The Common Shares will be quoted
and traded in GBX on the LSE. The market price of the Common Shares on those exchanges may also
differ due to exchange rate fluctuations.
VAALCO is a Delaware corporation and a significant portion of its assets are located outside the
United Kingdom. As a result, it may be difficult for Shareholders to enforce civil liability provisions
available under English law
VAALCO is incorporated under the laws of the State of Delaware, USA and its assets are primarily located
in Gabon and Equatorial Guinea. In addition, the Directors are not residents of the UK. As a result, it may
be difficult for an investor to effect service of process on that person or to enforce judgments obtained in
English courts against VAALCO or that person based on the civil liability provisions available under English
law. It is doubtful whether courts in the U.S. will enforce judgments obtained in other jurisdictions, including
England and Wales, against VAALCO or the Directors under the securities laws of those jurisdictions or
entertain actions in Delaware or the U.S. federal courts against VAALCO or the Directors under the securities
laws of other jurisdictions.
Similarly, there are no reciprocal recognition or enforcement agreements in place between the UK, Gabon
or Equatorial Guinea. This means a UK judgment cannot be automatically enforced in Gabon or Equatorial
Guinea. However, arbitral awards made in either the U.S., UK or Gabon in relation to commercial disputes
can be enforced in each country as they are all party to the New York Convention. Equatorial Guinea is not
party to the New York Convention and therefore there is no automatic right to enforce an arbitral award
made in the UK or Equatorial Guinea in either country.
The rights afforded to Shareholders are governed by laws of the State of Delaware and non-U.S.
Shareholders may have difficulties exercising rights which are governed by U.S. law
As VAALCO is incorporated under the laws of the State of Delaware, USA the rights of Shareholders are
governed by the DGCL and the Certificate of Incorporation and Bylaws. The rights of Shareholders under
the laws of the State of Delaware may differ from the rights of shareholders of companies incorporated in
other jurisdictions. Not all rights available to Shareholders under English law will be available to the
Shareholders. Shareholders must follow the State of Delaware’s legal requirements in order to exercise their
rights which may be difficult for Shareholders outside of the United States.
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The Certificate of Incorporation and Bylaws do not contain any rights of pre-emption in favour
of existing Shareholders, which means that Shareholders may be diluted if additional Common
Shares are issued
Shareholders do not have pre-emptive rights and VAALCO, without Shareholder consent, may issue
additional Common Shares, Preferred Shares, warrants, rights, units and debt securities for general
corporate purposes, including, but not limited to, working capital, capital expenditures, investments,
acquisitions and repayment or refinancing of borrowings. VAALCO actively seeks to expand its business
through complementary or strategic acquisitions, and may issue additional Common Shares in connection
with those acquisitions. VAALCO also issues Common Shares to its Executive Officers, Employees and
independent Directors as part of their compensation. This may have the effect of diluting the interests of
existing Shareholders. Additionally, to the extent that pre-emptive rights are granted, Shareholders in certain
jurisdictions may experience difficulties or may be unable to exercise their pre-emptive rights.
Any issue of Preferred Shares will rank in priority to the Common Shares
While VAALCO does not currently have any Preferred Shares outstanding, under the Certificate of
Incorporation, VAALCO is authorised to issue up to 500,000 Preferred Shares. Any issuance of Preferred
Shares would rank in priority to the Common Shares with respect to payment of dividends, liquidation, and
other matters.
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PART 3 – PRESENTATION OF FINANCIAL AND OTHER INFORMATION
1. General
This document comprises a prospectus for the purpose of Article 6 of the Prospectus Regulation and is
issued in compliance with the Listing Rules. Investors should only rely on the information in this Prospectus.
No person has been authorised to give any information or to make any representations in connection with
Admission, other than those contained in this Prospectus and, if given or made, such information or
representations must not be relied upon as having been authorised by or on behalf of the Company or the
Directors. The Company does not accept any responsibility for the accuracy or completeness of any
information reported by the press or other media, nor the fairness or appropriateness of any forecasts, views
or opinions expressed by the press or other media regarding the Company. The Company makes no
representation as to the appropriateness, accuracy, completeness or reliability of any such information or
publication other than this Prospectus.
Without prejudice to any obligation of the Company to publish a supplementary prospectus pursuant to
FSMA, the delivery of this Prospectus shall not under any circumstances, create any implication that there
has been no change in the business or affairs of the Group since the date of this Prospectus, or that the
information contained herein is correct as of any time subsequent to its date.
The contents of this Prospectus or any subsequent communications from the Company, the Group or any
of their respective affiliates, directors, officers, advisers, employees or agents, are not to be construed as
legal, business or tax advice. Each prospective investor should consult its, his or her own lawyer, financial
intermediary or tax adviser for legal, financial or tax advice. In making an investment decision, each investor
must rely on its, his or her own examination, analysis and enquiry of the Company, including the merits and
risks involved.
This Prospectus is not intended to provide the basis of any credit or other evaluation and should not be
considered as a recommendation by any of the Company or the Directors or any of its representatives that
any recipient of this Prospectus should subscribe for or purchase Common Shares. Prior to making any
decision as to whether to subscribe for or purchase Common Shares, prospective investors should read
this Prospectus. Investors should ensure that they read the whole of this Prospectus carefully and not just
rely on key information or information summarised within it. In making an investment decision, prospective
investors must rely upon their own examination of the Company and the terms of this Prospectus, including
the risks involved.

2. Presentation of financial information
The financial information presented in this Prospectus includes audited annual consolidated financial
statements for the Group as at and for financial years ended 31 December 2018, 31 December 2017 and
31 December 2016 and unaudited condensed interim financial statements of the Group for the six months
ended 30 June 2019 and 30 June 2018.
The audited annual consolidated financial statements for the Group have been prepared in accordance with
U.S. GAAP. For full details of the basis of preparation and significant accounting policies, please refer to
Note 2 (Summary of Significant Accounting Policies) to the Group’s audited annual consolidated financial
statements for the each of the financial years ended 31 December 2018, 31 December 2017 and 31
December 2016 as set out in the Appendix to this Prospectus.
For financial year ended 31 December 2018, the Company adopted the new standard under Accounting
Standards Codification Topic 606 – ‘Revenue from Contracts with Customers’ on 1 January 2018 on a
modified retrospective transition method basis. The standard requires enhanced disclosure of revenue from
contracts with customers, including categories that depict the nature, amount, timing and uncertainty of
revenue and cash flows that are affected by economic factors. The Company reviewed its revenue streams
and major contracts with customers and concluded that there were no material impacts on the Company’s
revenues or cash flows as a result of adopting the new standard.
Unless otherwise stated in this Prospectus, financial information in relation to the Group referred to in this
Prospectus has been extracted without material adjustment from the Historical Financial Information in the
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Appendix to this Prospectus. Unless otherwise indicated, none of the financial information relating to the
Group in this Prospectus has been audited.

3. Unaudited financial information
In this Prospectus, the Group presents certain financial measures and other metrics that are unaudited. The
Directors believe that each of these measures provides useful information with respect to the performance
of the Group’s business and operations. Unaudited financial measures and other metrics in relation to Group
have been derived from (i) management accounts for the relevant accounting periods presented; (ii) internal
financial reporting systems supporting the preparation of the Historical Financial Information contained in
Part 12 (Historical Financial Information) of this Prospectus; and (iii) the Group’s other business operating
systems and records. Management accounts are prepared using information derived from accounting
records used in the preparation of the Historical Financial Information contained in Part 12 (Historical Financial
Information) of this Prospectus, but may also include certain other assumptions and analyses.

4. Oil data
Unless expressly stated otherwise, all estimates of proved, probable and possible reserves and related future
net revenue and contingent and prospective resources disclosed in this Prospectus have been prepared in
accordance with the PRMS. As presented in the PRMS, petroleum accumulations can be classified, in
decreasing order of likelihood of commerciality, as reserves, contingent resources, or prospective resources.
Unless otherwise noted, reserves estimates are presented on a “company gross” basis, representing the
Group’s working interest share before deduction of royalties.

5. Currencies
In this Prospectus, references to “GBX” or “£” are to the lawful currency of the UK, references to “U.S.
dollars” or “USD” or “$” are to the lawful currency of the United States, references to “CFA” are to the
lawful currency of Gabon and Equatorial Guinea, and references to “Euro” or “€” are to the lawful currency
of 19 Member States of the European Union. The basis of translation of any foreign currency transactions
and amounts in the financial information set out in the Appendix to this Prospectus are set out in the
Appendix.

6. Rounding
Percentages and certain amounts in this Prospectus, including financial, statistical and operating information,
have been rounded to the nearest thousand whole number or single decimal place for ease of presentation.
As a result, the figures shown as totals may not be the precise sum of the figures that precede them. In
addition, certain percentages and amounts contained in this Prospectus reflect calculations based on the
underlying information prior to rounding, and, accordingly, may not conform exactly to the percentages or
amounts that would be derived if the relevant calculations were based upon the rounded numbers.

7. Third party information
The Company confirms that all third party information contained in this Prospectus has been accurately
reproduced and, so far as the Company is aware and is able to ascertain from information published by
that third party, no facts have been omitted that would render the reproduced information inaccurate or
misleading. Where third party information has been used in this Prospectus, the source of such information
has also been identified.
Statements regarding the oil and gas industry which are not based on published statistical data or
information obtained from independent third parties, are based on the Group’s and/or the Directors’
experience, the Group’s internal studies and estimates, and the Group’s own investigation of market
conditions. The Company cannot assure prospective investors that any of these studies or estimates are
accurate, and none of the Group’s internal surveys or information has been verified by any independent
sources. While the Directors are not aware of any misstatements regarding the Group’s own estimates
presented herein, those estimates involve risks, assumptions and uncertainties and are subject to change
based on various factors, including those set out in Part 2 (Risk Factors) of this Prospectus.

28

8. Forward-looking statements
This Prospectus contains “forward-looking statements” and “forward-looking information” that are
based on the Company’s expectations, estimates and projections as of the date on which the statements
were made. This forward-looking information includes, among other things, statements with respect to the
Competent Person’s Reports, the Company’s business strategy with respect to the Projects, plan,
development, objectives, performance, outlook, growth, cash flow, projections, targets and expectations,
oil and gas reserves and resources, results of exploration, the price and demand for oil and gas and acts
by the Company’s partners to the respective Projects. Generally, this forward looking information can be
identified by the use of forward-looking terminology such as “outlook”, “anticipate”, “project”, “target”, “likely”,
“believe”, “estimate”, “expect”, “intend”, “may”, “would”, “could”, “should”, “scheduled”, “will”, “plan”,
“forecast”, “evolve” and similar expressions. Persons reading this Prospectus are cautioned that such
statements are only predictions, and that the Company’s actual future results or performance may be
materially different.
Forward-looking information is subject to known and unknown risks, uncertainties and other factors that
may cause the Company’s actual results, level of activity, performance or achievements to be materially
different from those expressed or implied by such forward-looking information. These statements speak
only as of the date of this Prospectus and do not seek in any way to qualify the working capital statement
given by the Company at paragraph 14 of Part 8 (Information on VAALCO Energy, Inc.) of this Prospectus.
Actual operational and financial results or events may differ materially from the Company’s expectations
contained in the forward-looking statements as a result of various factors, many of which are beyond the
control of the Company.
Statements related to reserves or resources are deemed to be forward-looking information as they involve
the implied assessment, based on certain estimates and assumptions, that the reserves and prospective
resources can be profitably produced in the future. The forward-looking statements contained in this
Prospectus are expressly qualified by this cautionary statement. The Company does not undertake any
obligation to publicly update or revise any forward-looking statements except as required by applicable
securities laws.
Forward-looking statements involve significant known and unknown risks and uncertainties. Exploration,
appraisal, and development of oil and natural gas reserves are speculative activities and involve a significant
degree of risk. Forward-looking statements are based on a number of factors and assumptions which have
been used to develop such statements but which may prove to be incorrect. Although the Company believes
that the expectations reflected in such forward-looking statements are reasonable, undue reliance should
not be placed on forward-looking statements because the Company can give no assurance that such
expectations will prove to be correct.
Investors are cautioned that forward-looking statements are not guarantees of future performance. The
Company makes no representation, warranty or prediction that the results predicted by such forward-looking
statements will be achieved and these forward-looking statements represent, in each case, only one of
many possible scenarios and should not be viewed as the most likely or standard scenario. Forward-looking
statements may, and often do, differ materially from actual results. Any forward-looking statements in this
Prospectus speak only as at the date of this Prospectus, reflect the Group’s current view with respect to
future events and are subject to risks relating to future events and other risks, uncertainties and assumptions
relating to the Group’s operations, results of operations, growth strategy and the availability of new credit.
Investors should specifically consider the factors identified in this Prospectus that could cause actual results
to differ. All of the forward-looking statements made in this Prospectus are qualified by these cautionary
statements.
Subject to the requirements of the Prospectus Regulation Rules, the DTR and the Listing Rules, or applicable
law, the Company explicitly disclaims any intention or obligation or undertaking publicly to release the result
of any revisions to any forward-looking statements in this Prospectus that may occur due to any change in
the Group’s expectations or to reflect events or circumstances after the date of it.

9. Basis of presentation of Competent Person’s Reports
The Competent Person’s Reports have been prepared in accordance with the PRMS. The Competent
Person’s Reports are compliant with the Competent Person’s Report requirements as published in the ESMA
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update of the Committee of European Securities Regulators’ recommendations of the European Commission
Regulation on Prospectuses No. 809/2004 dated March 20, 2013 (ESMA/2013/319).
In preparation of the Competent Person’s Reports, NSAI relied upon, without independent verification,
information furnished by, or on behalf of, the Company with respect to the property interests being evaluated,
production from such properties, current cost of operations and development, current prices for production,
agreements related to current and future operations and sale of production, estimation of taxes, and various
other information and data that were accepted as represented. A field examination of the properties was
not considered necessary for the purposes of the Competent Person’s Reports.

10. No incorporation of website
The contents of the Company’s website, any website mentioned in this Prospectus or any website directly
or indirectly linked to these websites have not been verified and do not form part of this Prospectus and
investors should not rely on such information.

11. Definitions and technical terms
A list of defined terms used in this Prospectus is set out in Part 18 (Definitions) of this Prospectus. A list of
defined technical terms and conversions used in this Prospectus is set out in Part 19 (Glossary of Technical
Terms and Conversions) of this Prospectus.
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PART 4 – CONSEQUENCES OF A STANDARD LISTING
After careful consideration, the Directors have concluded that in order to promote liquidity in the Common
Shares through a public listing on the London Stock Exchange while allowing a sufficient degree of flexibility
for a company of its size and type, it is appropriate for the Common Shares to be admitted to listing on the
standard segment of the Official List. In particular, the following are key considerations for the Company’s
proposed Standard Listing:
l

a Standard Listing as compared to a Premium Listing will generally facilitate more cost efficient
administration. In this regard, the Company wishes to align its regulatory responsibilities and the
associated cost consequences with the Company’s size;

l

the proposed Standard Listing of the Company will mean that the Company will not be required to
comply with the super-equivalent provisions of the Listing Rules that apply to companies with a
Premium Listing, which will have a direct cost saving for the Company; and

l

the Listing Rules for securities with a Standard Listing are far less demanding and stringent than those
applicable to securities with a Premium Listing.

A Standard Listing affords Shareholders and investors in the Company a lower level of regulatory protection
than that afforded to investors in companies whose securities are admitted to the premium segment of the
Official List, which are subject to additional obligations under the Listing Rules.
It should be noted that the UKLA will not have the authority to (and will not) monitor the
Company’s compliance with any of the Listing Rules or any of the DTR, nor to impose sanctions
in respect of any failure by the Company to so comply.
Application has been made for the Common Shares to be admitted to listing on the standard segment of
the Official List pursuant to Chapter 14 of the Listing Rules, which sets out the requirements for Standard
Listings and does not require the Company to comply with, among other things, the provisions of Chapters
6 to 13 of the Listing Rules (excluding Listing Principles 1 and 2). As a result, the Company’s securities will
not be eligible for inclusion in the UK series of the FTSE indices.

1. Listing Rules which are not applicable to a Standard Listing
The following Listing Rules are not applicable to a Standard Listing:
l

Chapter 6 of the Listing Rules regarding, among other things, the content of the Historical Financial
Information, provisions pertaining to, control of the business, working capital, constitutional
arrangements of the Company and Shares in public hands;

l

Chapter 7 of the Listing Rules other than the listing principles relating to (i) taking reasonable steps to
establish and maintain adequate procedures, systems and controls to enable the Company to comply
with its obligations; and (ii) dealing with the FCA in an open and co-operative manner;

l

Chapter 8 of the Listing Rules regarding the appointment of a listing sponsor to guide the Company
in understanding and meeting its responsibilities under the Listing Rules in connection with certain
matters. In particular, the Company is not required to appoint a sponsor in relation to the publication
of this Prospectus or Admission;

l

Chapter 9 of the Listing Rules relating to further issues of shares, issuing shares at a discount in excess
of 10 percent of market value, notifications and contents of financial information;

l

Chapter 10 of the Listing Rules relating to significant transactions which requires Shareholder consent
for certain acquisitions;

l

Chapter 11 of the Listing Rules regarding related party transactions;

l

Chapter 12 of the Listing Rules regarding purchases by the Company of its Common Shares; and

l

Chapter 13 of the Listing Rules regarding the form and content of circulars to be sent to Shareholders.
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2. Listing Rules with which the Company must comply under a Standard Listing
There are, however, a number of principles and continuing obligations set out in Chapter 7 and Chapter 14,
respectively, of the Listing Rules that will be applicable to the Company. These include requirements as to:
Chapter 7 – Listing Principles
l
the taking of reasonable steps to establish and maintain adequate procedures, systems and controls
to enable it to comply with its obligations; and
l

the dealing with the FCA in an open and co-operative manner.

Chapter 14 – Continuing Obligations
l
the forwarding of circulars and other documentation to the UKLA for publication through the document
viewing facility and related notification to a regulatory information service;
l

the provision of contact details of appropriate persons nominated to act as a first point of contact with
the UKLA in relation to compliance with the Listing Rules and the DTR;

l

the form and content of temporary and definitive documents of title;

l

the appointment of a registrar;

l

the making of regulatory information service notifications in relation to a range of debt and equity capital
issues; and

l

at least 25 percent of the Common Shares being held by the public in the European Economic Area
or the jurisdiction in which the Common Shares are listed.

In addition, as a company whose securities are admitted to trading on a regulated market, the Company
will be required to comply with the DTR.

3. Disclosure Guidance and Transparency Rules
Under Rule 5 of the DTR (Vote Holder and Issuer Notification Rules) (“DTR5”), a person must notify the
Company and the FCA of the percentage of the Company’s voting rights he or she holds as a Shareholder
(or holds or is deemed to hold through his or her direct or indirect holding of financial instruments) if, as a
result of an acquisition or disposal of Common Shares or financial instruments, or as a result of any event
changing the breakdown of voting rights of the Company (for example, a buy-back of Common Shares by
the Company), the percentage of those voting rights in which he is interested reaches, exceeds or falls
below 5 percent, 10 percent, 15 percent, 20 percent, 25 percent, 30 percent, 50 percent and 75 percent.
The form in which such notification must be made is provided by the FCA on its website at:
https://www.fca.org.uk/markets/ukla/regulatory-disclosures/submit-investor-notification
Such notification must be made no later than four trading days after the date upon which the person making
the notification (1) learns of the acquisition or disposal or of the possibility of exercising voting rights, or on
which, having regards to the circumstances, should have learned of it, regardless of the date on which the
acquisition, disposal or possibility of exercising voting rights takes effect, or (2) is informed about the event
changing the breakdown of voting rights of the Company.
Any person who is in breach of their obligations under DTR5 is liable to a fine and/or public censure by the
FCA and the FCA may apply to court to have such person’s voting rights suspended.

4. Exchange Act
Sections 13(d) and 13(g) of the Exchange Act require any person or group of persons who directly or
indirectly acquires or has beneficial ownership of more than 5 percent of a class of an issuer’s securities to
report such beneficial ownership on Schedule 13D or Schedule 13G, as appropriate. These reports are filed
with the SEC electronically on EDGAR. Both Schedule 13D and Schedule 13G require background
information about the reporting persons, including the name, address, and citizenship or place of
organisation of each reporting person, the amount of the securities beneficially owned and aggregate
beneficial ownership percentage, and whether voting and investment power is held solely by the reporting
persons or shared with others.
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PART 5 – EXPECTED TIMETABLE OF PRINCIPAL EVENTS
Prospectus published

23 September 2019

Admission and commencement of dealings in Common Shares on the
London Stock Exchange

8.00 am on 26 September 2019

These dates and times are indicative only, subject to change and may be brought forward as well as moved
back, in which case new dates and times will be announced. The times referred to above are references to
the time in London.
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PART 6 – ADMISSION STATISTICS AND DEALING CODES
Number of Common Shares in issue on Admission

67,478,896

Number of Treasury Shares in issue on Admission

8,883,929

Number of Common Shares in issue and outstanding on Admission
Number of Options in issue on Admission

58,594,967
2,973,488

Number of Common Shares on a fully diluted basis

70,452,384

Percentage of issued share capital represented by Options outstanding
at Admission
Expected market capitalisation of the Company on Admission

ISIN

4.14%

$123.14 million
£98.75 million
US91851C2017

LEI

549300CFHFVIWB8M6T24

Tickers

LSE: EGY
NYSE: EGY
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PART 7 – DIRECTORS, SECRETARY, REGISTERED AND HEAD OFFICE AND ADVISERS
Directors

Cary M. Bounds
Andrew L. Fawthrop
A. John Knapp, Jr.
Steven J. Pully
William R. Thomas

Company Secretary

Michael G. Silver

Registered Office and Head
Office

9800 Richmond Avenue
Suite 700
Houston
Texas 77042
United States

Financial Adviser

FirstEnergy Capital LLP (trading as GMP FirstEnergy)
85 London Wall
London
EC2M 7AD
United Kingdom

Legal Advisers as to English Law

Memery Crystal LLP
165 Fleet Street
London
EC4A 2DY
United Kingdom

Legal Advisers as to U.S. Law

Shearman & Sterling LLP
1100 Louisiana Street, Suite 3300
Houston
Texas 77002
United States

Legal Advisers as to Gabonese
and Equatorial Guinean Law

Miranda & Associados
Av. Engenheiro Duarte Pacheco, 7
1070-100
Lisbon
Portugal

Reporting Accountants

BDO LLP
55 Baker Street
London
W1U 7EU
United Kingdom

Auditors

BDO USA LLP
2929 Allen Parkway
20th Floor
Houston
Texas 77019
United States

Competent Person

Netherland, Sewell & Associates, Inc.
1301 McKinney Street #3200
Houston
Texas 77010
United States
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Chief Executive Officer and Director
Chairman and Director
Director
Director
Director

Financial PR

Buchanan Communications Limited
107 Cheapside
London
EC2V 6DN
United Kingdom

Registrar

Computershare Inc.
8742 Lucent Blvd., Suite 225
Highlands Ranch
Colorado 80129
United States

Depositary

Computershare Investor Services plc
The Pavilions
Bridgwater Road
Bristol
BS13 8AE
United Kingdom
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PART 8 – INFORMATION ON VAALCO ENERGY, INC.
1. Overview
VAALCO is an independent energy company based in Houston, Texas, USA engaged in the production of
crude oil and the exploration and development of oil properties in West Africa.
The Group’s flagship asset is a 31.1 percent working interest in the Etame Marin Block, located offshore
Gabon, which has produced more than 110 MMBBL to date. Under the Etame PSC, which the Group
entered into in July 1995, VAALCO will hold an interest in Etame until September 2028, with an option to
extend for two additional five-year periods.
VAALCO is designated as the operator on behalf of the Etame Consortium. The Etame Consortium consists
of four companies, being (1) VAALCO Gabon; (2) Addax; (3) Sasol; and (4) PetroEnergy. Etame is subject to
a 7.5 percent back-in carried interest by the State of Gabon, which is currently held by Tullow. VAALCO’s
working interest will decrease to 30.3 percent in June 2026, when the back-in carried interest increases to
10 percent.
VAALCO’s interest in Etame accounts for substantially all of the Group’s revenue and 100 percent of its
reserves. In addition to its interest in the Etame Marin Block, VAALCO owns a 31.0 percent working interest
in an undeveloped portion of Block P, located offshore Equatorial Guinea.
As of 31 March 2019, VAALCO has estimated proved reserves of 5.6 MMBBL, probable reserves of
4.5 MMBBL and contingent resources (3C) of up to 11.9 MMBBL, pursuant to its interests in the Etame
Marin Block. Its interests in Block P are estimated to be contingent resources (3C) of up to 8.2 MMBBL.
VAALCO was founded in 1985 and its Common Shares are currently listed, and will remain listed after
Admission, on the NYSE under the symbol EGY.

Figure 1 – Map of the Projects.
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2. Competitive strengths
Established operator with a proven track record in West Africa
The Group acquired its interest in Etame in July 1995. Since acquiring its interest, VAALCO has acted as
operator and has produced more than 110 MMBBL of oil to date, including from deep and over pressured
reservoirs. In addition to the Etame Marin Block, the Group has a working interest in the prospective Block
P, which it has owned since November 2012 and which the Directors believe has the potential to significantly
increase the Group’s reserves.
Strong management team with extensive industry experience
The Directors, Executive Officers and the Group’s technical teams have experience of working in international
and national oil companies, independents and service companies and have global experience in
hydrocarbon exploration, development and production operations. They have extensive experience in the
African oil and gas market.
Profitable free cash flow from low risk reserve base
VAALCO’s operations in Etame have provided the Group with a profitable basis of free cash flow with
operating income from the Etame Marin Block in the financial year ended 31 December 2018 of $51.3
million. The Directors believe that, following the Etame PSC Extension and based on the reserves and
resources evaluated by NSAI in the Etame Marin Block CPR, it can leverage these strengths to continue to
benefit Shareholders.
Material upside from existing Etame Field
VAALCO’s proved reserves are estimated at 5.6 MMBBL, probable reserves at 4.5 MMBBL and contingent
resources (3C) at up to 11.9 MMBBL, as set out in the Etame Marin Block CPR, as at 31 March 2019.
As a result of improved oil pricing, positive production performance and the Etame PSC Extension,
VAALCO’s estimated proved reserves increased by 3.7 MMBBL (76 percent) during 2018. This increase
was a result of (i) the Etame PSC Extension (adding 2.2 MMBBL); (ii) better-than-forecasted results for
production (adding 1.1 MMBBL); and (iii) increased crude oil prices (adding 0.4 MMBBL). The total proved
reserves replacement at Etame for 2018 was 270 percent of the total net production.
Fully funded Work Programme providing multiple catalysts
VAALCO is fully funded to pursue the Work Programme, which commenced in September 2019, through
H1 2020, exploring, developing and potentially upscaling the known reserves and resources at the Etame
Marin Block. VAALCO commenced the Work Programme on 13 September 2019, by beginning the drilling
of its first appraisal wellbore of the programme in the Etame Field, to evaluate the Dentale Formation, with
a further appraisal wellbore, to evaluate the Gamba Formation in the Southeast Etame Field, and up to three
development wells, to follow. The Directors believe that the Work Programme is the first step in realising the
full potential now opened to VAALCO following the extension of the Etame PSC.
Solid foundation to pursue opportunistic inorganic growth
VAALCO’s goal is to achieve transformational growth both organically and through potential value-accretive
acquisitions or mergers of similar properties or assets to diversify the Group’s portfolio.

3. Strategy
Following the Etame PSC Extension, VAALCO’s financial position has improved and the Group has no debt.
The Directors believe that the Group will generate sufficient operating cash flow to sustain current operations
and fund development projects in the Etame Marin Block.
VAALCO is seeking to further increase production and reserves by undertaking the fully funded Work
Programme and pursuing accretive growth opportunities where it can leverage proven technical and
operational capabilities.
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The cornerstone of VAALCO’s strategy to create long-term value for all stakeholders is to focus on profitable
growth from low-risk reserve development while maintaining financial discipline. In addition, over the next
12 months, VAALCO seeks to:
l

undertake the Work Programme;

l

focus on maintaining production and lowering costs to increase margins and preserve optionality to
capitalise on an increase in prices;

l

manage capital expenditures related to the Work Programme so that expenditures can be funded by
cash on hand and cash flow from operations;

l

continue to focus on operating safely and complying with internationally accepted environmental
operating standards;

l

optimise production through careful management of wells and infrastructure, including minimising
downtime;

l

maximise cash flow and income generation;

l

continue planning for additional development in Etame as well as future exploration and development
in Equatorial Guinea;

l

preserve a strong balance sheet by maintaining conservative leverage ratios and exhibiting financial
discipline;

l

opportunistically hedge against exposures to changes in oil prices; and

l

actively pursue strategic, value-accretive mergers and acquisitions of similar properties to diversify the
Company’s portfolio of producing assets.

4. Summary of reserves and resources
Etame Marin Block
NSAI has produced the Etame Marin Block CPR, dated 20 September 2019, on VAALCO’s reserves and
resources at Etame, as at 31 March 2019.
The estimated gross oil reserves, working interest oil reserves and estimated future net revenue to VAALCO
in the Etame Marin Block, as at 31 March 2019, are detailed in Table 1.
Table 1 – Etame Marin Block reserves and probable resources

Category
Proved Developed Producing
Proved Developed Non-Producing
Proved Undeveloped
Total Proved (1P)
Probable
Proved + Probable (2P)
Possible
Proved + Probable + Possible (3P)

Oil Reserves (MBBL)
Gross
Working
(100%)
Interest*
8,461.3
2,627.8
1,837.5
570.7
7,654.2
2,377.1

Future Net Revenue (M$)
Present
Total Worth at 10%
$30,545.0
$29.944.0
8,222.8
7,069.2
19,805.0
14,399.8

–––––––––––––

–––––––––––––

–––––––––––––

––––––––––––––

17,953.0
14 479.1

5,575.6
4,485.7

58,572.8
62,989.6

51,413.0
47,774.4

–––––––––––––

–––––––––––––

–––––––––––––

––––––––––––––

32,432.1
11,643.2

10,061.4
3,573.9

121,562.4
52,175.7

99,187.4
36,138.3

–––––––––––––

–––––––––––––

–––––––––––––

44,075.3

13,635.3

$173,738.1

–––––––––––––
–––––––––––––

–––––––––––––
–––––––––––––

–––––––––––––
–––––––––––––

––––––––––––––

$135,325.7

––––––––––––––
––––––––––––––

Note
*Working interest reserves are prior to deductions for government royalties and “income tax barrels”.

The unrisked gross and working interest contingent oil resources in the Etame Marin Block, as at 31 March
2019, are detailed in Table 2.
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Table 2 – Etame Marin Block contingent resources
Unrisked Contingent Oil
Resources (MMBBL)
Gross
Working
(100%)
Interest
15.6
4.8
25.5
7.9
38.3
11.9

Category
Low Estimate (1C)
Best Estimate (2C)
High Estimate (3C)

The gross and working interest prospective oil resources for the Etame Marin Block, shown for each of the
respective Etame Fields, as at 31 March 2019, are detailed in Table 3.
Table 3 – Etame Marin Block prospective resources
Unrisked Gross (100%)
Prospective Oil Resources
(MMBBL)
Low
Best
High
Estimate Estimate Estimate
Prospect
(1U)
(2U)
(3U)
East Ebouri
1.6
3.6
8.6
Northeast Avouma
1.5
4.4
15.1
South Etame
1.9
4.6
12.3
Southwest Avouma
2.2
5.1
13.0
Southwest Etame
2.1
5.2
14.3
West Etame
0.4
1.0
2.4

Unrisked Working Interest
Prospective Oil Resources
(MMBBL)
Low
Best
High
Estimate Estimate Estimate
(1U)
(2U)
(3U)
0.5
1.1
2.7
0.5
1.4
4.7
0.6
1.4
3.8
0.7
1.6
4.0
0.7
1.6
4.4
0.1
0.3
0.8

Pg
(%)
73
73
64
73
64
56

Block P
NSAI has produced the Block P CPR, dated 20 September 2019, on VAALCO’s resources at Block P, as
at 31 March 2019.
The unrisked gross and working interest contingent oil resources in Block P, as at 31 March 2019, are
detailed in Table 4.
Table 4 – Block P contingent resources
Unrisked Contingent Oil
Resources (MMBBL)
Gross
Working
(100%)
Interest
11.1
3.4
16.5
5.1
26.5
8.2

Category
Low Estimate (1C)
Best Estimate (2C)
High Estimate (3C)

The gross and working interest prospective oil resources for Block P, shown for each of the respective
prospects at Block P, as at 31 March 2019, are detailed in Table 5.
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Table 5 – Block P prospective resources
Unrisked Gross (100%)
Prospective Oil Resources
(MMBBL)
Low
Best
High
Estimate Estimate Estimate
Prospect
(1U)
(2U)
(3U)
Marte
11.1
40.6
131.9
Marte North
23.8
66.9
136.8
Saturno
3.5
10.9
25.7
Southwest Grande
9.1
28.1
69.5
M-3
Southwest Grande
11.0
32.9
76.5
O-1
Southwest Grande
7.1
29.0
114.2
Oligocene
Southwest Grande
15.4
43.0
85.9
OM-1
Southwest Grande
11.8
31.4
64.7
OM-2

Unrisked Working Interest
Prospective Oil Resources
(MMBBL)
Low
Best
High
Estimate Estimate Estimate
(1U)
(2U)
(3U)
3.4
12.6
40.9
7.4
20.7
42.4
1.1
3.4
8.0
2.8
8.7
21.5

Pg
(%)
19
17
23
19

3.4

10.2

23.7

16

2.2

9.0

35.4

13

4.8

13.3

26.6

19

3.7

9.7

20.1

23

5. Etame Marin Block
The Etame Marin Block lies approximately 23 km northwest of the Gabon-Congo international boundary
and 140 km southeast of Sette Cama, Gabon, in water depths ranging from 75 m to 85 m. It is separated
into three EEAs in the permit area, which comprise approximately 187 km2 located around the five producing
Etame Field areas. The Ebouri EEA comprises 14.86 km2, the Avouma EEA comprises 77.81 km2 and the
Etame EEA comprises 94.44 km2.
The Etame Fields consist of five separate producing fields, being the (i) Avouma/South Tchibala Field; (ii)
Ebouri Field; (iii) Etame Field; (iv) North Tchibala Field; and (v) Southeast Etame Field, details of which are
set out in Table 6.
Table 6 – Etame Fields

Licence/Field
Etame PSC

Operator
VAALCO Gabon

VAALCO
Working
Interest
(%)
31.057

Avouma/South Tchibala Field
Ebouri Field
Etame Field
North Tchibala Field
Southeast Etame

Status
–

Licence
Expiration
Date
16 September
2028

Licence
Area
(km2)
187

Production
Production
Production
Production
Production

Elf, the original licence holder of the Etame PSC, drilled several wells during the 1970s and 1980s when the
South Tchibala and North Tchibala Fields were discovered. VAALCO acquired the Etame PSC in July 1995
and conducted a 385 km2 3-D seismic survey in 1997 and drilled the discovery well for the Etame Field in
1998.
On 22 November 2016, the Group completed the acquisition of an additional 2.98 percent working interest
(3.23 percent participating interest) in the Etame Marin Block from Sojitz, which had an effective date of
1 August 2016. The Etame PSC Extension, which the Group entered into on 17 September 2018, extended
the Etame PSC through September 2028, with an option to extend for two additional five-year periods.
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Geology of the Etame Marin Block
The coastal sedimentary basin of Gabon started forming during the Upper Jurassic period with the onset
of rifting and breakup of the Gondwana supercontinent. Rifting started with the formation of a series of tilted
horst and graben blocks and fluviodeltaic deposition that ended with deposition of the Dentale Formation.
The rift phase was terminated by major uplift of the western margin of Africa that caused an erosional event
that planed off topographic highs and deposited the sediments in the lows, creating a surface with little or
no topographic relief.
The rift phase was followed by an Aptian transition phase initiated by transgression of marine waters into
the basin with deposition of the transgressive Gamba Sandstone and Vembo Shale. Later deposition of the
Ezanga Salt occurred in the restricted seaway that formed and then was cut off from the main body of the
ocean.
The transition phase was succeeded by the drift phase in which Albian oceanic crust started to form and
the Madiela carbonates were deposited. These carbonates and the clastics of the Cenomanian Cap Lopez
were deformed by basinward block faulting caused by a slight westward tilt of the basin and the mobility of
the underlying salt.
From the Cenomanian age onward, a large prograding wedge of marine and marginal marine clastics has
been deposited along the west coast of Gabon. This sediment wedge has been broken up into large fault
blocks formed by listric faulting that soles out into the Ezanga Salt.
The Dentale Formation contains a thick sequence of fluviodeltaic and fluviolacustrine sandstones and shales
of Barremian age. The source rock for much of the offshore area is found in this formation. It is also one of
the more prolific oil-producing zones in Gabon. The Dentale Formation is productive in offshore Etame,
North Tchibala and Tchibala Fields.
The Gamba Formation unconformably overlies the Dentale Formation and was deposited during the
transgressive event after erosion of the Dentale Formation. The Gamba Formation is composed of a basal
sandstone and an upper carbonate. The reservoir is usually contained in the sandstone since the carbonate
is typically very tight unless a dolomite zone is developed. The Gamba Sandstone exhibits excellent reservoir
properties, with porosity generally between 20 to 30 percent and permeability often greater than 1 darcy.
Capping the Gamba Formation are the Vembo Shale and the Ezanga Salt. The Vembo is a dark-coloured,
restricted marine shale. The Ezanga Salt varies in thickness from 500 to over 1,500 m. The drastic change
in thickness is caused by the mobility of the salt that has resulted in much of the structuring observed in the
post-salt sequence. The Vembo Shale and Ezanga Salt make an excellent seal for the underlying Gamba
and Dentale Formations.
Wells in the Etame Marin Block
There are 20 wells across the Etame Fields, of which nine are currently in production: the (i) Avouma/South
Tchibala Field has three producing wells; (ii) Ebouri Field has one producing well; (iii) Etame Field has three
producing wells; (iv) North Tchibala Field has one producing well; and (v) Southeast Etame Field has one
producing well.
Details of each of the wells in Etame are set out in Table 7.
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Table 7 – Summary of production wells in the Etame Marin Block*

Well Name
EAVOM-2H
EAVOM-3H
ETBSM-1H
ETBSM-1HB
ETBSM-2H
EEBOM-2H
EEBOM-3H
EEBOM-4H
ETAME-1VA
ETAME-3H
ETAME-4H
ETAME-5H
ETAME-6HST1
ETAME-7H
ETAME-8H
ETAME-10H
ETAME-12H
ETBNM-1H
ETBNM-2H
ETSEM-2H

Field
Avouma
Avouma
Avouma
Avouma
Avouma
Ebouri
Ebouri
Ebouri
Etame
Etame
Etame
Etame
Etame
Etame
Etame
Etame
Etame
North Tchibala
North Tchibala
Southeast Etame

Well Type
Platform
Platform
Platform
Platform
Platform
Platform
Platform
Platform
Subsea
Subsea
Subsea
Subsea
Subsea
Subsea
Platform
Platform
Platform
Platform
Platform
Platform

Artificial
First
Cumulative
Lift Production
Current
Oil
Type
Date
Status
(MBBL)
ESP
01-2007
Active
14,701.4
ESP
04-2013
Shut-In
757.1
ESP
01-2007 Abandoned
4,474.5
ESP
05-2014
Active
1,060.0
ESP
01-2011
Active
4,185.0
ESP
01-2009
Active
10,191.9
ESP
04-2009
Shut-In
1,586.3
ESP
05-2010
Shut-In
1,124.6
Gas Lift
09-2002
Shut-In
6,274.0
Gas Lift
09-2002
Shut-In
5,728.4
Gas Lift
09-2002
Shut-In
17,080.3
Gas Lift
08-2004
Shut-In
5,305.5
Gas Lift
07-2005
Active
18,485.6
Gas Lift
12-2010
Active
7,551.5
ESP
N/A
Shut-In
0.0
ESP
02-2015
Shut-In
1,683.3
ESP
04-2015
Active
3,531.1
Natural Flow
09-2015
Active
1,491.3
Natural Flow
12-2015
Shut-In
534.9
ESP
07-2015
Active
3,693.7

Note
* Figure 5 in the Etame CPR (Summary of Production Wells) details each of the wells in Etame as at 31 March 2019. The ETAME-4H,
ETAME-10H and ETBNM-2H wells are not currently producing, as detailed in this paragraph 5 of this Part 8 (Information on VAALCO
Energy, Inc.) under the heading ‘Production’.

Development of the Etame Fields
General
Following the installation of the platform for the Etame Field and the platform for the Southeast Etame/North
Tchibala Fields in 2014, the Group commenced a multi-well drilling campaign which resulted in five new
wells being brought into production in 2015. In February 2016, due to the continuing low commodity prices,
the Group released the rig and incurred net expenses of $7.9 million related to its demobilisation and early
release.
The Etame PSC Extension requires the Etame Consortium to complete the Base Case Work by
16 September 2020, which VAALCO commenced on 13 September 2019 as part of the Work Programme.
Avouma/South Tchibala Field
The discovery well for the South Tchibala Field was drilled in 1978, followed by the drilling of four more
appraisal wellbores. The Avouma-1 exploration well was drilled in July 2004 to the southwest of the existing
South Tchibala Field wells and confirmed a structure in a fault block adjacent to the South Tchibala Field.
This field is now referred to as the Avouma/South Tchibala Field. The Avouma-1 well drillstem tested at a
rate of 6.6 MBOPD, so the decision was made to commercially develop this field.
Two horizontal development wells were drilled in the second half of 2006. The ETBSM-1 well was drilled to
the South Tchibala structure and the EAVOM-2H well was drilled to the Avouma structure. An unmanned
production facility was installed and tied in by a subsea pipeline to the Etame Field during 2006. ESPs
installed in the two production wells provided the artificial lift mechanism for production. Production started
from the two horizontal wells in January 2007. The field production rate in February 2007 was approximately
4.6 MBOPD; however, this rate was artificially restricted because of overall licence processing limitations.
The field production rate gradually increased throughout the year as the rate from Etame Field decreased.
The field production rate reached a peak of 11.4 MBOPD in April 2008.
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The ETBSM-2H well, which targeted a central portion of the South Tchibala area, was drilled in October
2010 and put online in December 2010. The EAVOM-3H well was drilled in the southern portion of the
Avouma structure and put online in April 2013. In 2014, the ETBSM-1 well was side-tracked to the ETBSM1HB location to mitigate a mechanical issue in the original well. All of the Avouma/South Tchibala wells are
produced using ESPs, and pump replacement workovers are a significant component of the ongoing
operations in the field. Future development plans in this field include the ETBSM-3H well, which will target
a structural high to the north and west of the existing producing wells.
Ebouri Field
The Ebouri Field is located along the boundary of the Etame Marin Block, on a separate structure
approximately 18 km northwest of the Etame Field. The field was discovered in December 2003 with the
drilling of the EBO-1 well. The EBO-1 well was drilled to 2,026 m measured depth (1,901 m true vertical
depth subsea) and encountered approximately 14 m of oil pay in the Gamba Formation near the centre of
the structure. The oil discovery was confirmed by the drilling of two side-tracks, the EBO-1 ST1 well on the
east side of the structure and the EBO-1 ST2 well to the west of the discovery well. The Ebouri development
was then approved and the Ebouri platform was installed.
At the end of 2008, renewed appraisal and development began with the drilling of the EEBOM-2HP1 well.
The EEBOM-2HP1 well came in high to prognosis and pushed the oil-water contact further west. A second
pilot hole, EEBOM-2HP2, was then drilled from the platform to the north end of the structure and also came
in high to prognosis. A horizontal drainhole, the EEBOM-2H, was drilled from this pilot hole in the north part
of the field. A third well, the EEBONM 1, was drilled to the northeast in late 2008 to test a possible separate
closure. This well came in slightly low to prognosis with the same oil-water contact as seen in the Ebouri
Field. The EEBONM-1 well was then side-tracked to the southwest of the original hole and encountered
good-quality reservoir sands oil-filled to base. A second producing well, the EEBOM-3H, was drilled in early
2009 to produce the northeast area of the field.
The EEBOM-2H well began producing in January 2009 and the EEBOM-3H came online in April 2009. Initial
field rates were 7 MBOPD. In early 2010, the EEBOM-4 pilot was drilled in the southwest portion of the
Ebouri structure. This well helped define the extent of the structure in this area before being side-tracked to
the EEBOM 4H producing location in the eastern part of the field. In May 2010, the well was brought online
with initial rates of over 3.5 MBOPD. Peak production rates of over 9 MBOPD from the three producing
wells occurred in June 2010.
In July 2012, it was found that hydrogen sulphide (H2S) was being produced from the EEBOM-3H and
EEBOM-4H wells. All production prior to this event was sweet crude; because the facilities and wellbores
were not designed to handle sour production, the wells were shut-in. Although these wells have been shutin since, the EEBOM-2H well has continued to produce with low levels of H2S, which are able to be treated
by chemical injection. Discussions about a crude sweetening project are ongoing and, at some point,
facilities modifications could be made in order to restore the sour crude production from the EEBOM-3H
and EEBOM-4H wells.
Etame Field
The Etame Field was discovered in 1998 with the drilling of the ETAME-1V well, which discovered oil in the
Gamba Formation. After the ETAME-2V well was drilled in 1999, the 3-D seismic data were reprocessed.
The ETAME-3V well was drilled in February 2001 and the ETAME 4V well was drilled in May 2001. From
April to July 2002, the ETAME-3V and ETAME-4V wells were re-entered and drilled as the ETAME-3H and
ETAME-4H horizontal production wells. Production from the field commenced in September 2002 from the
ETAME-1V, ETAME-3H, and ETAME-4H wells. It became apparent that the field is divided into two regions
separated by a northeast-to-southwest trending sealing fault. Fluid properties, particularly the gas-oil ratio,
differ across this fault. The regions are known as the 1V FB, which contains the ETAME-1V well, and the
main fault block, which contains all other wells.
Additional reprocessing of the 3-D seismic data was performed in 2003. The ETAME-5H-Pilot and ETAME
5H wells were drilled into the main fault block in June and July 2004, and the ETAME-5H well was placed
on production. The ETAME-6H and ETAME-6HST wells were drilled into the main fault block in mid-2005,
and the ETAME-6H ST was placed on production. Production from the ETAME-3H well ceased in September
2005 because of water production and subsequent loss of flowing tubing pressure. The ETAME-7H well
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was drilled into the 1V FB during August and September 2010 and commenced production in December
2010. Subsequent to the ETAME-7H coming online, the production rate from the ETAME-1V well went on
a significantly steeper decline and the well stopped producing in April 2012. The ETAME-5H, ETAME-6HST,
and ETAME-7H wells are fitted with gas-lift valves.
Production from Etame had always been sweet crude with no H2S. However, after the discovery of H2S in
two of the three Ebouri wells in July 2012, additional monitoring of all wells in the Etame Marin Block was
implemented. In early 2014, H2S was discovered on the ETAME-5H well and it was subsequently shut-in.
Installation of a four-pile platform was completed in Q3 2014. The platform has the capability to serve as a
first stage processing facility for up to eight dry tree ESP-lifted wells. Three wells have been drilled from this
platform to Etame Field: the ETAME-8H into the main fault block and the ETAME-10H and ETAME-12H into
the 1V FB. ETAME-8H was drilled in 2014 but encountered H2S and, as a result, the well has remained
shut. ETAME-10H was drilled near the end of 2014, completed in January 2015, and started production in
February 2015. ETAME-12H was drilled in Q1 2015 and was completed and started production in April
2015.
Future development plans for the Etame Field include a workover of the ETAME-6HST well in 2020 and the
drilling of at least one additional horizontal production well in the main fault block as part of the Work
Programme, further details of which are set out in this paragraph 5 of this Part 8 (Information on VAALCO
Energy, Inc.) under the heading ‘Work Programme’. The ETAME-6HST workover plan is to use a light
intervention vessel to replace and relocate the existing gas-lift valves in an attempt to improve gas lift
efficiency. The new production well will be the ETAME-9H and may also be ETAME-11H, both infill horizontal
wells in the Gamba Formation.
North Tchibala Field
A complex of stacked Dentale sands known as the North Tchibala Field is located southeast of the Southeast
Etame Field and northwest of the Avouma/South Tchibala Field. The North Tchibala structure is a presalt
anticlinal feature in which several sandstones within the Dentale Formation were found to be hydrocarbonbearing. Gulf Oil of Gabon drilled a discovery well and two appraisal wellbores during the 1970s. Elf drilled
an additional appraisal wellbore in 1980 that further defined the field.
In Q3 2014, VAALCO completed the installation of a four-pile fixed-leg platform to develop the Southeast
Etame and the North Tchibala Fields. Two wells have been drilled from this platform into the North Tchibala
Field. ETBNM-1H was drilled in 2015, and was completed and started production in September 2015. It is
a horizontal well completed in the commingled D-9 and D-10 intervals in the Dentale Formation. ETBNM2H was drilled in 2015, completed in November 2015, and started production in December 2015. It is a
horizontal well completed in the commingled D-18 and D-19 intervals in the Dentale Formation. The ETBNM1H and ETBNM-2H wells are both fitted with upper and lower ESPs which are operational, if needed, but
both wells currently flow naturally.
Southeast Etame
The Southeast Etame Field was identified as a southern extension to the Etame Field on a separate anticlinal
structure. During 2010, the ETSEM-1 exploration well was drilled and encountered oil pay in the Gamba
Formation. The deposit was further defined by two appraisal side-tracks, the ETSEM-1 ST1 and the ETSEM1 ST2. The discovery well encountered a reservoir in the Gamba that was 5 m thick; this reservoir was
oil-bearing and filled-to-base.
Following the installation of the SEENT platform, the ETSEM-2H development well was drilled in 2015. The
well was completed and started production in July 2015 and is fitted with upper and lower ESPs that are
operational and in use. If the appraisal wellbore drilling conducted as part of the Work Programme into the
Gamba Formation is successful, VAALCO anticipates drilling a development well as soon as practicable
after.
Production
In 2018, VAALCO’s net production at Etame averaged approximately 3,751 BOPD, decreasing from 4,159
BOPD average for fiscal year 2017, reflecting natural decline. The average net production for Q2 2019 was
3,664 BOPD, increasing from an average of 3,549 BOPD in Q2 2018 and 3,496 BOPD in Q1 2019.
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During Q2 2019, the ETAME-4H well produced an average of approximately 350 BOPD gross (95 BOPD,
net to VAALCO); however, in July 2019, this well stopped producing. In September 2019, the ETAME-10H
well, which had produced an average of approximately 735 BOPD gross (200 BOPD, net to VAALCO) during
Q2 2019, stopped producing. VAALCO is currently undertaking a technical analysis of cost effective remedial
work with a view to re-establishing production at each of ETAME-4H and ETAME-10H.
In July 2019, the Company performed an acid simulation job on the ETBNM-2H well. Subsequent to this
work, the well would not flow naturally, and VAALCO was unable to restore production. VAALCO is currently
planning on performing remedial work in Q4 2019 with a view to re-establishing production. During Q2
2019, this well produced an average of approximately 420 BOPD gross (113 BOPD, net to VAALCO).
In August 2019, VAALCO performed a planned maintenance turnaround for the FPSO Petroleo Nautipa,
which included a nine-day full field shut down which will impact Q3 2019 production. This was taken into
consideration in determining the full year guidance for 2019, which remains at between 3,300 BOPD net to
VAALCO and 3,900 BOPD net to VAALCO. Taking into consideration the combination of the planned
turnaround, as well as the impact of deferred production from the three wells that are not producing,
VAALCO expects average production for Q3 2019 to be between 3,000 BOPD net to VAALCO and 3,300
BOPD net to VAALCO.
Production operations in the Etame Marin Block currently comprise of seven platform wells and two subsea
wells across the nine producing wells in the Etame Fields. Dry tree wells are used to develop the Etame
Fields from four manned production platforms. The Avouma, Ebouri, Etame, and SEENT platforms are tied
back by pipelines to deliver oil and associated natural gas through a riser system to allow for delivery,
processing, storage and ultimately offloading the oil from the FPSO Petroleo Nautipa anchored to the seabed
on the block. Some of the original wells in the Etame Field have subsea trees, which are tied directly back
to the FPSO Petroleo Nautipa. Production from seven of the wells is aided by ESPs.
The FPSO Petroleo Nautipa has production limitations of approximately 25,000 BOPD and 30,000 barrels
of total fluids per day.
For the financial years ended 31 December 2018, 31 December 2017 and 31 December 2016, aggregate
production from the Etame Marin Block was approximately 5.1 MMBBL (1.4 MMBBL, net to VAALCO), 5.6
MMBBL (1.5 MMBBL, net to VAALCO) and 6.2 MMBBL, (1.5 MMBBL, net to VAALCO), respectively.
VAALCO’s net share of barrels produced reflects an allocation of cost oil and profit oil after reduction for a
royalty of approximately 13 percent.
A summary of the key production facilities and their various production capacities is shown at Table 8.
Table 8 – Summary of key production facilities at the Etame Marin Block
Facility Name
FPSO Petroleo Nautipa
Avouma platform
Ebouri platform
Etame platform
SEENT platform

Capacity (BBL/Day)
Producing Field
Total Liquid
Oil
All
30,000
25,000
Avouma/South Tchibala
16,000
16,000
Ebouri
17,500
15,000
Etame
26,000
25,000
North Tchibala/Southeast Etame
26,000
25,000

Water
20,000
15,000
14,000
22,500
22,500

Work Programme
Under the terms of the Etame PSC, the Etame Consortium is required to drill two development wells and
two appraisal wellbores at the Etame Marin Block by 16 September 2020 (“Base Case Work”).
Base Case Work appraisal wellbores
VAALCO commenced the Work Programme on 13 September 2019, by beginning the drilling of an appraisal
wellbore at ETAME-9P, in the Etame Field, to evaluate the Dentale Formation. In addition, VAALCO will drill
a second appraisal wellbore in the Southeast Etame Field, to evaluate the Gamba Formation.
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Base Case Work development wells
Following completion of the first appraisal wellbore at ETAME-9P, in the Etame Field, VAALCO will drill two
development wells in the Etame Field, targeting the Gamba Formation, the first of which will be ETAME-9H.
Expansive Work
In addition to and following the Base Case Work, VAALCO anticipates drilling at least one further
development well at the Etame Marin Block in H1 2020 (“Expansive Work”, together with the Base Case
Work, the “Work Programme”).
The Expansive Work is subject to approval by the other members of the Etame Consortium and the State
of Gabon.
The location of the Expansive Work development well will depend on the success of the Gamba appraisal
wellbore in the Southeast Etame Field:
l

if the appraisal wellbore is successful, an additional development well may be drilled in the Southeast
Etame Field (Option A); or

l

if the appraisal wellbore is unsuccessful, an additional development well may be drilled in the South
Tchibala Field (Option B).

Cost of the Work Programme
VAALCO estimates that the Base Case Work will cost approximately $61.2 million ($20.5 million, net to
VAALCO) and that the Expansive Work will cost approximately $25.0 million – $30.0 million ($8.5 million –
$10.0 million, net to VAALCO).
If the Base Case Work is not undertaken, the Etame Consortium must pay the difference between the
amounts spent on any wells that were drilled and the estimated costs of the wells as set out in the budget
approved by the State of Gabon, being an estimated cost of $61.2 million ($20.5 million, net to VAALCO).
Further technical studies
Under the Etame PSC, the Etame Consortium is also required to complete two technical studies by 16
September 2020, at an estimated cost of $1.3 million gross ($0.4 million, net to VAALCO).

6. Block P
VAALCO Mauritius has a 31.0 percent working interest in an undeveloped portion of Block P, located offshore
Equatorial Guinea, that the Group acquired in 2012. For a number of years, the Block P interest under the
Block P PSC was in suspension; however, in September 2018, the EG MMH lifted the suspension.
Geology of Block P
Block P is located in the Rio Muni Basin, offshore Equatorial Guinea. The rift between South America and
Africa began 126 million years ago in the early Cretaceous with a series of basins that would resemble the
lakes in East Africa today. As Brazil continued to pull away from West Africa, faulting and sliding associated
with the rift formed the early Rio Muni basin. The Rio Muni Basin contains a thick wedge of Cretaceous to
Tertiary sediments deposited over an early Cretaceous rifted terrain. Deposition of this wedge was interrupted
by low stands in sea level and tectonic uplift in the Aptian and Santonian stages. During the regional
Santonian tectonic episode and associated uplift, valleys were incised into the underlying lower Cretaceous
syn-rift, transitional, and early drift deposits in the prospect area. Subsequently, stacked Upper Cretaceous
channels and fans were deposited as valley fill on the Santonian unconformity. Continued opening of the
Atlantic Ocean accommodated the deposition of Tertiary and younger shale and sands that buried the
Santonian unconformity and related valley fill deposits to their current depths.
During the Barremian and Aptian rifting, deep, anoxic, lacustrine systems developed, resulting in the
deposition of important synrift source rocks. These permanently stratified lakes did not experience seasonal
overturn. During humid episodes, when lake level was high, the lakes were highly productive and anoxia
was widespread, resulting in the accumulation of thick sequences of organic-rich, laminated shale. During
arid episodes, when evaporation rates were high and thus lake level was low, organic shale and carbonate
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mudstone or marl was deposited in shallow, aerated water. These source rocks are a key part of the
hydrocarbon system within the basin.
The Upper Cretaceous sequence of sedimentation is important as it relates to prospectivity within the basin.
This was a period of sand-rich deposition as incised valleys were filled and stacked channels systems and
fans were formed. Some of these features are imaged on 3D seismic data and are the subjects of potential
future exploration.
During the early Tertiary, thick sections of sediment were deposited but were subsequently eroded during
the Oligocene when sea level dropped. Valleys were cut into the existing sediments during the period of
erosion that were later filled in by sediments of varying lithology. The sand members within the valley fill are
potential exploration targets.
Development of Block P
Historical development of Block P
The first well on Block P, the P-1, was drilled in 2004 targeting Campanian and Santonian channel sands
within the Jupiter complex. This well demonstrated a viable hydrocarbon system was present in the area
finding 17 feet of low permeability pay as well as numerous hydrocarbon shows.
In 2005, Devon Energy Corporation made the Venus discovery with the P-2 well, which targeted a
stratigraphic trap in the Venus Channel complex. The P-2ST and P-3 wells were subsequently drilled in
2005 and 2006, further delineating this discovery in the Green Sand. The P-4 well, drilled in 2007 to test
AVO anomalies in the Europa field, made another discovery in the Europa channel system.
Since this time, the data have been studied and various development plans have been evaluated by
VAALCO. However no development activity has commenced to date. Currently, VAALCO is considering
additional exploration activity in order to optimise the commerciality of a development on the block.
Future development of Block P
VAALCO is awaiting the EG MMH to approve VAALCO Mauritius’ appointment as technical operator for
Block P on behalf of the Block P Consortium. There is no prescribed criteria for the EG MMH to consider
for reaching a decision. The Block P Consortium consists of four companies, being (1) VAALO Mauritius; (2)
GEPetrol; (3) Atlas; and (4) Crown.
Each of the Block P Consortium are party to the Block P PSC. GEPetrol will act as the administrative
operator. Under the terms of lifting of the suspension of the Block P PSC, GEPetrol was required to introduce
a new investor or joint venture owner of Block P by 28 March 2019, and it has fulfilled this requirement.
Once the joint owner is approved by the EG MMH, the Block P Consortium will be required to drill an
exploration well within one year. VAALCO intends to seek a partner on a promoted basis that will cover all
or substantially all of the costs to drill the exploratory well.
While there is no monetary penalty for failing to meet the terms of the lifting of the suspension, VAALCO
would lose its interest in the licence, and the associated capitalised unproved leasehold costs of $10.0
million, being the total amount recorded in the Historical Financial Information for Block P as of 31 December
2018, would become impaired. While the Company is unable to opine on when it expects the EG MMH to
approve or reject the new joint owner, were the Block P Consortium unable to meet the terms of the lifting
of the suspension, this would have no impact on the Group’s cash flow.
The Block P Consortium is evaluating the timing and budgeting for development and exploration activities
under a development and production area in Block P, including the approval of a development and
production plan. The Block P PSC provides for a development and production period of 25 years from the
date of approval of a development and production plan.

7. Block 5 (discontinued operations)
In November 2006, VAALCO signed the Block 5 PSA in respect of Block 5, a 1.4 million-acre oil exploration
concession off the coast of Angola. VAALCO’s working interest was 40 percent and it carried Sonangol
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P&P, the operating subsidiary of Sonangol E.P., the national concessionaire. On 30 September 2016,
VAALCO notified Sonangol P&P that it was withdrawing from the Block 5 joint operating agreement with
effect from 31 October 2016. On 30 November 2016, VAALCO notified Sonangol E.P. that it was
withdrawing from the Block 5 PSA. Further to VAALCO’s decision to withdraw from Angola, it closed its
local offices with no intention of conducting future activities in Angola.
On 28 June 2019, the State of Angola approved by executive decree the Block 5 Settlement Agreement
entered into on 26 February 2019. In consideration for the payment of $4.5 million by VAALCO to the Angola
National Agency of Petroleum, Gas, and Biofuels (“ANAPGB”), as national concessionaire, and the
elimination of the $3.3 million outstanding receivable from Sonangol P&P, the Group was released in full and
final settlement from its outstanding obligations and liabilities arising under the Block 5 PSA. On 16 July
2019, VAALCO made the final settlement payment to ANAPGB.

8. History
VAALCO was founded in 1985 and was registered and incorporated in the State of Delaware, USA under
the name Gladstone Resources Limited in 1989. The name of the company was changed to VAALCO
Energy, Inc. in 1997.
In July 1995 the Group entered into the Etame PSC, pursuant to which it acquired an interest in the Etame
Marin Block. Elf, which had held an interest in Etame prior to VAALCO’s entry into the Etame PSC, had
drilled several wells during the 1970s and 1980s, leading to the discovery of the South Tchibala and North
Tchibala Fields. VAALCO conducted a 385 km2 3-D seismic survey in 1997 and drilled the discovery well
for Etame Field in 1998.
The first sale of oil lifted from Etame occurred in November 2002. The Group continued to explore the Etame
Fields, leading to the discovery of the Avouma and Ebouri Fields in 2004. The first oil was lifted from Avouma
Field in 2007 and from Ebouri Field in 2009. In 2011, the Group discovered the Southeast Etame Field.
In 2006, VAALCO entered into the Block 5 PSA, acquiring a 40 percent working interest in Block 5, offshore
Angola, from which it has now withdrawn.
In November 2012, VAALCO acquired its 31.0 working interest in an undeveloped portion of Block P from
Petronas.
In 2014 the Group installed Etame and SEENT platforms to further increase the production capability of
Etame.
In September 2018, VAALCO entered into the Etame PSC Extension, pursuant to which VAALCO will hold
an interest in Etame until September 2028, with an option to extend for two additional five-year periods.

9. Group structure
VAALCO is the holding company of the Group, of which each subsidiary is a wholly-owned direct or indirect
subsidiary. VAALCO Gabon is party to the Etame PSC, while VAALCO Mauritius is party to the Block P
PSC. The structure of the Group is shown at Figure 2.
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Figure 2 – Group structure chart.

10. Market overview
Industry value chain
The oil and gas industry value chain consists of two key segments, namely the E&P or upstream segment,
and the refining and processing or downstream segment. In the upstream segment, E&P operating
companies extract oil and gas resources and conduct basic processing, allowing for the resources to be
transported and stored. Downstream, operating companies refine and process the produced resources into
products usable in a wide range of applications, such as transportation, power generation, and chemicals.
Three primary types of companies operate within the upstream segment: (i) operating companies; (ii) oilfield
services companies; and (iii) equipment manufacturers. Operating companies acquire oil and gas resource
exploration leases with the objective of finding and extracting oil and gas. Operating companies can also
be roughly classified into three different categories: (i) national oil companies, which are majority state-owned
oil companies that have grown out of large domestic reserves; (ii) international oil companies (“IOCs”), which
are typically large, North American and European listed oil companies usually participating across the oil
and gas value chain; and (iii) independents, which are typically exploration and production focused
companies. Oilfield services companies provide operating companies with a wide range of specialised
services and technologies across the life cycle of an oil and gas field. Equipment manufacturers build
equipment to support operating companies and oilfield service providers.
Field lifecycle
The oil and gas field lifecycle consists of three stages, namely (i) exploration; (ii) development; and (iii)
production. Each presents its own set of challenges, risks and cost structure, and therefore each has
different implications in terms of financial profitability and sustainability for operating companies and oilfield
services companies. The exploration stage requires significant capital investments by the operating company
and the chance of declaring commercial fields at this stage is low. Consequently, exploration activity is highly
sensitive to oil prices and return on capital calculations. The development stage involves building the
infrastructure to produce the resource. The production stage involves producing the resource and
maintaining the infrastructure.
Industry global trends
The oil and gas industry was subject to volatility in 2015 and 2016 where the price of oil plummeted to a
range between the mid-$40s and $50s/BBL but recovered to $85/BBL (Brent) before sliding to $50/BBL in
Q4 2018. Oil prices as at the Last Practicable Date were $64/BBL (Brent). This stems from the sustained
success of the production restraint agreement between OPEC and non-OPEC countries in force since the
beginning of 2017 and to which OPEC has agreed to extend until March 2020, the growing demand for
gas (in particular LNG especially from developing economies, China and India) and evidence suggesting
that world oil demand growth remains solid. Although the pace of growth is substantially slowing, the
International Energy Agency anticipates a 30 percent increase in the global energy demand by 2040.
Global upstream capital expenditure, which dropped nearly 45 percent between 2014 and 2016 is now
forecast to rise 6 percent year-on-year in the medium term. Oil and gas rig activity levels are rising, in
particular, driven by the North American market, and major projects are being approved such as Mad Dog
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Phase 2 (Gulf of Mexico), ACG (Caspian Basin), Tortue (offshore Senegal and Mauritania) and Bonga
Southwest (offshore Nigeria). Furthermore, investment in deepwater production and exploration is starting
to show signs of recovery following a significant drop from over $300 billion in 2014 to a low of $155 billion
in 2018, with many of the major IOCs opening new leases offshore the Gulf of Mexico, West Africa and
other global locations.
Recent oil and gas developments in Gabon and Equatorial Guinea
Gabon is a small country with a long history of oil exploration and production. It is the eighth largest producer
of oil in sub-Saharan Africa, with production of approximately 225 MBOPD in Q2 2019 (193 MBOPD in
2018). Petroleum is the primary source of public revenue in Gabon. Currently, the country’s licensed
deepwater plays cover an area of 128,000 km2, representing around half of the country’s acreage. In 2018,
Gabon had proven crude oil reserves of 2.0 BBBL, proven natural gas reserves of 26 BCF and petroleum
exports of $4.2 billion.
In Equatorial Guinea, petroleum production now dominates the economy. Oil revenues account for over
70 percent of national income; the petroleum sector is the driving force behind the ongoing growth of the
country’s GDP. In 2018, Equatorial Guinea had proven crude oil reserves of 1.1 BBBL. Production was
114 MBOPD in Q2 2019 (120 MBOPD in 2018). In April 2019, the State of Equatorial Guinea, Noble Energy
and Marathon Oil signed definitive agreements to develop the Alen field, which is expected to become a
major gas hub for the country. Furthermore, the State of Equatorial Guinea has been pushing to attract
greater foreign investment with the EG MMH launching the ‘Year of Energy’ initiative for 2019.

11. Legal and arbitration proceedings
The Company confirms that, other than the Etame Audit Agreement described at paragraph 18.11 of Part
17 (Additional Information) of this Prospectus, there are no governmental, legal or arbitration proceedings
(including any such proceedings which are pending or threatened of which the issuer is aware), during a
period covering at least the previous 12 months which may have, or have had in the recent past significant
effects on the Company and/or the Group’s financial position or profitability.

12. Employees
As at the Last Practicable Date, the Company had 120 full-time employees, 81 of whom were located in
Gabon. The Company is not subject to any collective bargaining agreements, although some of the national
employees in Gabon are members of the National Organisation of Petroleum Workers union (NEOP). The
Company believes relations with the employees are satisfactory.
For the Historical Financial Information Period, the Group has employed, on average, the numbers of people
as detailed in Table 9.
Table 9 – Employees for the Historical Financial Information Period
30 June
2019
37
75
6
–

Category of Location
Houston, USA
Gabon – Nationals
Gabon – Expatriates
Angola
Total number of employees

2018
26
75
7
–

––––––––––

––––––––––

118

108

––––––––––
––––––––––

––––––––––
––––––––––

31 December
2017
27
75
7
–
––––––––––

109

––––––––––
––––––––––

2016
24
78
4
2

––––––––––

108

––––––––––
––––––––––

As at the Last Practicable Date, the Company retained the services of 32 contractors, seven of whom are
located in Houston and 25 of whom are located in Gabon.
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13. Incentives
As at the Last Practicable Date, the Compensation Committee was authorised to issue up to 47,973
Common Shares under the 2014 LTIP and the following securities were outstanding:
Options
The number of outstanding Options at the Last Practicable Date was as detailed in Table 10.
Table 10 – Outstanding Options as at the Last Practicable Date
Number of Shares
Weighted Average
Underlying Options Exercise Price per Share
(in thousands)
($)
2,973
$1.53

Weighted Average
Remaining
Contractual Term
(in years)
3.05

Aggregate Intrinsic
Value
(in thousands)
$1,507

Restricted Shares
The number of outstanding Restricted Shares at the Last Practicable Date was as detailed in Table 11.
Table 11 – Outstanding Restricted Shares as at the Last Practicable Date
Restricted Shares
(in thousands)
418

Weighted Average Grant Price
$1.44

Share Appreciation Rights
The number of outstanding SARs at the Last Practicable Date was as detailed in Table 12.
Table 12 – Outstanding SARs as at the Last Practicable Date
Number of Shares
Underlying SARs
(in thousands)
3,726

Weighted Average
Exercise Price per Share
($)
$1.29

Term
(in years)
3.48

Aggregate Intrinsic
Value
(in thousands)
$2,291

Further details of the Incentive Plans are set at paragraph 16 of Part 17 (Additional Information) of this
Prospectus.

14. Working capital
In the opinion of the Company, the working capital available to the Group is sufficient for its present
requirements, that is, for at least the next 12 months from the date of this Prospectus.

15. Reasons for listing
Following consultation with its advisers, the Directors have chosen a Standard Listing as they believe that
a listing on the Main Market, in addition to VAALCO’s NYSE listing, will enable the Company to enhance its
awareness among, and allow it to reach, institutional investors in the UK, Europe, Africa and the Middle
East, provide the potential to access capital to fund the strategic growth of the Company, increase share
trading liquidity and further raise the profile of the Company and the Projects.
Positioning against key peers
Of the possible international listing venues, the Directors believe that the London Stock Exchange represents
the most logical venue given the presence of several other independent exploration and production
companies with oil and gas assets in West Africa, which the Directors consider to be key peers.
Many of these key peers benefit from broad, international shareholder bases. The Directors believe that
listing on the London Stock Exchange will enhance VAALCO’s capital markets profile among the international
investment community and therefore provide support for the continued development of VAALCO.
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Increased research coverage
The Directors anticipate that the number of analysts providing independent investment research on VAALCO
will increase following Admission, in line with the level of analyst coverage that VAALCO’s London-listed
peers currently attract. The Directors believe that an increased level of analyst coverage will enhance
VAALCO’s profile with potential new investors in Europe, North America and internationally and benefit
VAALCO’s existing Shareholders.
Broader access to institutional investors
VAALCO benefits from a diverse and supportive Shareholder base from its NYSE listing. However, the
Directors believe there are a number of European investment funds and specialist international oil and gas
investors that are currently unable to hold Common Shares due to their listing outside of a European
regulated market.
The Directors therefore believe that admission to trading on the London Stock Exchange will allow VAALCO
to broaden its international investor base.
Notwithstanding Admission, the Common Shares will continue to be listed on the NYSE.

16. Environmental and social
The oil and natural gas industry is subject to extensive and varying environmental regulations in each of the
jurisdictions in which the Group operates. Environmental regulations establish standards respecting health,
safety and environmental matters and place restrictions and prohibitions on emissions of oil and natural gas
and various substances produced concurrently with oil and natural gas. These regulations can have an
impact on the selection of drilling locations and facilities, potentially resulting in increased capital
expenditures. In addition, environmental legislation may require those wells and production facilities to be
abandoned and sites reclaimed to the satisfaction of local authorities. VAALCO is committed to complying
with environmental and operation legislation wherever the Group operates.

17. Insurance
For protection against financial loss resulting from various operating hazards, VAALCO maintains insurance
coverage, including insurance coverage for certain physical damage, blowout/control of a well,
comprehensive general liability, worker’s compensation and employer’s liability. VAALCO maintains insurance
at levels that it believes to be customary in the industry to limit its financial exposure in the event of a
substantial environmental claim resulting from sudden, unanticipated and accidental discharges of certain
prohibited substances into the environment. Such insurance might not cover the complete claim amount
and would not cover fines or penalties for a violation of environmental law. VAALCO is not fully insured
against all risks associated with its business either because such insurance is unavailable or because
premium costs are considered uneconomic. A material loss not fully covered by insurance could have an
adverse effect on VAALCO’s financial position, results of operations or cash flows.

18. Dividend policy
VAALCO has never declared or paid dividends on the Common Shares. The Company intends to retain
future earnings, if any, to support the development of the business and therefore does not anticipate paying
cash dividends for the foreseeable future. Payment of future dividends, if any, would be at the discretion of
the Board after taking into account various factors, including current financial condition, the tax impact of
repatriating cash, operating results, restrictions in any debt agreements and current and anticipated cash
needs.

19. Taxation
Further details relating to taxation are set out in Part 16 (Taxation) of this Prospectus.
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PART 9 – DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE
1. Directors
The Board is responsible for, and has the authority to determine, all matters relating to the strategic direction,
policies, practices, goals for the Executive Officers and the operations of the Group.
The following table lists the names, positions and ages of the Directors and the date that they were each
appointed:
Name
Cary M. Bounds
Andrew L. Fawthrop
A. John Knapp, Jr.(1)
Steven J. Pully
William R. Thomas(2)

Age
52
67
68
59
63

Position
Chief Executive Officer and Director
Chairman and Director
Director
Director
Director

Appointment
December 2016
October 2014
December 2015
July 2015
April 2019

Notes
(1)

On 31 May 2019, A. John Knapp, Jr. resigned from the Board in accordance with the terms of the Kornitzer Stockholder
Agreement. On 6 June 2019, the Board, acting on the recommendation of the Nominating and Corporate Governance Committee,
determined to reappoint Mr. Knapp as an independent Director.

(2)

William R. Thomas is the nominee Director in accordance with the terms of the Group 42-BLR Group Settlement Agreement.

The management expertise and experience of each of the Directors is set out below. Further information on
the Directors, including the companies of which each Director has been a director at any time in the past
five years, is set out in paragraph 10 of Part 17 (Additional Information) of this Prospectus.
1.1 Cary M. Bounds (Chief Executive Officer and Director)
Mr. Bounds was appointed Chief Executive Officer on 29 December 2016 after having served as the
Chief Operating Officer for VAALCO since July 2015, as well as interim Chief Executive Officer since
1 September 2016. Mr. Bounds has held a variety of technical and management positions of increasing
responsibility with major energy companies as well as independent E&P companies.
Prior to joining the Company, Mr. Bounds was Business Unit Manager and Vice President, Noble
Energy Equatorial Guinea Limited from May 2013 until July 2015. Earlier in his tenure with Noble,
Mr. Bounds held the position of North Sea Country Manager from April 2010 until May 2013. Prior to
Noble, Mr. Bounds was the Engineering and Planning Manager, Worldwide for Terralliance
Technologies, Inc. from 2007 to 2010 and served as their Country Manager in Mozambique from 2007
to 2010. Mr. Bounds was with SM Energy from 2004 to 2007 and held the position of Engineering
Manager for their Gulf Coast and Permian regions. Mr. Bounds spent five years with Dominion E&P
serving in corporate development, planning and reservoir engineering positions. Mr. Bounds began
his career with ConocoPhillips in 1991 where he held a variety of reservoir and production engineering
positions in U.S. onshore regions.
Education: Mr. Bounds holds a Bachelor of Science Degree in Petroleum Engineering from Texas A&M
University.
1.2 Andrew L. Fawthrop (Chairman & Director)
Mr. Fawthrop has served on the Board since October 2014 and as the Chairman of the Board since
December 2015. Mr. Fawthrop has deep and broad-based experience in the oil and gas industry,
including in West Africa, having served for 37 years with Unocal Corporation and Chevron Corporation
(following its acquisition of Unocal in 2005) in a vast number of international leadership positions. Most
recently, from January 2009 until his retirement in 2014, Mr. Fawthrop served as Chairman and
Managing Director for Chevron Nigeria. Prior to his assignment in Nigeria, Mr. Fawthrop served as
President and Managing Director for Unocal/Chevron Bangladesh from 2003 until 2007.
In his professional career, Mr. Fawthrop held various positions of increasing responsibility for exploration
activities around the world in geographies including China, Egypt, Indonesia, South America, Africa,
Latin America and Europe. Mr. Fawthrop served as a Member of the Advisory Board of Eurasia Group.
He served as a Director of Hindustan Oil Exploration Co. Ltd. from 2003 to 2005. He was an active
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member of the United States Azerbaijan Chamber of Commerce, the Asia Society of Texas and the
Houston World Affairs Council.
Education: Mr. Fawthrop holds a Bachelor of Science in Geology and Chemistry and a Masters degree
in Marine Geology from the University of London.
1.3 A. John Knapp, Jr. (Director)
Mr. Knapp has served on the Board since December 2015. On 31 May 2019, Mr. Knapp resigned
from his position as a member of the Board in accordance with the terms of the Kornitzer Stockholder
Agreement, pursuant to which Mr. Knapp, as designee of the Kornitzer Group, was required to resign
as a member of the Board following such time that the Kornitzer Group, collectively with its affiliates,
beneficially held less than five percent of the outstanding Common Shares. On 6 June 2019, the Board,
acting upon the recommendation of the Nominating and Corporate Governance Committee,
determined to reappoint Mr. Knapp as a member of the Board and each of the Audit Committee,
Compensation Committee and Nominating and Corporate Governance Committee, as well as
reappoint Mr. Knapp as Chairman of the Audit Committee.
Mr. Knapp is a Partner at CCM Opportunistic Advisors, LLC, an investment fund in Houston, Texas, a
position he has held since March 2011. He also serves as the President, Chief Executive Officer, and
principal shareholder of Andover Group, Inc., a real estate investment and development company he
founded in 1978. Mr. Knapp currently serves on the board of directors of ATRM Holdings, Inc.
(NASDAQ: ATRM) which he joined in April 2015, and previously served on from January 2013 until
March 2013. He also serves as a director of On Track Innovations Ltd. (NASDAQ: OTIV), and has
served since December 2012.
Previously, Mr. Knapp served as the Chief Executive Officer and a director of ICO, Inc. (NASDAQ:
ICOC), from October 2005 to April 2010. Mr. Knapp is a Chartered Financial Analyst and is currently
a trustee of Transylvania University in Lexington, Kentucky.
Education: Mr. Knapp holds a Bachelor of Arts from Williams College.
1.4 Steven J. Pully (Director)
Mr. Pully has served on the Board since July 2015. Mr. Pully has over 34 years of experience in capital
markets, finance, investing and legal matters. He also has extensive board participation and leadership
experience. He is currently on the board of publicly-traded Harvest Oil & Gas, a U.S. oil and gas
producer. Within the past five years, he has also served on the public boards of Energy XXI Gulf Coast,
Titan Energy, Bellatrix Exploration and Goodrich Petroleum. He also serves on a number of private
company boards.
From 2008 until 2014, Mr. Pully served as General Counsel and Partner of the investment firm, Carlson
Capital, L.P. Mr. Pully previously was an investment banker, serving as a Managing Director in the
energy and power investment banking division of Bank of America and as a Senior Managing Director
in the natural resources investment banking department of Bear Sterns & Company. Mr. Pully began
his career as an attorney with Baker Botts LLP in Houston.
Education: Mr. Pully holds a Bachelor of Science in Accounting from Georgetown University and a J.D.
from The University of Texas School of Law. Mr. Pully is a Chartered Financial Analyst, a Certified Public
Accountant in the State of Texas and a member of the State Bar of Texas.
1.5 William R. Thomas (Director)
Mr. Thomas joined the Board in April 2019, pursuant to the terms of the Group 42-BLR Group
Settlement Agreement. Mr. Thomas has over 30 years of experience in the international energy industry
as a senior executive, investment banker and entrepreneur. In 1982, Mr. Thomas joined the International
Division of Pennzoil Company. In 1986, Mr. Thomas entered investment banking with the Mergers &
Acquisitions Department at Bankers Trust Company where he represented energy clients in major
transactions. Mr. Thomas later served as Chief Executive Officer and in other senior executive capacities
for companies with petroleum operations in Russia and Kazakhstan.
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During his career, Mr. Thomas has successfully built, managed and monetised several emerging-market
oil companies. In 2001, he was a founder and appointed Chief Executive Officer of Urals Energy N.V.
which became Russia’s largest independent oil company. He later was a founder and Chief Executive
Officer of Urals Energy Public Company Ltd. and led the company to a successful IPO on AIM in 2005.
Since 2010, through his wholly-owned entity, Texas Oceanic Petroleum Co., Mr. Thomas has
negotiated transactions involving exploration and production companies around the world including in
West Africa.
Education: Mr. Thomas graduated from the University of Texas at Austin with a B.A. in Economics.

2. Executive Officers
The Executive Officers are responsible for the day-to-day management of the business, operations and
implementation of the Group’s strategy.
The following table lists the names, positions and ages of the Executive Officers in addition to the CEO and
the date that they were each appointed:
Name
Elizabeth D. Prochnow(1)
Jason J. Doornik
David A. DesAutels(2)
Michael G. Silver(3)

Age
61
50
64
55

Position
Chief Financial Officer
Chief Accounting Officer and Controller
Executive Vice President of Corporate
Development
Executive Vice President, Company
Secretary and General Counsel

Appointment
April 2019
June 2019
July 2017
April 2019

Notes
(1)

Elizabeth D. Prochnow first joined the Company in March 2015, where she served as Chief Accounting Officer.

(2)

David A. DesAutels served as Vice President for Exploration and Development from his appointment in July 2017 until April 2019.

(3)

Michael G. Silver first joined the Company in November 2018 in non-executive capacity.

The management expertise and experience of each of the Executive Officers is set out below. Further
information on the Executive Officers, including the companies of which each Executive Officer has been a
director at any time in the past five years, is set out in paragraph 10 of Part 17 (Additional Information) of
this Prospectus.
2.1 Elizabeth D. Prochnow (Chief Financial Officer)
Ms. Prochnow was appointed Chief Financial Officer on 1 April 2019 after having served as the
Company’s Chief Accounting Officer since March 2015. Ms. Prochnow has held a variety of finance
management positions primarily with publicly traded companies including a number of companies in
the energy sector.
Prior to joining the Company, Ms. Prochnow served as Controller and Chief Accounting Officer for
Total Safety, U.S., Inc. from August 2014 to March 2015. Prior to that, she served as a director of
Carrtegra, LLC, a financial advisory consulting firm, from June 2013 to August 2014 with a focus on
E&P companies and as Executive Vice President, Chief Financial Officer of Sterling Construction
Company, Inc. (NASDAQ: STRL) from November 2011 to May 2013. Before beginning with Sterling in
February 2011, Ms. Prochnow was Vice President, Finance and Chief Financial Officer of Bristow
Group Inc. (NYSE: BRS) from May 2009 to June 2010 and Vice President, Chief Accounting Officer
and Controller from 2005 to 2009. From 1997 to 2005, Ms. Prochnow served in positions of increasing
responsibility at MAXXAM Inc., ultimately as the company’s Vice President and Controller. Before
MAXXAM, Ms. Prochnow served as the Controller and Chief Accounting Officer of GulfMark Offshore,
Inc. (formerly GulfMark International, Inc. (NYSE: GLF)) from 1990 to 1996. Ms. Prochnow began her
career as a public accountant at Arthur Andersen LLP in 1981.
Education: Ms. Prochnow holds a Bachelor of Arts and a Masters of Accounting from Rice University
and is a certified public accountant in the State of Texas.
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2.2 Jason J. Doornik (Chief Accounting Officer and Controller)
Mr. Doornik joined the Company on 11 June 2019 as Chief Accounting Officer and Controller. Mr.
Doornik has over twenty years of diversified accounting and finance experience, balanced among large
companies and emerging companies as well as public accounting and industry experience.
Prior to joining the Company, Mr. Doornik served as Chief Accounting Officer and Controller of Fairway
Energy, a Houston based midstream company, as Corporate Controller for BPZ Resources, Inc. and
as a consultant for Sirius Solutions. Mr. Doornik has held a variety of other senior finance roles such
as Financial Reporting Manager of Grant Prideco, Inc. and its successor company, National Oilwell
Varco, Inc. and Senior Associate for The Siegfried Group. Mr. Doornik began his career with Ernst &
Young in the Assurance and Advisory practice starting as a staff level associate and ending as a
manager in the assurance practice. From 1987 through 1991, Mr. Doornik served as a Unit Supply
Specialist in the U.S. Army.
Education: Mr. Doornik holds a Bachelor’s degree in Business Administration and a Master’s degree
of Professional Accountancy from the University of Texas at Austin and is a certified public accountant
in the State of Texas.
2.3 David A. DesAutels (Executive Vice President of Corporate Development)
Mr. DesAutels joined the Company in July 2017 as Vice President for Exploration and Development
and assumed the role of Executive Vice President for Corporate Development on 1 April 2019.
Mr. DesAutels is an oil and gas industry executive with over 40 years upstream experience in
development and exploration. He has worked on over 100 development projects worldwide, both
conventional and unconventional. Mr. DesAutels gained senior executive experience by working for
Noble Energy (Director, Development Geoscience, 2008 to 2016) and Occidental Oil and Gas (Chief
of Production Geoscience and Vice President of Geoscience, 2000 to 2007) and founding Synertia
Energy, LLC and Seregon Energy, LLC, two oil and gas consulting companies. In addition, he has
international experience from working in Colombia, Indonesia, Equatorial Guinea, Qatar, Oman,
Argentina, Israel, UK, Ecuador, Peru, Russia, Canada, and the UAE. Mr. DesAutels is also a published
author of two books, one fiction and one non-fiction.
Education: Mr. DesAutels holds an M.S. and BA in Geology from the University of Minnesota-Twin
Cities.
2.4 Michael G. Silver (Executive Vice President, Company Secretary and General Counsel)
Mr. Silver joined the Company in November 2018 and has served as Executive Vice President and
General Counsel since 1 April 2019. He has nearly 30 years of experience in the energy industry.
Prior to joining the Company, from 2009 to 2018, Mr. Silver served as Managing Counsel for the
Petroleum Division of BHP Group plc where he supported the company’s international upstream
activities, including major acquisitions and divestments. From 2007 to 2009, Mr. Silver held the position
of Senior Counsel at Constellation Energy Commodities Group, Inc. with responsibilities for U.S.
upstream and LNG operations. Mr. Silver began his career with ExxonMobil Corporation in the law
department in 1990 and during the next 17 years served in multiple roles of increasing responsibility.
Education: Mr. Silver holds a Bachelor of Arts degree in International Affairs from Lafayette College, an
M.B.A. from the Duke University Fuqua School of Business and a J.D. from the Duke University School
of Law. Mr. Silver is a member of the State Bar of Texas.

3. Corporate Governance
3.1 The Board
The Board currently comprises five Directors, four of which are non-executive Directors.
It is the policy of the Board that a majority of the members of the Board be independent. The Board
has affirmatively determined that, as to each non-executive Director, no material relationship exists
that, in the opinion of the Board, would interfere with the exercise of his independent judgement in
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carrying out his responsibilities as Director, and that each non-executive Director qualifies as
independent in accordance with the Corporate Governance Principles.
Any Director appointed to the Board by the Directors will be subject to election by the Shareholders
at the next annual meeting of Shareholders after his/her appointment.
The composition of the Board will be reviewed regularly to ensure that the Board has the appropriate
mix of expertise and experience. The Certificate of Incorporation provides that the number of Directors
serving on the Board cannot be fewer than three or greater than 15.
The Board is responsible for the corporate governance of the Company, and has developed policies
to ensure that an appropriate level of corporate governance is in place. The Company’s corporate
governance system is reviewed regularly by the Board to ensure that it fulfils the needs of Shareholders.
The Common Shares are currently quoted on the NYSE and the Company is therefore required to
comply with the NYSE Listed Company Manual, which is the comprehensive rulebook for listed
companies, including publishing an annual confirmation statement. Section 303A.09 of the NYSE
Listed Company Manual requires issuers to adopt and disclose corporate governance guidelines
covering certain issues including director qualifications and responsibilities, director compensation,
responsibilities of key board committees, management succession and evaluation of the board’s
performance. In accordance with this provision, the Corporate Governance Policies are available under
the ‘Governance’ link on VAALCO’s website at www.vaalco.com. The information on the website is
not incorporated by reference into this Prospectus. The Company will disclose any amendments to
the Corporate Governance Policies on its website at www.vaalco.com.
3.2 Committees
The Company’s committees are constituted as follows:
Committee
Audit Committee

Chair
A. John Knapp Jr.

Compensation Committee

William R. Thomas

Nominating and Corporate Governance Committee

Steven J. Pully

Strategic Committee

Andrew L. Fawthrop

Members
Steven J. Pully
Andrew L. Fawthrop
William R. Thomas
A. John Knapp Jr.
Andrew L. Fawthrop
Steven J. Pully
A. John Knapp Jr.
Andrew L. Fawthrop
William R. Thomas
A. John Knapp Jr.
Steven J. Pully
William R. Thomas

The deliberations of the various committees do not reduce the individual and collective responsibilities
of the Directors with regard to their fiduciary duties and responsibilities, and they must continue to
exercise due care and judgement in accordance with their statutory obligations.
Audit Committee
The Audit Committee is principally responsible for (1) the integrity of the financial statements of the
Company; (2) the independent auditor’s qualifications and independence; (3) the performance of the
Company’s internal audit function and independent auditors; and (4) the compliance by the Company
with legal and regulatory requirements. The Audit Committee shall oversee the appointment,
qualification, independence and performance of the Company’s independent auditors and the
performance of the Company’s internal auditing function and shall prepare the report required by the
SEC Rules to be included in the Company’s annual proxy statement.
The Audit Committee is comprised of no fewer than three Directors, all of whom are required to meet
the independence and experience requirements of the NYSE and the Exchange Act.
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The Audit Committee must meet at least quarterly and shall meet periodically in separate executive
sessions with management, internal auditors and the independent auditor. The Audit Committee has
the sole authority to appoint or replace the independent auditor; pre-approves all auditing services,
internal control related services and permitted non-audit services; and is empowered to conduct any
investigation appropriate to fulfilling its responsibilities.
The Audit Committee must make regular reports to the Board, including an annual review of the Audit
Committee’s own performance and the adequacy of the Audit Committee’s charter.
Compensation Committee
The Compensation Committee is responsible for (1) reviewing and approving the corporate goals and
objectives relevant to the compensation for the CEO and the Executive Officers; (2) evaluating the
CEO’s and Executive Officers’ performance in light of their goals and objectives; (3) determining and
approving the CEO’s and Executive Officers’ incentive compensation plans and equity based plans;
(4) overseeing the Company’s compensation philosophy, incentive compensation plans, equity based
plans for Executive Officers and the senior management of the Company; (5) preparing an annual
report on executive compensation to be included in the Company’s annual proxy statement; and (6)
reviewing the Company’s compensation discussion & analysis, required by the SEC Rules to be
included in the Company’s annual proxy statement.
The Compensation Committee must be comprised of three of more independent Directors, in
accordance with, among other things, the NYSE and the Exchange Act.
The Compensation Committee must meet at least twice a year or in accordance with the NYSE. The
Compensation Committee annually reviews all Director, Executive Officer, CEO and non-executive
Employee compensation, and administers the Company’s incentive compensation plans which the
CEO and Executive Officers may participate in. The Compensation Committee at least annually reviews
incentive compensation arrangements to confirm that such arrangements do not encourage
unnecessary risk-taking and reports the results to the Board.
Nominating and Corporate Governance Committee
The Nominating and Corporate Governance Committee is responsible for (1) identifying, evaluating,
recruiting and recommending to the Board individuals qualified to be nominated for election to the
Board; (2) recommending to the Board the members and chairperson for each of the committees; (3)
periodically reviewing and assessing the Corporate Governance Principles and the Code of Business
Conduct and Ethics and making recommendations for changes thereto to the Board; (4) overseeing
the annual self-evaluation of the performance of the Board and the evaluation of the Company’s
management; (5) assisting the Board in succession planning; and (6) considering any other corporate
governance issues that arise and discharging all other duties and responsibilities imposed on the
Nominating and Corporate Governance Committee by the Board from time to time.
The Nominating and Corporate Governance Committee must consist of three or more Directors, all of
whom shall meet the independence requirements of the NYSE and the SEC.
The Nominating and Corporate Governance Committee must meet as often as is necessary to carry
out its responsibilities. The Nominating and Corporate Governance Committee annually self-assesses
its performance and the adequacy of its charter and reports the results to the Board. The Nominating
and Corporate Governance Committee oversees an assessment of the Board’s and management’s
performance and is responsible for establishing the evaluation criteria and implementing the process
for such evaluation.
Strategic Committee
The Company formed the Strategic Committee in January 2016 to explore a range of strategic
alternatives to further enhance Shareholder value. The strategic alternatives process explores options
for the future of the Company including, but not limited to securing additional investment to support
growth opportunities, joint ventures, asset sales or farm outs, mergers or acquisitions or continuing to
pursue the Company’s existing operation plan.

59

3.3 Corporate Governance Policies
Corporate Governance Principles
The Company is committed to good corporate governance practices, which promote the long-term
interests of Shareholders and strengthens the Board and management accountability. The Company
is subject to the governance rules and guidelines for public companies established by securities
regulators in the United States, including the NYSE. All Directors, Executive Officers and Employees
are subject to the Code of Business Conduct and Ethics, which sets out the Company’s expectations
and standards of behaviour. No waivers from the Code of Business Conduct and Ethics have been
granted to date. In addition, the governance practices of the Company are set out in the Corporate
Governance Principles, which establish good governance practices including (i) establishing the
functions reserved to the Board and setting out the composition of the Board; (ii) setting the frequency
of meetings of the Board; (iii) establishing the Company Committees and the responsibility for such
committees’ charters; and (iv) communicating with security holders.
Code of Business Conduct and Ethics
The Company has a formal written code of business conduct and ethics. The purpose of the Code of
Business Conduct and Ethics is to maintain the highest level of integrity in all corporate dealings and
is applicable to all Directors, Executive Officers, contractors, consultants and employees. The Code of
Business Conduct and Ethics provides an explanation as to the Company’s position on matters such
as confidentiality, fair disclosure, environmental concerns and conflicts of interest. All new employees
are required to read and sign a copy of the Code of Business Conduct and Ethics.
Code of Ethics for the Chief Executive Officer and Senior Financial Officers
The Company has a formal written code of ethics for the CEO, chief financial officer and senior financial
officers that is supplemental to the Code of Business Conduct and Ethics and applies to the CEO and
senior financial officers. The code details the standards that the applicable Executive Officers are
expected to conduct their roles with respect to the Company. Each of the applicable Executive Officers
are required to reach and sign a copy of the code.
Insider Trading Policy
The Company has an insider trading policy which applies to all PDMRs and their associates, Employees
and consultants of the Company, and the family members of all such individuals. The insider trading
policy outlines the U.S. federal laws which prohibit insider trading and the Company’s policy on (i)
securities trading; (ii) the blackout period; (iii) short sales and options trading; and (iv) the compliance
programme for officers and directors. With effect from Admission, the Company has adopted an
amended insider trading policy that is also compliant with MAR and the DTR.
The insider trading policy prohibits any Employees or parties retained by the Company (and their family
members) from buying or selling Common Shares in the Company when such person has or is aware
of material, non-public information relating to the Company. Under U.S. federal securities law, material
non-public information is information about a company which is not known by the general public and
which could or may affect the market price of a security, or is of a nature which a reasonable investor
would attach importance in deciding whether to buy, sell or hold a security.
The Company further restricts trading in its Common Shares during the quarterly blackout period,
which begins on the fifteenth day of the third calendar month in any fiscal quarter (i.e. 15 March,
15 June, 15 September and 15 December), and ends after the second full trading day following the
public release of such earnings. The Company may also determine that additional blackout periods
exist where a material event occurs, however such blackout period shall only be known by, and apply
to, such persons as have awareness of the event. Cash exercise of vested Options are permitted
during a blackout period, as the purchase price is fixed.
The insider trading policy outlines the prohibited and limited transactions in Common Shares, in addition
to the compliance programme operated by the Company which is applicable only to Directors,
Executive Officers, and certain designated Employees, whereby such persons can only trade in
Common Shares during specified window periods and by following the Company’s procedure.
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Information Disclosure Policy
The Company has adopted, with effect from Admission, an information disclosure policy to ensure
that the Company complies with its continuous disclosure obligations under U.S. securities laws, MAR
and the DTR. The policy sets out the procedures for how the Company will treat material, non-public
information, as well as providing Shareholders and the market with timely, direct and equal access to
information issued by the Company; and promoting investor confidence in the integrity of the Company
and Common Shares.
Anti-Bribery and Anti-Corruption Policy
The Company has adopted, with effect from Admission, a new anti-bribery and anti-corruption policy.
The Company has developed its anti-bribery and anti-corruption policy to be consistent with the FCPA
and the UK Bribery Act. The policy is designed to ensure that the Directors, Executive Officers,
Employees and agents understand the requirements of the UK Bribery Act and the FCPA and adhere
to the Company’s policy to comply with the FCPA and the UK Bribery Act and all anti-bribery legislation
wherever the Company conducts its business.
The policy specifically addresses facilitation payments or gifts and hospitality, dealings with public
officials, political donations, lobbying and advocacy and charitable donations, and includes provisions
dealing with notification, as well as provisions regarding disciplinary action in the event that any part of
the anti-bribery and anti-corruption policy has been breached. New and existing staff are required
under the policy to be trained and the Company’s approach to anti-bribery and anti-corruption must
be communicated to its business partners.
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PART 10 – GABON LEGAL AND REGULATORY FRAMEWORK
1. Petroleum law regime of Gabon
1.1 Overview
The Ministère du Pétrole, du Gaz et des Hydrocarbures regulates the upstream oil and gas industry in
Gabon, while the Directeur Générale des Hydrocarbures is responsible for the upstream sector on a
day-to-day basis.
Two separate types of contract have been used by the State of Gabon for the exploration and
production of hydrocarbons.
Older fields operate under the terms of a concession agreement and an establishment convention,
where the tax terms were agreed between the State of Gabon and the signatory. Since 2014, however,
establishment conventions have been expressly prohibited.
The second type of contract is a PSC, which was first introduced in Gabon in 1977. Since the adoption
of Law No. 14/82 of 24 January 1983, any new contracts to be entered into between independent
contractors and the State of Gabon for the exploration and production of hydrocarbons are required
to be structured through a PSC or service contract. In practice, however, only PSCs have been signed.
1.2 2014 Hydrocarbons Law
Up until 2014, the fiscal and regulatory framework governing the exploration and production of
hydrocarbons in Gabon was notably unregulated. Successive model contracts issued by the State of
Gabon acted as guidelines; all fiscal aspects of each contract were negotiable between the State of
Gabon and exploratory parties, including work commitments and exploration costs for each PSC.
In September 2014, Law No. 11/2014, of 28 August 2014, came into force in Gabon (“2014
Hydrocarbons Law”). The 2014 Hydrocarbons Law was not exhaustive; it sought to provide a
framework of governing principles and rules, applicable to both the exploratory and extracting industry
of hydrocarbons, as well as the downstream sector, to be complemented by implementing regulations.
Under the Gabonese Civil Code (“Civil Code”), laws will not have retroactive effects unless they
expressly or tacitly provide otherwise. The Civil Code further provides that former laws continue to
govern the effects of existing contracts, save in case of express or tacit derogation by the legislator
and that, in any event, the application of a new law to existing contracts cannot modify the effects
already produced by existing contracts under a former law, except via express derogation by the
legislator.
The 2014 Hydrocarbons Law explicitly provided that establishment conventions, petroleum contracts,
petroleum titles, mining concessions and exploitation permits concluded or granted by the State of
Gabon prior to the date of its publication remained in force until their expiration date.
However, the 2014 Hydrocarbons Law further provided that unless such arrangements became
consistent with the requirements of the 2014 Hydrocarbons Law, establishment conventions, mining
concessions and exploitation permits in effect could not be extended or renewed. Furthermore, the
2014 Hydrocarbons Law prohibited establishment conventions and mining concessions, and provided
that the exploitation of new discoveries in areas covered by existing conventions and concessions
would be required to be made in accordance with the 2014 Hydrocarbons Law.
1.3 2019 Hydrocarbons Law
The 2014 Hydrocarbons Law was repealed in its entirety by Law No. 002/2019, of 16 July 2019,
published on 22 July 2019 (“2019 Hydrocarbons Law”). As with the 2014 Hydrocarbons Law, the
2019 Hydrocarbons Law contains provisions applicable to both the upstream and downstream
segments. However, despite the publication of the 2019 Hydrocarbons Law, there are various issues
and matters yet to be fully enacted by implementing regulations.
Under the transitory provision contained in the 2019 Hydrocarbons Law, existing PSCs and other
petroleum contracts, permits and authorisations remain in full force and effect until their expiration.
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However, any renewal or extension of those instruments are subject to the provisions of the 2019
Hydrocarbons Law, and its implementing regulations.
The 2019 Hydrocarbons Law also provides for obligations for immediate application, irrespective of
the date of signature of existing PSCs or petroleum contracts and/or granting of petroleum permits
and authorisations. These include (i) the requirement for foreign producers and explorers applying for
an exclusive development and production authorisation to conduct their operations in Gabon through
a company incorporated in Gabon rather than through branches of entities incorporated in other
jurisdictions; and (ii) the obligation for all companies undertaking hydrocarbon activities to domicile
their site rehabilitation funds with the Bank of Central African States, which is the CEMAC or a
Gabonese bank or financial institution subject to the Central Africa Banking Commission, which
supervises banks and financial institutions licenced to operate in CEMAC countries, within one year
after the entry into force of the 2019 Hydrocarbons Law.
PSCs entered into between independent contractors and the State of Gabon since the implementation
of the 2019 Hydrocarbons Law must include a clause providing that participation by the State of Gabon
cannot exceed a 10 percent participating interest in the operations, to be carried by the contractor.
The 2019 Hydrocarbons Law also entitles the Gabon Oil Company to acquire a maximum 15 percent
stake at market value in all PSCs as of the date of signature.
In addition, the 2019 Hydrocarbons Law provides that the State of Gabon may acquire an equity stake
of up to 10 percent, at market value, in an operator applying for or already holding an exclusive
development and production authorisation.
1.4 Exclusive exploration permits
The 2019 Hydrocarbons Law provides that the exploration period has a duration of eight years and
that the duration of each of its phases is determined by the relevant contract. The exploration period
can only be extended by a period of up to one year.
The 2019 Hydrocarbons Law further provides that each separate exploration phase can be extended
by a period of up to 12 months and that the entire duration of the exploration period, including its
extension and the extension of any of its phases, cannot exceed 10 years in aggregate.
1.5 Exclusive development and production authorisations
Under the 2019 Hydrocarbons Law, the duration of development and production authorisation periods
vary according to the respective area and type of hydrocarbons concerned as follows:
(i)

(ii)

in the case of liquid hydrocarbons:
(a)

in conventional areas: 10 years, plus three renewals, each of five years; and

(b)

in deep offshore or ultradeep offshore areas: 15 years, with a first renewal of eight years
and a second of seven years.

in the case of gaseous hydrocarbons:
(a)

in conventional areas: 15 years, plus three renewals, each of five years; and

(b)

in deep offshore or ultradeep offshore areas: 20 years, with a first renewal of eight years
and a second of seven years.

1.6 Downstream licences
The 2019 Hydrocarbons Law provides that the duration of downstream authorisations and conditions
for renewal of those authorisations is set out in the administrative document granting them. There is
no prescribed minimum or maximum duration provided for in the 2019 Hydrocarbons Law.

2. Environmental law regime of Gabon
2.1 Overview
Oil and gas exploration and production activities are currently regulated by the 2019 Hydrocarbons
Law, which states that general legislation currently in force stipulating obligations pertaining to
63

environmental matters shall apply to the hydrocarbons sector, including, notably, as regards to the (i)
preservation of the environment and waste management; (ii) pollution prevention; (iii) conduct of impact
studies, and the related environmental and social management; and (iv) site abandonment and
rehabilitation plans.
2.2 Environment Law
The primary environmental legislation in Gabon is Law No. 007-2014, of 1 August 2014, relating to
the Protection of the Environment (“Environmental Law”).
The Environmental Law aims to foster a sustainable use of resources and development, limit pollution
and nuisances, and improve the environment. The implementation of these principles under the
Environmental Law is the responsibility of the Minister of Environment. Implementing regulations
adopted under the previous Law No. 16/93, of 26 August 1993, relating to the Protection and
Improvement of the Environment are applied in practice.
Under the Environmental Law, any works carried out by private companies which may have a negative
impact on the environment are subject to an EIS, and require authorisation from the Minister of
Environment. Additional studies, audits and risk assessment studies may also be required.
Under the Environmental Law, the discharge of any substances which may harm the maritime
environment is subject to the prior authorisation of the Minister of Environment. In addition, any special
facilities (including facilities the operation of which may harm the environment or public health) are
subject to (i) the prior notification to the Minister of Environment if the operation of the facility does not
present material risks but must be carried out in compliance with the environmental regulations in
force; and (ii) the prior approval from the Minister of Environment if the operation of the facility presents
material risks to human health, the environment or the well-being of communities.
The Environmental Law provides for a strict (civil) liability regime, according to which regardless of fault
or negligence, whoever causes environmental damages or injury, as a result of its activities, will be
liable for repairing such damages. This is applicable to national parks as well. In addition, the standard
liability regime for tortious and contractual liability under the Civil Code will also apply. The 2019
Hydrocarbons Law clarifies that the statute of limitations for a liability claim is 30 years counted as of
the damage becoming known.
2.3 Other environmental laws
Decree No. 541, of 15 July 2005, regulates the elimination of wastes and requires from all waste
producers and owners to dispose of these wastes if they are potentially harmful to the environment.
Decree No. 542, of 15 July 2005, regulates the dumping of some products in superficial, underground
and marine waters and Decree No. 543, of 15 July 2005, determines classified installations subject to
either a declaration or an authorisation. Oil and gas extractive installations, in particular, are subject to
an authorisation.
Decree No. 545, of 15 July 2005, regulates the recovery of used oil, its collection and recycling, while
oil spill risks and relative emergency response arrangements are governed by Law No.21/04, of
2 February 2004, and Decree No. 653, of 21 May 2003; offshore response measures are the
responsibility of the Merchant Navy, whereas onshore response measures are to be coordinated by
the “Ministère de l’Intérieur” via the “Direction de la Protection Civile”, although other State agencies
can also be involved.
Order No.000937/MEFEDD/SG/DGFAP, of 11 July 2018, also established a Fauna Protection Plan on
Petroleum Sites.
Law No. 003/2007, of 27 August 2007, on National Parks, as amended, prohibits activities likely to
negatively impact National Parks environment within their boundaries and a buffer and peripheral zones,
which limits are to be specified in implementing regulations. Only human activities not impacting the
environment can be authorised. This authorisation must be provided by the relevant minister after
consultation with the organism in charge of the National Park. The beneficiary of the authorisation must
pay a fee according to applicable modalities and rates.
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3. State of Gabon
Gabon gained independence from France on 17 August 1960. The constitution of 21 February 1961,
adopted under the first President, Mr. Leon Mb’a, established a presidential regime. Following Mr. Mb’a’s
death in 1967, his Vice-President, Mr. Omar Bongo Ondimba, became and remained President up until his
death in 2009. Following political and civil unrest in Gabon in the 1990s, a multiparty regime was established.
Gabon is currently a multiparty republic, with a president elected by popular vote for a seven-year term.
After presidential elections, the President appoints the Prime-Minister and the Council of Ministers. The
current President of Gabon is Mr. Ali Bongo Ondimba, of the majority party, Parti Démocratique Gabonais
(“PDG”), who is currently serving his second term, which began in 2016.
The latest presidential elections in Gabon were held on 27 August 2016, and the then-incumbent President,
Mr. Bongo Ondimba, presented himself as a candidate for another seven-year term, against his principal
opponent, the former African Union Commission Chairman and ex-minister, Mr. Jean Ping. 59.5 percent of
voters cast their ballot. Mr. Bongo Ondimba was declared the winner with 49.8 percent of the votes, but
allegations of fraud surfaced soon after, especially in Mr. Bongo Ondimba’s home province, where turnout
was calculated at 99.93 percent and Mr. Bongo Ondimba won 98 percent of the votes.
The announcement of the election results by the interior minister was followed by acts of unrest, notably
the arson of the Lower House of Parliament, damage of private property and the military assault on the
election headquarters of the presidential candidate, Mr. Jean Ping. Curfews and lockdowns were common
during the month of September until the Constitutional Court validated the election results on 23 September
2016. However, unlike the 2009 elections, where crowds stormed private offices in Port-Gentil, no such
incidents were reported this time, and although most non-essential expatriate staff left the country during
this period, essential operations were not disrupted.
To resolve the resulting political fallout from the elections, the State of Gabon organised a National Dialogue
from March to May 2017 bringing together members from the PDG and the opposition as well as members
of the civil society and non-governmental organisations to discuss their concerns. This political dialogue led
to a constitutional revision through the adoption of Law No. 001/2018 of 12 January 2018. The legislative
elections were held in November 2018, and were resoundingly won by members of the majority party PDG.
Mr. Bongo Ondimba suffered from a stroke on 24 October 2018 while on an official trip to Saudi Arabia.
There were calls for the Constitutional Court to rule on a temporary power vacancy, which would have led
to the President of the Senate assuming power in the interim, but the Constitutional Court did not do so.
Following Mr. Bongo Ondimba’s convalescence in Morocco, he returned to Gabon on 25 March 2019.
However, he has made few a public appearance since, although, he has met with several members of the
State of Gabon and the administration in private. A petition was recently filed by the Appel à Agir movement
before the Libreville Court requesting it to order medical exams evaluating the President’s health condition,
however the case still remains pending before the Appellate Court.
An armed uprising was attempted by five Gabonese soldiers on 7 January 2019 through the takeover of
the Gabon Télévision headquarters. The subsequent counterattack by government forces resulted in two
deaths and multiple arrests. Business was disrupted on the day of the uprising and foreign embassies asked
their nationals to stay home. However, oil operations still continued offshore. A peaceful state of affairs
resumed the next day.
In June 2016, political opponent Roland Aba’a Minko declared to TV channels that he had laid mines in
several government buildings, subject to Mr. Ali Bongo Ondimba stepping down from power. However, he
was apprehended by the authorities on the same day and arrested. In December 2017, two Danish reporters
from National Geographic were wounded in a knife attack in the local market, which led to the arrest of a
53-year old Nigerian national. No more incidents have been publically reported since.
The Gabonese administration has experienced a succession of strikes since 2017, notably the judges’ strike
from December 2017 – February 2018, and the Court Clerks’ strike from February 2018 – August 2018.
Different employee unions at the tax administration and other financial institutions have also gone on strike
on several occasions since August 2017. These strikes have led to the paralysis of the justice system as
well as cumbersome administrative delays.

65

Gabon had a 40-year border dispute with Equatorial Guinea concerning the Mbanié, Cocotiers and Congas
islands, which was forwarded to the International Court of Justice through the signature of an agreement
on 15 November 2016. Gabon also has border disputes with Congo and Cameroon.
No wars have taken place on Gabonese territory, although Gabon was involved in the Congolese civil war
of 1997. Gabon is also involved in missions abroad of the African Union (the latest being in the Central
African Republic).
The Gulf of Guinea, covering Gabon, is often presented as a high risk zone for piracy. In August 2018, a
tanker went missing for a week off the coast of Gabon but was subsequently found. A new maritime centre
for piracy monitoring has been built for Gabon by the United States Navy and was inaugurated in May 2019.
The 2016 Gallup Poll of the most dangerous countries in the world ranked Gabon in the 7th position. Gabon
is ranked 113th in press freedom by Reporters Without Borders. The latter have criticised the recent
suspension of several online media sites by the Haute Autorité de la Communication (HAC).
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PART 11 – EQUATORIAL GUINEA LEGAL AND REGULATORY FRAMEWORK
1. Petroleum law regime of Equatorial Guinea
1.1 Hydrocarbons Law and Petroleum Regulations
Until 2006, the legal framework governing the upstream petroleum industry in Equatorial Guinea was
set out in Decree Law No. 7/1981, dated 16 June 1981, which was amended by Law No. 6/2000, of
20 March 2000.
This legislation was superseded by Law No. 8/2006, dated 3 November 2006 (“Hydrocarbons Law”),
which incorporates not only the regime applicable to the exploration, appraisal, development and
production of hydrocarbons, but also rules on the transportation, distribution, storage, preservation,
decommissioning, refining, marketing, sale and other disposal of hydrocarbons. In addition, the
Hydrocarbons Law contains provisions on a number of aspects concerning upstream operations and
contracts, such as national content obligations, unitisation, transfers and abandonment.
In September 2013, the Petroleum Operations Regulations (“Petroleum Regulations”), containing
provisions for the implementation of the Hydrocarbons Law, approved by Ministerial Order No. 4/2013,
dated 20 June 2013, came into force.
On 26 September 2014, the Ministry of Mines, Industry and Energy also approved Order No. 1/2014,
containing the National Content Regulations, and, in 2018, the EG MMH issued Order No. 1/2018,
dated 18 May 2018, on authorisations for companies performing activities in the mining and
hydrocarbons sectors in Equatorial Guinea. While these orders were not published in the State Official
Gazette, as required, provisions from each of these have each been enforced in Equatorial Guinea,
although not exhaustively.
1.2 Ministries of Equatorial Guinea
The Hydrocarbons Law grants the ministry responsible for petroleum operations (“Ministry”)
significantly broad regulatory, inspective and auditing powers concerning the performance of petroleum
operations. These include the powers to negotiate, sign, amend and perform all contracts entered into
between the State of Equatorial Guinea and independent contractors, as well the right to access all
data and information required for the control of contractors and their activities, including free access
to the locations and facilities where petroleum operations are conducted.
In addition, the Ministry can also order (i) the suspension of petroleum operations; (ii) the evacuation
of persons from locations; (iii) the suspension of the use of any machine or equipment; and/or (iv) any
other action it deems necessary or appropriate when the Ministry determines that a given petroleum
operation may cause injury to or death of persons, damage properties, or harm the environment, or
whenever the national interest so requires.
Until June 2016, the Ministry responsible for petroleum operations was the Ministry of Mines, Industry
and Energy, whose organisation and authority was laid down in Decree No. 170/2005, of 15 August
2005.
In June 2016, the President of Equatorial Guinea appointed the EG MMH and the Minister of Industry
and Energy, effectively splitting the Ministry of Mines, Industry and Energy into two Ministries. However,
no legislation on the organisation and authority of each Ministry has been enacted, and, in effect, the
EG MMH has been exercising the powers contained within the Hydrocarbons Law to the Ministry
responsible for petroleum operations.
All contracts signed with the State of Equatorial Guinea for the exploration and production of
hydrocarbons have taken the form of PSCs. A model PSC, approved along with the Hydrocarbons
Law, must be used as the basis for any negotiation between independent contractors and the State
of Equatorial Guinea. Over time, however, revised copies of the model PSC, reflecting changes made
during negotiations of certain PSCs, have been used for the negotiation of subsequent PSCs.
The Hydrocarbons Law and Petroleum Regulations provide the Ministry responsible for petroleum
operations with the power to award contracts for the exploration and production of hydrocarbons,
and decide whether the award is made by means of competitive international public tender or direct
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negotiation. These contracts, however, which are to be negotiated by the Ministry, shall only become
effective after they have been ratified by the President of Equatorial Guinea and on the date of delivery
to the contractor of a written notice of the President’s ratification. In practice, however, this notification
to operators has been provided by the Ministry.
1.3 GEPetrol and Sonagas
GEPetrol, established in 2001, is the national oil company of Equatorial Guinea and Sociedad Nacional
de Gas de Guinea Ecuatorial (“Sonagas”), established in 2005, is the national gas company of
Equatorial Guinea.
The Hydrocarbons Law provides that these national companies are exclusively owned by the State of
Equatorial Guinea, and must be supervised by the Ministry responsible for petroleum operations.
Under the applicable laws, the State of Equatorial Guinea may elect to have, either directly or through
a national company, a minimum interest of 20 percent in a PSC, although, to the Company’s
knowledge, Sonagas does not hold any participating interest in a PSC in effect in Equatorial Guinea.
The State of Equatorial Guinea’s interest (through GEPetrol or otherwise) may be, and typically is,
carried. No costs are paid by the State of Equatorial Guinea or GEPetrol with respect to a carried
interest. The Hydrocarbons Law provides that the State of Equatorial Guinea (through GEPetrol or
otherwise) will only be required to contribute to any cost for petroleum operations that it has a carried
interest in from the period where it notifies the contractor that it no longer wants its interest carried. In
effect, however, the carry normally ends with the approval of the development and production of the
asset subject to the PSC.
The terms and effects of the carry of an interest of the State of Equatorial Guinea (through GEPetrol or
otherwise) are not clearly established in the Hydrocarbons Law or the Petroleum Regulations; the
contractor that carries the State of Equatorial Guinea’s interest is given the right to a percentage of the
cost recovery oil pertaining to that interest, as agreed in each PSC.
1.4 Exploration and production periods
As prescribed by the Hydrocarbons Law, activities related with petroleum operations are divided into
two different phases: (i) the exploration period (which includes the exploration phase and the appraisal
phase); and (ii) the production period (which includes both the development and the production
phases).
The exploration period is further divided into: (i) an initial exploration period, which is delineated into
two sub-periods, with a duration between four and five years; and (ii) a maximum of two extension
periods, of one year each. However, the Hydrocarbons Law and Petroleum Regulations entitle the
Ministry responsible for petroleum operations to change the duration of such periods in the contract if
the Ministry deems it appropriate.
The Hydrocarbons Law does not define the duration of the development and production phases; it
states that the phase shall be specified in the relevant contract, while the Petroleum Regulations state
that the duration of the development and production period shall be 25 years from the date of approval
of the field development and production plan.
The Petroleum Regulations further allow the Ministry to grant an extension of up to five years, and
extensions beyond this five year period, in the Ministry’s sole discretion, if it serves the State of
Equatorial Guinea’s interest.
1.5 Taxation
The Hydrocarbons Law contains a non-limited list of the taxes and equivalent charges which apply or
may apply in connection with petroleum operations, and also refers to a windfall profit tax. This tax,
however, is not set forth in the 2014 General Tax Law currently in force, which contains a chapter on
the taxation of the hydrocarbons sector, and has not been established to date.
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2. Environmental law regime of Equatorial Guinea
2.1 Environmental Law
Law No. 7/2003, of 27 November 2003 (“Environmental Law”) incorporates primarily general
principles, rules and guidelines which are to be complemented by and implemented through ancillary
legislation covering specific provisions in respect of, for example, environmental protected areas,
endangered species, atmosphere protection and soil pollution controls.
While the only legislation enacted to date for implementation of the law is Decree No. 173/2005, of 8
September 2005, on environmental inspections, the provisions of the Environmental Law on
environmental licensing and related obligations are sufficiently clear to be enforceable and have been
enforced to a certain extent by the Ministry in charge of environment.
2.2 Environmental conventions
Equatorial Guinea is a member of the International Maritime Organisation (IMO) and party to a number
of conventions adopted that impact petroleum activities. These conventions include: (i) the 1974
International Convention for the Safety of Life at Sea and Protocols 78 and 88 thereto (SOLAS); (ii) the
1973 International Convention for the Prevention of Pollution from Ships, as modified by the 1978
Protocol (MARPOL 73/78); (iii) the 1972 London International Convention on the Prevention of Marine
Pollution by Dumping of Wastes and Other Matter; (iv) the 1969 International Convention relating to
Intervention on the High Seas in Cases of Oil Pollution Casualties; (v) the 1969 International Convention
on Civil Liability for Oil Pollution Damage (“CLC Convention”); and (vi) the 1976 International
Convention on Limitation of Liability for Maritime Claims.
Equatorial Guinea is not bound by certain provisions of the CLC Convention and is also not a party to
the 1990 International Convention on Oil Pollution Preparedness, Response and Co-Operation
(“OPRC”). However, certain requirements and provisions of the CLC Convention and the OPRC have
been incorporated by reference into the CEMAC’s Merchant Navy Code, of which Equatorial Guinea
is a signatory. While the treaties and conventions have not, to the Company’s knowledge, been
published in the Official Gazette, the enforceability of such provisions has not been publically
challenged.
2.3 Hydrocarbons Law and Petroleum Regulations
The Hydrocarbons Law contains few provisions on environmental matters, however, the Petroleum
Regulations address these matters with some detail; it specifies that contractors shall undertake a
comprehensive EIS prior to, during and after major drilling operations. An EIS must also be completed
prior to undertaking any seismic work in any areas of particular environmental sensitivity specified by
the State of Equatorial Guinea.
The Petroleum Regulations further provide that contractors shall take all prudent and necessary steps
in accordance with (a) the Environmental Law; (b) the Hydrocarbons Law and its regulations; (c)
generally accepted practices in the international petroleum industry; and (d) the terms of their contracts
with the State of Equatorial Guinea to (i) prevent pollution and protect the environment and living
resources; (ii) ensure that hydrocarbons discovered or produced are handled in a manner that is safe
for the environment; (iii) avoid damage to formations trapping hydrocarbon reserves; (iv) prevent the
ingress of water through wells into strata containing hydrocarbon reservoirs; and (v) ensure prompt,
fair and full compensation for injury to persons or property caused by the effects of exploration and
production operations.
Additionally, the Petroleum Regulations provide that if a contractor’s actions result in any pollution or
damage to the environment, any person, living resources, property or otherwise, the contractor shall
immediately take all prudent and necessary measures to remedy such damages and consequences
and/or any additional measures as may be directed by the Ministry responsible for petroleum
operations. If the pollution or damage is caused as a result of the negligence or wilful misconduct of
the contractor, its subcontractors or any persons acting on their behalf, all related costs incurred shall
not be cost recoverable nor tax deductible. Furthermore, if the contractor does not act promptly so as
to control or clean-up pollution, or make good any damage caused, the Ministry may, after giving the
contractor reasonable notice, carry out the actions which are prudent or necessary and all reasonable
costs and expenses of such actions shall be borne by the contractor and shall not be cost recoverable.
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If the Ministry determines that any works or installations built by a contractor or any of its activities
threatens the safety of any person or property or the environment, the Ministry can require the
contractor to take all appropriate mitigating measures consistent with generally accepted practices in
the international petroleum industry, to repair any damage and to suspend totally or partially the affected
operations until the measures are taken or the damage is repaired.
With respect to liability, the Petroleum Regulations state that a contractor shall indemnify, hold harmless
and compensate any person, including the State of Equatorial Guinea, for any damage or loss which
the contractor, its affiliates, its subcontractors and their respective directors, officers, employees, agents
or consultants and any other person acting on their behalf may cause in the conduct of exploration
and production operations, regardless of whether or not any environmental authorisations have been
obtained. In case of negligence or wilful misconduct, costs shall not be recoverable nor tax deductible.

3. State of Equatorial Guinea
Equatorial Guinea became independent from Spain in 1968. Since its independence, and until 1979, the
country was ruled by President Francisco Macias Nguema, who was deposed by his nephew, Teodoro
Obiang Nguema Mbasogo. President Obiang has been the Head of State since 1979, having won all
presidential elections held in the country (1996, 2002, 2009 and 2016).
Equatorial Guinea is a constitutional multiparty presidential republic. Since its adoption in 1968, the
constitution has been amended numerous times, most notably in 1973, 1982 and 1991 and more recently
in 2012.
Pursuant to the constitution, the President is the Head of State and of the State of Equatorial Guinea, leader
of the executive branch, and responsible for defining the nation’s policies. The President can be elected for
a maximum of two consecutive seven-year terms. The same person can only be elected for a third term
after a seven-year break. President Obiang is currently serving his second term after the 2012 revision of
the constitution. This term started in 2016 and will end in 2023.
Under the constitution, the Vice President will assume the powers of the President in case of his removal,
permanent physical or mental disability, or death until elections are held. Currently Mr. Teodoro Nguema
Obiang Mangue, the current President’s eldest son, holds the office of Vice President.
In April 2016, President Obiang was re-elected with 93.7 percent of the votes. In November 2017, the
country held legislative and municipal elections. The ruling PDGE party (the Democratic Party founded by
the President in 1991) and its 14 coalition parties won 92 percent of the vote, taking all 70 seats in the
Senate, 99 of 100 seats in the lower chamber, and all except one seat in the municipal councils. In 2018,
the President and the ruling PDGE further solidified their position after a court dissolved the political party
that held the sole seat belonging to the opposition in the 170 member bicameral parliament. No civil unrest
was noted during the elections or the days that followed.
There have been several attempted coups in Equatorial Guinea in the past 20 years, notably in 2002, 2004
and 2009, when the Presidential Palace allegedly came under attack. Several arrests, deportations and the
exile of opposition members, mercenaries and foreigners allegedly involved in the coups have followed each
occasion. In January 2018, the authorities reported an attempted coup in December 2017. In May 2018,
the Supreme Court upheld a ban on the country’s main opposition party, the CI Party, which was accused
of involvement in acts of violence ahead of last year’s elections.
In 2006 and 2008, mass resignation of the Government of Equatorial Guinea was accepted by the President
on the basis of corruption and mismanagement. In subsequent years, the Government of Equatorial Guinea
has been changed by the President after intervals of two or three years.
There are no unions in the country, demonstrations are very rare and there have been no strikes in recent
years.
Equatorial Guinea has had generally cordial relations with its neighbours. It is a member of the CEMAC, the
Organisation for the Harmonisation of Corporate Law in Africa (OHADA), the African Union, the Community
of Portuguese Language Countries (CPLP) and other organisations. It had a minor border dispute with
Cameroon that was resolved by the International Court of Justice in 2002, and a dispute with Gabon over
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the Corisco border, which was solved by an agreement signed with the help of United Nations mediation,
in January 2004. The dispute persisted concerning the Mbanié, Cocotiers and Congas islands, but was
forwarded to the International Court of Justice and resolved through the signature of an agreement on
15 November 2016.
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PART 12 – HISTORICAL FINANCIAL INFORMATION
Please refer to the Appendix to this Prospectus which contains the audited consolidated financial statements
of the Group for the three years ended 31 December 2018, 31 December 2017 and 31 December 2016,
and the unaudited condensed interim financial statements of the Group for the six months ended 30 June
2019 and 30 June 2018, together with the independent auditor’s report therein.
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PART 13 – OPERATING AND FINANCIAL REVIEW
The following discussion and analysis is intended to assist in the understanding and assessment of the
trends and significant changes in the Group’s results of operations and financial condition during the
Historical Financial Information Period. Historical results may not be indicative of future financial performance.
Forward-looking statements contained in this review that reflect the current view of the Directors and
Executive Officers involve risks and uncertainties and are subject to a variety of factors that could cause
actual results to differ materially from those contemplated by such statements. Factors that may cause such
a difference include, but are not limited to, those discussed in paragraph 8 of Part 3 (Presentation of Financial
and Other Information) and Part 2 (Risk Factors) of this Prospectus.
In this Prospectus the consolidated financial statements presented are those of the Group. This discussion
is based on the audited annual consolidated financial statements of the Group for financial years ended
31 December 2018, 31 December 2017 and 31 December 2016 and unaudited condensed interim financial
statements of the Group for the six months ended 30 June 2019 and 30 June 2018, and should be read in
conjunction with its consolidated financial statements and the accompanying notes contained in the
Appendix to this Prospectus, as referred to in Part 12 (Historical Financial Information) of this Prospectus,
and with the information relating to the business of the Group included elsewhere in this Prospectus. Unless
otherwise indicated, all of the financial data and discussions thereof are based upon financial statements
prepared in accordance with U.S. GAAP. Investors should read the whole of this Prospectus and not rely
just on summarised information.

1.

Key highlights for financial years ended 31 December 2018, 31 December 2017 and
31 December 2016
During 2017 through Q3 2018, the global oil supply and demand were close to being balanced; however,
late in Q4 2018, prices were adversely impacted by concerns about oversupplies in the markets. ICE Dated
Brent crude oil prices fluctuated between $44 and $67 per BBL from January 2017 through December
2017. During financial year ended 31 December 2018, ICE Dated Brent crude oil prices fluctuated between
$51 and $86 per BBL with financial year ended 31 December 2018 price of $51 per BBL, 24 percent lower
than financial year ended 31 December 2017 price of $67 per BBL.
On 22 May 2018, the Company terminated the Amended Term Loan Agreement with the IFC by prepaying
the outstanding principal and accrued interest. The Company did not incur any termination or prepayment
penalties as a result of the termination of the Amended Term Loan Agreement.
On 17 September 2018, the Company entered into the Etame PSC Extension, providing for the extension
of the Company’s three EEAs for the Etame Marin Block through 16 September 2028, with the right for two
additional five-year extension periods.
At 31 December 2018, the Company reported a 76 percent increase in estimates for proved reserves over
reserves reported at 31 December 2017.
Effective as of September 2018, the Block P PSC has been lifted and the Company is awaiting the EG
MMH to approve GEPetrol’s introduction of a new joint venture owner and VAALCO’s appointment as
technical operator for Block P. Once the joint owner is approved, the Block P Consortium will be required
to drill an exploration well within one year. VAALCO intends to seek a partner on a promoted basis that will
cover all or substantially all of the costs to drill the exploratory well.

2.

Highlights and selected financial information for financial years ended 31 December 2018,
31 December 2017 and 31 December 2016
The following table sets forth, as of the dates and for the periods indicated, selected financial information.
The financial information for each of the three financial years ended 31 December 2018, 31 December 2017
and 31 December 2016 has been derived from the Company’s audited annual consolidated financial
statements, filed in the annual report with the SEC on Form 10-K for each year.
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Total revenues
Income (loss) from continuing operations
Basic income (loss) from continuing operation per Share
attributable to Shareholders
Diluted income (loss) from continuing operations per Share
attributable to Shareholders
Balance Sheet Data:
Net property, plant and equipment
Total assets
Total long-term liabilities

Year Ended 31 December
2018
2017
2016
(in thousands, except per Share amounts)
$104,943
$77,025
$59,784(1)
(2)
98,728
10,272
(18,267)(2)
1.65

0.17

(0.31)

1.63

0.17

(0.31)

23,221
79,633
22,756

28,019
81,032
25,836

52,724
166,312(3)
15,441

Notes
(1)

The lower total revenues in 2016 is tied to the decrease in oil and natural gas prices that began in the second half of 2014 and
continued through 2016.

(2)

Income from continuing operations in 2018 was primarily impacted by a $56.9 million deferred tax benefit primarily related to the
re-evaluation of the realisability of certain tax assets. The loss from continuing operations in 2016 was primarily impacted by
decreased revenues due to prevailing low oil and natural gas prices.

(3)

Total assets increased substantially in 2018 due to the recognition of certain deferred tax benefits.

3.

Liquidity, financing and capital resources for financial years ended 31 December 2018,
31 December 2017 and 31 December 2016
The Company’s cash flows for the financials years ended 31 December 2018, 31 December 2017 and
31 December 2016 were as follows:

Year Ended 31 December

Net cash provided by (used in)
operating activities before change
in operating assets and liabilities
Net change in operating assets
and liabilities
Net cash provided by (used in)
continuing operating activities
Net cash provided by (used in)
discontinued operating activities
Net cash provided by (used in)
operating activities
Net cash used in continuing investing
activities
Net cash used in discontinued
investing activities
Net cash used in investing activities
Net cash used in financing activities
Net change in cash, cash equivalents
and restricted cash

2018

2017

$44,342

$19,312

(6,114)

(5,932)

2016
(in thousands)

$(6,470)
(5,895)

Increase (Decrease)
in the Year
2018
2017
Over
Over
(Under)
(Under)
2017
2016

$25,030
(182)

$25,782
(37)

–––––––––––

–––––––––––

–––––––––––

–––––––––––

–––––––––––

38,228

13,380

(12,365)

24,848

25,745

(1,052)

(4,423)

12,286

3,371

(16,709)

–––––––––––

–––––––––––

–––––––––––

–––––––––––

–––––––––––

37,176

8,957

(79)

28,219

9,036

(14,127)

(1,499)

(16,506)

(12,628)

15,007

–

–

–

–––––––––––

–––––––––––

–––––––––––

(14,127)
(8,680)

(1,499)
(5,815)

(16,506)
(144)

–––––––––––

$14,369

–––––––––––
–––––––––––

–––––––––––

$1,643

–––––––––––
–––––––––––

–––––––––––

$(16,729)

–––––––––––
–––––––––––

–

–––––––––––

(12,628)
(2,865)

–––––––––––

$12,726

–––––––––––
–––––––––––

–

–––––––––––

15,007
(5,671)

–––––––––––

$18,372

–––––––––––
–––––––––––

The increase in net cash provided by the Company’s operating activities for financial year ended
31 December 2018 compared to financial year ended 31 2017 included a $25.0 million increase in cash
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generated by continuing operations before change in operating assets and liabilities which in large part was
the result of higher 2018 crude oil prices and lower operating costs and other expenses. The decrease in
net cash provided by the Company’s operating assets and liabilities was $0.2 million lower than the decrease
for 2017. The net change in operating assets and liabilities of $(6.1) million for financial year ended
31 December 2018 included a $7.7 million increase in trade and other receivables, a decrease in “Accounts
payable” of $3.4 million, offset primarily by a $2.5 million decrease in crude oil inventory and a $2.8 million
increase in foreign taxes payable. The net change in operating assets and liabilities of $(5.9) million for
financial year ended 31 December 2017 included a reduction of “Accounts payable” of $7.3 million, an
increase in VAT receivable of $3.0 million and an increase crude oil inventory of $2.4 million offset by a
reduction in trade receivables of $3.2 million, an increase in “Accrued liabilities and other” of $2.0 million,
and a reduction in prepayments and other of $1.6 million.
Property and equipment expenditures have historically been the Company’s most significant use of cash in
investing activities. These expenditures were significantly lower in financial years ended 31 December 2016
and 2017 than financial year ended 31 December 2018. No drilling activities were conducted during these
two years as the Company conserved cash during the recent period of low crude oil prices. For 2018, the
cash basis expenditures of $14.1 million, were primarily related to the $11.8 million signing bonus paid in
connection with the Etame PSC Extension and $2.3 million paid for equipment and enhancements. For
2017, the cash basis expenditures of $1.8 million for property and equipment was primarily related to
equipment and other enhancements. During 2016, these expenditures on a cash basis (including
expenditures attributable to discontinued operations) were $8.7 million.
There were no other significant investing activities in 2018 and 2017. For 2016, other significant investing
activities included $5.7 million for the November 2016 acquisition of Sojitz’s interest in the Etame Marin
Block and $2.9 million to purchase oil puts used to mitigate the potential impact of price declines in 2016
and 2017.
Net cash used in financing activities during financial year ended 31 December 2018 included $9.2 million in
principal payments on debt which was extinguished in May 2018. With respect to cash flows related to
financing activities, for 2017, the Company had cash increases from $4.2 million of borrowings and cash
decreases from $10.0 million of debt repayments under the Amended Term Loan Agreement. There were
no significant financing activities in 2016.
Capital expenditures
At 31 December 2018, pursuant to the Etame PSC Extension, the Company had commitments for capital
expenditures related to the Base Case Work at an estimated cost of approximately $61.2 million ($20.5
million, net to VAALCO), by 16 September 2020. The Company estimates that the Expansive Work will cost
$25.0 million — $30.0 million ($8.5 million — $10.0 million, net to VAALCO).
The Company anticipates completing the Work Programme in H1 2020 and that the Work Programme and
any other capital expenditures will be funded by cash on hand and cash generated from operations. The
Expansive Work is subject to approval by the joint venture owners and the State of Gabon.
During 2018, the Company had accrual basis capital expenditures attributable to continuing operations of
$20.0 million compared to $1.7 million and $(4.1) million accrual basis capital expenditures in 2017 and
2016, respectively. The difference between capital expenditures and the property and equipment
expenditures reported in the consolidated statements of cash flows is attributable to changes in accruals
for costs incurred but not yet invoiced or paid on the report dates. Capital expenditures in 2018 were
attributable to the Etame PSC Extension signing bonus, equipment and enhancements. Capital Expenditures
in 2017 and 2016 were mainly for equipment and enhancements.
Capital resources
Credit facility
On 29 June 2016, the Company executed a supplemental agreement with the IFC which, among other
things, amended and restated the Company’s existing loan agreement to convert $20.0 million of the
revolving portion of the credit facility, to the Amended Term Loan Agreement with $15.0 million outstanding
at that date. On 22 May 2018, the Company terminated the Amended Term Loan Agreement by prepaying
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the outstanding principal and accrued interest. The Company did not incur any termination or prepayment
penalties as a result of the termination of the Amended Term Loan Agreement.
Cash on hand
At 31 December 2018, the Company had unrestricted cash of $33.4 million. The unrestricted cash balance
included $0.3 million of cash attributable to non-operating joint venture owner advances. As operator of the
Etame Marin Block, the Company entered into project related activities on behalf of the Etame Consortium.
The Company generally obtains advance cash from joint owners prior to significant funding commitments.
The Company currently sells its crude oil production from Gabon under the Mercuria COSPA, that began in
February 2019 and ends in January 2020. Pricing under the contract is based upon an average of Dated
Brent in the month of lifting, adjusted for location and market factors.
Liquidity
The Company’s revenues, cash flow, profitability, oil and gas reserve values and future rates of growth are
substantially dependent upon prevailing prices for oil. The Company’s ability to borrow funds and to obtain
additional capital on attractive terms is also substantially dependent on oil prices.
The Company generally seeks to fund its capital programme through cash flows from operations and
expects this to be the case for its capital programme through the medium term, including the Work
Programme. The Company has commitments under the Etame PSC Extension for capital expenditures to
undertake the Base Case Work, being the drilling of two development wells and two appraisal wellbores by
16 September 2020, which the Company commenced on 13 September 2019. The Company estimates
that the Base Case Work will cost approximately $61.2 million ($20.5 million, net to VAALCO). The Expansive
Work, comprising of a third development well that will follow completion of the Base Case Work and is
expected to be completed in H1 2020 and is estimated to cost approximately $25.0 million – $30.0 million
($8.5 million – $10.0 million, net to VAALCO), is subject to approval by the joint venture owners and the
State of Gabon. Based on drilling results and other factors, the Company’s drilling plans may change.
The Company’s capital programme for 2019 – 2020 does not include the cost of any potential acquisitions
or exploration activity with respect to Block P. In line with the Company’s general policy, the Group expects
to finance its 2019 – 2020 capital programme fully through cash on hand and cash flows from operations.
The Company expects any capital expenditures during the Working Capital Period to be funded by cash on
hand and cash flow from operations. The Company believes that at current prices, cash generated from
continuing operations, together with cash on hand at 30 June 2019, are adequate to support its operations
and cash requirements during 2019 and through 30 September 2020.
At 31 December 2018, the Company had 5.4 MMBBL of estimated net proved reserves (increased to
5.6 MMBBL as at 31 March 2019), all of which are related to the Etame Marin Block. The current term for
exploitation of the reserves in the Etame Marin Block ends in September 2028 with rights for two five-year
extension periods. Except to the extent that the Company conducts successful exploration or development
activities or acquires properties containing proved reserves, the Company’s estimated net proved reserves
will generally decline as reserves are produced. While both short-term and long-term liquidity are impacted
by crude oil prices, the Company’s long-term liquidity also depends upon the Company’s ability to find,
develop or acquire additional oil and natural gas reserves that are economically recoverable.
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4.

Results of operations for financial years ended 31 December 2018, 31 December 2017 and
31 December 2016
The Company’s results of operations for the financials years ended 31 December 2018, 31 December 2017
and 31 December 2016 was as follows:
Year Ended 31 December
2018
2017
2016
(in thousands, except per Share amounts)
Revenues:
Oil and natural gas sales
Operating costs and expenses:
Production expense
Exploration expense
Depreciation, depletion and amortization
Gain on revision of asset retirement obligations
General and administrative expense
Impairment of proved properties
Other operating expense
General and administrative related to Shareholder matters
Bad debt (recovery) expense and other
Total operating costs and expenses
Other operating income (expense), net
Operating income (loss)

$104,943

$77,025

$59,784

40,415
14
5,596
(3,325)
11,398
–
–
–
(77)

39,697
7
6,457
–
10,377
–
–
–
452

37,586
5
6,926
–
9,561
88
8,853
(332)
1,222

–––––––––––

–––––––––––

–––––––––––

54,021
365

56,990
(84)

63,909
(266)

–––––––––––

–––––––––––

51,287

19,951

–––––––––––

Other income (expense):
Derivative instruments gain (loss), net
Interest expense, net
Other, net

4,264
(145)
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Total other income (expense)
Income (loss) from continuing operations before income taxes
Income tax expense (benefit)
Income (loss) from continuing operations

–––––––––––
–––––––––––

58,717

–––––––––––

$(0.45)

–––––––––––
–––––––––––

58,384

–––––––––––
–––––––––––

–––––––––––
–––––––––––

$0.17
(0.01)

$(0.31)
(0.14)

–––––––––––

$0.16

59,997

$(26,550)

$(0.31)
(0.14)

$1.62

–––––––––––
–––––––––––

(8,283)

–––––––––––

$0.17
(0.01)

–––––––––––
–––––––––––
–––––––––––

(18,267)

–––––––––––

–––––––––––
–––––––––––

$0.16

$1.63
(0.01)

Diluted weighted average Shares outstanding

$9,651

–––––––––––

–––––––––––
–––––––––––

–––––––––––

59,248

Net income (loss) per Share

(621)

–––––––––––

$1.64

–––––––––––
–––––––––––

Diluted net income (loss) per Share:
Income (loss) from continuing operations
Loss from discontinued operations

–––––––––––

–––––––––––
–––––––––––
–––––––––––

Basic weighted average Shares outstanding

(9,019)
9,248

10,272

$1.65
(0.01)

Net income (loss) per Share

20,650
10,378

–––––––––––

$98,232

(4,628)

–––––––––––

98,728

–––––––––––
–––––––––––

–––––––––––

–––––––––––

–––––––––––

(496)

Basic net income (loss) per Share:
Income (loss) from continuing operations
Loss from discontinued operations

(1,711)
(2,613)
(304)

699

–––––––––––

Net income (loss)

(1,032)
(1,414)
3,145

–––––––––––

–––––––––––

Loss from discontinued operations

–––––––––––

4,187

55,474
(43,254)

(4,391)

–––––––––––

–––––––––––
–––––––––––

–––––––––––

–––––––––––
–––––––––––

58,720

–––––––––––
–––––––––––

–––––––––––

$(0.45)

–––––––––––
–––––––––––

58,384

–––––––––––
–––––––––––

The Company reported net income for the financial year ended 31 December 2018 of $98.2 million,
compared to a net income of $9.7 million for the same period of 2017. These amounts of income were
inclusive of a loss from discontinued operations for the financial year ended 31 December 2018 of
$0.5 million, and loss from discontinued operations for the financial year ended 31 December 2017 of
$0.6 million.
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The reported net income for the financial year ended December 31, 2017 of $9.7 million, compared to a
net loss of $26.6 million for the same period of 2016. These amounts of income (loss) were inclusive of a
loss from discontinued operations for the financial year ended 31 December 2017 of $0.6 million, and loss
from discontinued operations for the financial year ended 31 December 2016 of $8.3 million.
The Company’s net production, sales volumes and realised prices for the financials years ended
31 December 2018, 31 December 2017 and 31 December 2016 was as follows:
Year Ended 31 December
2018
2017
2016
(in thousands, except prices)
1,369
1,518
1,515

Gabon net oil production (MBBL)
International net oil sales (MBBL)
U.S. net oil sales (MBBL)

1,442
–

Net oil sales (MBBL)
Net natural gas sales (MMCF)
Net oil equivalents (MBOE)
Average realised oil price ($/BBL)
Average realised natural gas price ($/MCF)
Weighted average realised price ($/BOE)
Average Dated Brent spot* ($/BBL)

1,423
–

1,485
3

–––––––––––

–––––––––––

–––––––––––

1,442
–

1,423
–

1,488
124

–––––––––––

–––––––––––

1,442

1,423

–––––––––––

1,509

–––––––––––
–––––––––––

–––––––––––
–––––––––––

–––––––––––
–––––––––––

$70.32
–
70.32
71.34

$52.58
–
52.58
54.10

$40.13
1.95
39.62
43.67

Note
*Average of daily Dated Brent spot prices posted on the U.S. Energy Information Administration website.

Crude oil sales are a function of the number and size of crude oil liftings in each quarter from the FPSO
Petroleo Nautipa, and thus crude oil sales do not always coincide with volumes produced in any given
quarter. The Company made fifteen liftings for financial year ended 31 December 2018 and twelve liftings
for financial years ended 31 December 2017 and 31 December 2016. Volumes in 2017 were adversely
impacted because the last lifting of 2017 was not completed until 1 January 2018. Net revenues of $6.5
million associated with these net volumes were reported as revenue in 2018. The Company’s share of oil
inventory aboard the FPSO Petroleo Nautipa, excluding royalty barrels, was approximately 34,811, 122,076
and 46,700 barrels at financial years ended 31 December 2018, 31 December 2017 and 31 December
2016, respectively.
The revenue changes between financial year ended 31 December 2018 and financial year ended
31 December 2017 and changes between financial year ended 31 December 2017 and financial year ended
31 December 2016 identified as related to changes in price or volume are shown in the table below.

Price
Volume
Other

Change from 2017 to 2018
Change from 2016 to 2017
(in thousands)
$25,578
$17,716
999
(2,850)
1,341
2,375
–––––––––––

$27,918

–––––––––––
–––––––––––

–––––––––––

$17,241

–––––––––––
–––––––––––

Oil and natural gas revenues
Oil and natural gas revenues increased $27.9 million during financial year ended 31 December 2018
compared to financial year ended 31 December 2017. Based on the average realised oil prices, a substantial
portion of the increase in revenue is related to realised oil prices, which are due to increases in the Dated
Brent market price.
Oil and natural gas revenues increased $17.2 million during financial year ended 31 December 2017
compared to financial year ended 31 December 2016. A substantial portion of the increase in revenue is
related to higher realised oil prices as well as higher revenue attributable to the Group’s acquisition of Sojitz’s
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2.98 percent working interest (3.23 percent participating interest) in the Etame Marin Block on 22 November
2016. This was offset in part by an overall decrease in sales volumes. Revenues in 2017 were adversely
impacted because the last lifting in 2017 was not completed until 1 January 2018. Net revenues of
$6.5 million associated with net volumes delivered to the buyer on 1 January 2018 of 95,525 barrels are
reported as revenue in 2018.
Production expenses
Production expenses were substantially unchanged increasing $0.7 million in financial year ended
31 December 2018 compared to financial year ended 31 December 2017. Workover costs increased
$0.7 million and the Company saw increases in fuel and personnel costs. These increases were offset by
lower FPSO Petroleo Nautipa charter fees and customs costs.
Production expenses increased $2.1 million in financial year ended 31 December 2017 compared to financial
year ended 31 December 2016, primarily as a result of the Company’s increased ownership in the Etame
Marin Block after the acquisition in November 2016 from Sojitz, costs related to the planned maintenance
turnaround, asset integrity work performed during the planned turnaround, costs associated with certain
regulatory requirements in Gabon, custom fees and FPSO cost escalation.
Depreciation, depletion and amortization
Depreciation, depletion and amortization decreased $0.9 million in financial year ended 31 December 2018
compared to financial year ended 31 December 2017 due to the favourable impact of depleting the
Company’s costs over a higher reserve base as a result of improvements in estimated reserves identified at
31 December 2018.
Depreciation, depletion and amortization decreased $0.5 million in financial year ended 31 December 2017
compared to financial year ended 31 December 2016 due to the favourable impact of depleting the
Company’s costs over a higher reserve base as a result of improvements in estimated reserves identified at
financial year ended 31 December 2016 and financial year ended 31 December 2017 as well as lower lifting
volumes.
Gain on revision of asset retirement obligations
Gain on revision of asset retirement obligations for financial year ended 31 December 2018 resulted from
the downward revisions of $6.5 million to the liability for asset retirement obligations which exceeded the
net book value of the related assets by $3.3 million.
General and administrative expenses
General and administrative expenses increased $1.0 million in financial year ended 31 December 2018
compared to financial year ended 31 December 2017. Share-based compensation expense increased by
$1.3 million during financial year ended 31 December 2018 as compared to financial year ended
31 December 2017. This increase was primarily related to fair value adjustments associated with SARs.
Other increases in personnel costs were offset by lower professional services and other taxes in financial
year ended 31 December 2018 compared to financial year ended 31 December 2017.
General and administrative expenses increased $0.8 million in financial year ended 31 December 2017
compared to financial year ended 31 December 2016. The increase was primarily related to higher legal
fees and accounting and auditing costs offset by lower personnel costs. Personnel costs were lower in
2017 as a result of lower wages and employee benefits offset by higher Share-based compensation as
2016 included the benefit related to employee forfeitures.
Bad debt (recovery) expense
Bad debt (recovery) expense is primarily associated with accounts receivable balances with the joint venture
owners and the government of Gabon for reimbursable Value-Added Tax (“VAT”). Collection efforts, including
remedies provided for in the contracts, are pursued to collect overdue amounts owed the Company. Portions
of the costs in Gabon (including the VAT receivable) are denominated in CFA. For the financial year ended
31 December 2018 the Company recovered $0.1 million from payments associated with the VAT receivable.
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For the financial years ended 31 December 2017 and 31 December 2016, the Company recorded bad debt
expense of $0.5 million and $1.2 million, respectively.
Other operating expenses
Other operating expenses for financial year ended 31 December 2016 included $1.0 million accrued for
certain unpaid payroll taxes in Gabon which were not paid pertaining to labour provided to the Company
over a number of years by a third-party contractor and $7.9 million, net to VAALCO, of expense associated
with the demobilisation and release of the contracted drilling rig. In June 2016, the Company reached an
agreement with the drilling contractor to pay less than the Company’s originally estimated maximum day
rate, plus demobilisation costs, in seven equal monthly instalments beginning in July 2016. In January 2017,
the Company resolved the Gabon payroll tax obligation. The Company did not incur such expenditures for
the financial years ended 31 December 2018 and 31 December 2017.
Derivative instruments gain (loss), net
Derivative instruments gain (loss), net for the financial year ended 31 December 2016 and 2017 consisted
of the Company’s oil put contracts, which provided for settlement based upon reported the Brent price,
expired as of financial year ended 31 December 2017. The Company’s derivative instruments at financial
year ended 31 December 2018 consisted of oil swaps, which require the Company to pay a counterparty
when the price of oil exceeds $74.00 per BBL, and where the price of oil falls below $74.00, the Company
received a payment from the counterparty. Derivative instruments gain (loss), net consisted of realised gains
or losses upon the settlement of the derivative instrument and the change in the fair value during the period
of derivative assets and liabilities of the Company resulting from commodity risk management activities.
The Company received net cash settlements of $0.7 million during the financial year ended 31 December
2018 related to matured derivative contracts. The Company received cash settlements of $0.2 million during
the financial year ended 31 December 2017 related to matured derivative contracts. The Company did not
receive any cash settlements during the financial year ended 31 December 2016 related to matured
derivative contracts.
Interest expense
Interest expense for financial years ended 31 December 2018, 31 December 2017 and 31 December 2016
related to the Amended Term Loan Agreement with the IFC to the consolidated financial statements and to
interest on taxes other than income taxes. On 22 May 2018, the Company terminated the Amended Term
Loan Agreement by prepaying the outstanding principle and accrued interest. Financial year ended
31 December 2018 includes interest expense related to the Amended Term Loan Agreement prior to the
May 2018.
Other, net
Other, net for the financial year ended 31 December 2018 consisted primarily of other income offset by
foreign currency losses of $0.1 million. In 2017 Other, net consisted primarily of $2.6 million related to the
reversal of accruals for liabilities the Company was no longer obligated to pay as well as $0.5 million in
foreign currency gains. Other, net consisted of foreign currency losses in financial year ended 31 December
2016
Income tax expense (benefit)
Income tax expense (benefit) for the financial year ended 31 December 2018 includes a $56.9 million
deferred tax benefit primarily related to the recognition of deferred tax assets and the reversal of valuation
allowances on deferred tax assets. In addition to the deferred tax benefit, the Company had a current tax
provision of $13.7 million during the financial year ended 31 December 2018.
As a result of the 2017 tax legislation enacted in the U.S., the Company expects to realise the benefit from
the Alternative Minimum Tax (“AMT”) credit carryforwards. The valuation allowance recorded related to AMT
credits in previous periods was reversed in 2017 with the exception for a reserve for the possible
sequestration of the credits. The $1.3 million reversal was recorded as a deferred income tax benefit during
the fourth quarter of 2017.
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In addition to the deferred tax benefit, the Company had a current tax provision of $11.6 million during the
financial year ended 31 December 2017. The current tax provision in both periods is primarily attributable
to the Company’s operations in Gabon and is higher in 2018 than income tax for the comparable 2017
period as a result of higher revenues. Income tax expense increased $1.1 million in the financial year ended
31 December 2017 compared to the same period of 2016. Income tax expense in both periods is primarily
attributable to the Company’s operations in Gabon and is higher in 2017 than income tax for the comparable
2016 period primarily as a result of higher revenues. In addition, income tax expense in the financial year
ended 31 December 2017 was offset by a $1.3 million benefit from the reversal of valuation allowances on
deferred tax assets attributable to AMT credit carryforwards in the U.S. as a result of expected refunds of
these credits under the tax legislation enacted in December 2017.
Loss from discontinued operations
Loss from discontinued operations for financial years ended 31 December 2018, 2017 and 2016 were
attributable to the discontinued operations in Angola. For financial year ended 31 December 2016 the
Company reported loss from discontinued operations related to Angola primarily as a result of $3.1 million
of income tax on financial gains and $15.0 million accrual for the potential payment of drilling obligations
offset by $7.6 million of bad debt recovery and $3.2 million of collected default interest.

5. Key operating highlights for six months ended 30 June 2019 and 30 June 2018
During the six months ended 30 June 2019 and 30 June 2018 production from the Etame PSC was
approximately 2,399 MBBL (648 MBBL, net to VAALCO) and 2,398 MBBL (648 MBBL, net to VAALCO),
respectively.
On 20 June 2019, the Board authorised and approved the Share Repurchase Programme for up to
$10.0 million of the currently issued and outstanding Common Shares, over a period of 12 months. Under
the Share Repurchase Programme, the Company intends to repurchase Common Shares through open
market purchases, privately-negotiated transactions, block purchases or otherwise in accordance with
applicable federal securities laws, including Rule 10b-18 of the Exchange Act.
During Q2 2019, the ETAME-4H well produced an average of approximately 350 BOPD gross (95 BOPD,
net to VAALCO); however, in July 2019, this well stopped producing. In September 2019, the ETAME-10H
well, which had produced an average of approximately 735 BOPD gross (200 BOPD, net to VAALCO) during
Q2 2019, stopped producing. VAALCO is currently undertaking a technical analysis of cost effective remedial
work with a view to re-establishing production at each of ETAME-4H and ETAME-10H.
In July 2019, the Company performed an acid simulation job on the ETBNM-2H well. Subsequent to this
work, the well would not flow naturally, and VAALCO was unable to restore production. VAALCO is currently
planning on performing remedial work in Q4 2019 with a view to re-establishing production. During Q2
2019, this well produced an average of approximately 420 BOPD gross (113 BOPD, net to VAALCO).
In August 2019, VAALCO performed a planned maintenance turnaround for the FPSO Petroleo Nautipa,
which included a nine-day full field shut down which will impact Q3 2019 production. This was taken into
consideration in determining the full year guidance for 2019, which remains at between 3,300 BOPD net to
VAALCO and 3,900 BOPD net to VAALCO. Taking into consideration the combination of the planned
turnaround, as well as the impact of deferred production from the three wells that are not producing,
VAALCO expects average production for Q3 2019 to be between 3,000 BOPD net to VAALCO and 3,300
BOPD net to VAALCO.
As part of the Work Programme, the Company has contracted a drilling rig to undertake the Base Case
Work. The contract includes options to drill the Expansive Work and three further additional wells at the
Etame Marin Block. The Company believes that there is significant reserve upside associated with the two
appraisal wellbores being drilled as part of the Base Case Work.
The Company anticipates completing the Work Programme in H1 2020 and that the Work Programme will
be funded by cash on hand and cash generated from operations. VAALCO estimates that the Base Case
Work will cost approximately $61.2 million ($20.5 million, net to VAALCO) and that the Expansive Work will
cost approximately $25.0 million – $30.0 million ($8.5 million – $10.0 million, net to VAALCO).

81

6.

Highlights and selected financial information for six months ended 30 June 2019 and 30 June
2018
The following table sets forth, as of the dates and for the periods indicated, selected financial information.
The financial information for each of the six months ended 30 June 2019 and 30 June 2018 has been
derived from the Company’s unaudited financial statements filed with the SEC in the quarterly report on
Form 10-Q for each quarter.
Six Months Ended 30 June
2019
2018
(in thousands, except per Share amounts)
Total revenues
$44,995
$52,071
Income (loss) from continuing operations
(41)
9,598
Basic income (loss) from continuing operation per Share attributable to
Shareholders
0.00
0.16
Diluted income (loss) from continuing operations per Share attributable
to Shareholders
0.00
0.16
Balance Sheet Data:
Net property, plant and equipment
51,869
21,127
Total assets
202,067
100,276
Total long-term liabilities
39,259
21,600

7.

Liquidity, financing and capital resources for six months ended 30 June 2019 and 30 June
2018
Six Months Ended 30 June
2019
2018
Increase
(Decrease)
(in thousands)
Net cash provided by operating activities before change in
operating assets and liabilities
$14,106
$17,190
$(3,084)
Net change in operating assets and liabilities
2,566
14,358
(11,792)
–––––––––––

Net cash provided by continuing operating activities
Net cash used in discontinued operating activities
Net cash provided by operating activities
Net cash used in continuing investing activities
Net cash used in discontinued investing activities

16,672
(91)

–––––––––––

16,581
(1,163)
–

–––––––––––

Net cash used in investing activities
Net cash used in continuing financing activities
Net cash used in discontinued financing activities

(1,163)
(245)
–

–––––––––––

Net cash used in financing activities

(245)

–––––––––––

Net change in cash, cash equivalents and restricted cash

$15,173

–––––––––––
–––––––––––

–––––––––––

–––––––––––

31,548
(892)

(14,876)
801

–––––––––––

–––––––––––

30,656
(976)
–

(14,075)
(187)
–

–––––––––––

–––––––––––

(976)
(8,721)
–

(187)
8,476
–

–––––––––––

(8,721)

–––––––––––

$20,959

–––––––––––
–––––––––––

–––––––––––

8,476

–––––––––––

$(5,786)

–––––––––––
–––––––––––

The decrease in net cash provided by the Company’s operating activities for the six months ended 30 June
2019 compared to the same period of 2018 includes a $3.1 million decrease in cash generated by continuing
operations before change in operating assets and liabilities, which was mainly due to lower revenue, and a
decrease in the Company’s operating assets and liabilities of $11.8 million. The net change in operating
assets and liabilities of $2.6 million for the six months ended 30 June 2019 included a $3.2 million decrease
in trade and other receivables, and an increase in “Accrued liabilities and other” of $3.9 million offset by a
$2.8 million decrease in “Foreign taxes payable,” and a $0.7 decrease in “Accounts payable” and an increase
of $1.2 million in “Prepayments and other”. The net change in operating assets and liabilities of $14.4 million
for the six months ended 30 June 2018 included $13.2 million in payments made by joint venture owners
partially offset by a pay down of “Accounts payable” and “Accrued liabilities and other” of $0.8 million.
Property and equipment expenditures have historically been the Company’s most significant use of cash in
investing activities. During the six months ended 30 June 2019, these expenditures on a cash basis were
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$1.2 million, primarily related to equipment purchases. This compares to $1.0 million in property and
equipment expenditures included in capital expenditures for the six months ended 30 June 2018.
Net cash used in financing activities during the six months ended 30 June 2018 included $9.2 million in
principal payments on debt which was extinguished in May 2018.
Capital expenditures
During the six months ended 30 June 2019, the Company made accrual basis capital expenditures of
$2.3 million. Pursuant to the Etame PSC Extension, the Company has commitments for capital expenditures
related to the Base Case Work at an estimated cost of approximately $61.2 million ($20.5 million, net to
VAALCO), by 16 September 2020. The Company estimates that the Expansive Work will cost $25.0 million
— $30.0 million ($8.5 million — $10.0 million, net to VAALCO). The Company anticipates completing the
Work Programme in H1 2020. The Expansive Work is subject to approval by the joint venture owners and
the State of Gabon.
Capital resources
Credit facility
Historically, the Company’s primary sources of capital have been cash flows from operating activities,
borrowings under the Amended Term Loan Agreement with the IFC and cash balances on hand. On
22 May 2018, the Company terminated the Amended Term Loan Agreement by prepaying the outstanding
principal and accrued interest. The Company did not incur any termination or prepayment penalties as a
result of the early termination of the Amended Term Loan Agreement.
Cash on hand
At 30 June 2019, the Company had unrestricted cash of $48.6 million. The unrestricted cash balance
includes $3.8 million of cash attributable to non-operating joint venture owner advances. As operator of the
Etame Marin Block, the Company enters into project related activities on behalf of the Etame Consortium.
The Company generally obtain cash advances from the joint venture owners prior to significant funding
commitments. The Company’s cash on hand will be utilised, along with cash generated from operations, to
fund operations for the Working Capital Period.
The Company currently sells the crude oil production from Gabon under the Mercuria COSPA that began
in February 2019 and ends in January 2020. Pricing under the contract is based upon an average of Dated
Brent in the month of lifting, adjusted for location and market factors.
Liquidity
The Company’s revenues, cash flow, profitability, oil and natural gas reserve values and future rates of growth
are substantially dependent upon prevailing prices for oil. VAALCO’s ability to borrow funds and to obtain
additional capital on attractive terms is also substantially dependent on oil prices.
The Company generally seeks to fund its capital programme through cash flows from operations and
expects this to be the case for its capital programme through the medium term, including the Work
Programme. The Company has commitments under the Etame PSC Extension for capital expenditures to
undertake the Base Case Work, being the drilling of two development wells and two appraisal well bores
by 16 September 2020, which the Company commenced on 13 September 2019. The Company estimates
that the Base Case Work will cost approximately $61.2 million ($20.5 million, net to VAALCO). The Expansive
Work, comprising of a third development well that will follow completion of the Base Case Work and is
expected to be completed in H1 2020 and is estimated to cost approximately $25.0 million – $30.0 million
($8.5 million – $10.0 million, net to VAALCO), is subject to approval by the joint venture owners and the
State of Gabon. Based on drilling results and other factors, the Company’s drilling plans may change.
The Company’s capital programme for 2019 – 2020 does not include the cost of any potential acquisitions
or exploration activity with respect to Block P. In line with the Company’s general policy, the Group expects
to finance its 2019 – 2020 capital programme fully through cash on hand and cash flows from operations.
The Company expects any capital expenditures during the Working Capital Period to be funded by cash on
hand and cash flow from operations. The Company believes that at current prices, cash generated from
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continuing operations, together with cash on hand at 30 June 2019, are adequate to support its operations
and cash requirements during 2019 and through 30 September 2020.
At 31 December 2018, the Company had 5.4 MMBBL of estimated net proved reserves (increased to
5.6 MMBBL as at 31 March 2019), all of which are related to the Etame Marin Block. The current term for
exploitation of the reserves in the Etame Marin Block ends in September 2028 with rights for two five-year
extension periods. Except to the extent that the Company conducts successful exploration or development
activities or acquire properties containing proved reserves, the Company’s estimated net proved reserves
will generally decline as reserves are produced. While both short-term and long-term liquidity are impacted
by crude oil prices, the Company’s long-term liquidity also depends upon the Company’s ability to find,
develop or acquire additional oil and natural gas reserves that are economically recoverable.
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8. Results of operations for six months ended 30 June 2019 and 30 June 2018
The Company’s results of operations for the six months ended 30 June 2019 and 30 June 2018 was as
follows:
Six Months Ended 30 June
2019
2018
(in thousands, except per Share amounts)
Revenues:
Oil and natural gas sales
Operating costs and expenses:
Production expense
Exploration expense
Depreciation, depletion and amortization
General and administrative expense
Bad debt (recovery) expense
Total operating costs and expenses
Other operating income (expense), net

$44,995

$52,071

18,038
–
3,462
7,167
(24)

23,777
12
2,159
7,611
89

–––––––––––

–––––––––––

28,643
(4,436)

33,648
338

–––––––––––

Operating income

11,916

Other income (expense):
Derivative instruments gain (loss), net
Interest income (expense), net
Other, net

–––––––––––

(1)
388
(383)

(1,010)
(384)
(145)

4

Income from continuing operations before income taxes
Income tax expense
Income (loss) from continuing operations

Basic net income (loss) per Share:
Income (loss) from continuing operations
Income (loss) from discontinued operations, net of tax
Net income (loss) per Share

11,920
11,961

17,222
7,624

–––––––––––

5,509

$9,203

$0.00
0.09

$0.16
(0.01)

–––––––––––

–––––––––––

$0.15

–––––––––––
–––––––––––

58,977

–––––––––––
–––––––––––

–––––––––––
–––––––––––

$0.00
0.09

$0.16
(0.01)

–––––––––––

$0.09

–––––––––––
–––––––––––

Diluted weighted average Shares outstanding

(395)

$5,468

59,716

Net income (loss) per Share

9,598

–––––––––––
–––––––––––

–––––––––––
–––––––––––

Diluted net income (loss) per Share:
Income (loss) from continuing operations
Income (loss) from discontinued operations, net of tax

–––––––––––

–––––––––––

$0.09

Basic weighted average Shares outstanding

(1,539)

–––––––––––

–––––––––––

Net income (loss)

–––––––––––

–––––––––––

(41)

Income (loss) from discontinued operations, net of tax

18,761

–––––––––––

–––––––––––

Total other income (expense), net

–––––––––––

59,716

–––––––––––
–––––––––––

–––––––––––

$0.15

–––––––––––
–––––––––––

59,358

–––––––––––
–––––––––––

The Company reported net income for the six months ended 30 June 2019 of $5.5 million compared to net
income of $9.2 million for the same period of 2018. The net income for the six months ended 30 June 2019
is inclusive of the income from discontinued operations for the same period of $5.5 million. The net income
for the six months ended 30 June 2018 was inclusive of the loss from discontinued operations for the same
period of $0.4 million. Substantially all of the Company’s operations are attributable to the Company’s interest
in Etame.
The table below shows net production, sales volumes and realised prices for the six months ended
30 June 2019 and 30 June 2018.
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Six Months Ended 30 June
2019
2018
(in thousands, except prices)
648
648
654
712
$66.60
$71.23
$66.07
$70.67

Gabon net oil production (MBBL)
International net oil sales (MBBL)
Average realised oil price ($/BBL)
Average Dated Brent spot* ($/BBL)
Note

*Average of daily Dated Brent spot prices posted on the U.S. Energy Information Administration website.

Crude oil sales are a function of the number and size of crude oil liftings in each quarter from the FPSO
Petroleo Nautipa, and thus, crude oil sales do not always coincide with volumes produced in any given
quarter. The Company made seven liftings during both of the six month periods ended 30 June 2019 and
30 June 2018. The Company’s share of oil inventory aboard the FPSO Petroleo Nautipa, excluding royalty
barrels, was approximately 21,526 and 52,900 barrels at 30 June 2019 and 30 June 2018, respectively.
Production volumes for the six months ended 30 June 2019 were consistent with the comparable 2018
period. Sales volumes were lower between the periods because sales volumes for the six months ended
30 June 2018 included 95,525 barrels associated with the last lifting in 2017 which was not completed until
1 January 2018. Net revenues of $6.5 million associated with these net volumes were reported as revenue
in the six months ended 30 June 2018.
The revenue changes between the six months ended 30 June 2019 and 30 June 2018 identified as related
to changes in price or volume are shown in the table below.
(in thousands)
$(3,029)
(4,131)
84

Price
Volume
Other

–––––––––––

$(7,076)

–––––––––––
–––––––––––

Oil and natural gas revenues
Oil and natural gas revenues decreased $7.1 million during the six months ended 30 June 2019 compared
to the six months ended 30 June 2018. The decrease in revenue was attributable to lower sales volumes
and to a lesser extent lower prices.
Production expenses
Production expenses decreased $5.7 million in the six months ended 30 June 2019 compared to the same
period of 2018. The Company recorded $0.1 million in workover costs in 2019 compared to $4.8 million in
workover costs during the comparable period. The lower workover costs were offset by higher transportation
($0.6 million), FPSO ($0.2 million), customs and other costs ($0.3 million) during 2019 compared to 2018.
Depreciation, depletion and amortization costs
Depreciation, depletion and amortization costs increased $1.3 million due to higher depletable costs
associated with the PSC Extension for the six months ended 30 June 2019 and 30 June 2018.
General and administrative expenses
General and administrative expenses decreased $0.4 million in the six months ended 30 June 2019
compared to the same period of 2018. The decrease in expense was related to a $1.2 million decrease in
SARs expense. SAR liability awards are fair valued. The primary driver to changes in the fair value of these
awards is changes in the price of Common Shares. The decrease in SARs expense was offset by higher
professional fees ($0.3 million), accounting and audit fees ($0.2 million), personnel related costs ($0.2 million)
and other costs ($0.1 million) during the six months ended 30 June 2019 compared to the same period in
2018.
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Bad debt (recovery) expense
Bad debt (recovery) expense for the six months ended 30 June 2019 reflected recoveries from payments
associated to the VAT receivable. For the six months ended 30 June 2018, the Company recorded a bad
debt expense of $0.1 million.
Other operating income (expense), net
Other operating income (expenses), net for the six months ended 30 June 2019 is related to the Etame
Audit Agreement which the Company entered into in September 2019 to resolve a legacy issue related to
findings from Etame joint ventures owners’ audits for the periods from 2007 through 2016 for $4.4 million
net to VAALCO. During the six months ended 30 June 2018, the Company recorded a reduction in inventory
obsolescence.
Interest income (expense), net
Interest income (expense), net for the six months ended 30 June 2019 relates to interest income on cash
balances as compared to 30 June 2018 which relates to interest expense on the Amended Term Loan
Agreement with the IFC and interest expense on taxes other than income taxes.
Derivative instruments gain (loss), net
Derivative instruments gain (loss), net for the six months ended 30 June 2019 is attributable to the
Company’s swaps and is a result of an increase in the price of Dated Brent crude oil during each of the six
months ended 30 June 2019 and 30 June 2018.
Other, net
Other, net for the six months ended 30 June 2019 and 30 June 2018 consisted primarily of foreign currency
losses.
Income tax expense
Income tax expense for the six months ended 30 June 2019 was $12.0 million. This is comprised of
$7.7 million of deferred tax expense and a current tax provision of $4.3 million and was impacted by the
above referenced $4.4 million related to the Etame Audit Agreement. Income from continuing operations,
excluding the $4.4 million, was $16.3 million. At an effective tax rate of 79 percent (which was impacted by
items associated with operations and foreign taxes for which no U.S. tax benefit was recognised), income
taxes would have been $12.9 million. The $12.9 million of income tax expense is reduced by the tax benefit
of the $4.4 million expense (taxed at the U.S. income tax rate of 21 percent) or $0.9 million; thus, the
expected tax is $12.0 million and consistent with the actual income tax expense recorded of $12.0 million.
For the six months ended 30 June 2018, the Company had a current provision of $7.6 million and no
amounts related to the deferred provision. The decrease in the current provision is primarily attributable to
Gabon income taxes which were impacted by the decline in revenues between periods as well as an increase
in the Cost Recovery percentage from 70 percent to 80 percent under the Etame PSC Extension. With
respect to deferred income tax, for periods prior to the three months ended 30 September 2018, the
Company had full valuation allowances on its net deferred tax assets, and deferred income tax was zero.
Gain (loss) from discontinued operations
Gain (loss) from discontinued operations for the six months ended 30 June 2019 and 30 June 2018 are
attributable to the Angola operations. The gain from discontinued operations for the six months ended
30 June 2019 is primarily related to recording a $5.7 million after tax gain on the finalised Block 5 Settlement
Agreement. The loss from discontinued operations for the six months ended 30 June was related to Angola
administration costs.

9. Business combination
On 22 November 2016, the Company completed the acquisition of an additional 2.98 percent working
interest (3.23 percent participating interest) in the Etame Marin Block from Sojitz, which represented all of
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the interest owned by Sojitz in the concession. The acquisition had an effective date of 1 August 2016 and
was funded with cash on hand.
The actual impact of the Sojitz acquisition was an increase to “Total revenues” in the consolidated statement
of operations of $0.2 million for financial year ended 31 December 2016 and a minimal decrease to “Net
loss” in the consolidated statement of operations for financial year ended 31 December 2016.

88

PART 14 – CREST AND DEPOSITARY INTERESTS
1.

The Company has established arrangements to enable investors to settle interests in the Common
Shares through the CREST system. CREST is a paperless settlement system allowing securities to be
transferred from one person’s CREST account to another without the need to use share certificates or
written instruments of transfer. Securities issued by non-UK companies, such as the Company, cannot
be held or transferred electronically in the CREST system. However, Depositary Interests allow such
securities to be dematerialised and settled electronically through CREST. Where investors choose to
settle interests in the Common Shares through the CREST system, and pursuant to depositary
arrangements established by the Company, the Custodian will hold the Common Shares and issue
dematerialised Depositary Interests representing the underlying Common Shares, which will be held
on trust for the holders of the Depositary Interests. The Depositary Interests will be independent
securities constituted under English law which may be held and transferred through the CREST system.
Investors should note that it is the Depositary Interests which will be admitted to and settled through
CREST and not the Common Shares.

2.

The Bylaws are consistent with CREST membership in respect of Depositary Interests and the holding
and transfer of Depositary Interests in uncertified form. Under the DGCL, companies are not prohibited
from issuing shares in book-entry form, but shareholders have the right to require the companies to
issue physical certificates. The Board has passed a resolution authorising the issuance of Shares in
book-entry form.

3.

The Company and the Depositary entered into a depositary agreement on 10 September 2019, the
principal terms of which are summarised below.

4.

The Depositary Interests have been created pursuant to and issued on the terms of a deed poll that
was executed on 9 September 2019 by the Depositary in favour of the holders of the Depositary
Interests from time to time. Holders of Depositary Interests should note that they will have no rights
against Euroclear UK & Ireland (the operators of CREST) or its subsidiaries in respect of the underlying
Common Shares or the Depositary Interests representing them.

5.

If a holder of Common Shares so requests, its Common Shares will be transferred to an account of
the Depositary or the Custodian maintained on the Company’s share register via Cede & Co, a nominee
of DTC, in accordance with the applicable DTC rules, and the Depositary will issue Depositary Interests
to participating CREST members.

6.

Each Depositary Interest will be treated as one Common Share for the purposes of determining, for
example, eligibility for any dividends. The Depositary will pass on to holders of Depositary Interests
any share or cash benefits received by it as holder of Common Shares on trust for such Depositary
Interest holder. Depositary Interest holders, through the Depositary, will also be able to receive notices
of meetings of holders of Common Shares and other notices issued by the Company to its
Shareholders.

7.

The Depositary Interests have the same security code (ISIN) as the underlying Common Shares and
will not require a separate admission to the Main Market. The Depositary Interests can then be traded
and settled within the CREST system in the same way as any other CREST securities. Application will
be made for the Depositary Interests to be admitted to CREST with effect from Admission.

8.

If a holder wishes to cancel its Depositary Interest, it will either directly or through its broker instruct
the applicable CREST participant to initiate a CREST withdrawal (where such withdrawal is sent to the
Depositary) for the name that appears on the Register. The Depositary Interest will then be cancelled
by the Depositary and the related Common Shares will be credited to the account on the Register by
the Registrar. The Registrar will then send the holder a new Common Share certificate.

9.

The information included within this section relating to the obtaining and cancellation of Depositary
Interests by a holder is intended to be a summary only and is not to be construed as legal, business
or tax advice. Each investor should consult his or her own lawyer, financial adviser, broker or tax adviser
for legal, financial or tax advice in relation to Depositary Interests.
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Deed Poll
The Deed Poll executed by the Depositary prior to Admission contains the following provisions:
10. The Depositary will hold (itself or through the Custodian), as bare trustee, the underlying Common
Shares in its DTC account (which will be maintained on the Company’s share register via Cede & Co,
a nominee of DTC) and all and any rights and other securities, property and cash attributable to the
underlying Common Shares pertaining to the Depositary Interests for the benefit of the holders of the
relevant Depositary Interests as tenants in common. The Depositary will re-allocate securities or
Depositary Interests distributions allocated to the Depositary or Custodian pro rata to the Common
Shares held for the respective accounts of the holders of Depositary Interests, but will not be required
to account for fractional entitlements arising from such re-allocation.
11. Holders of Depositary Interests agree to give such warranties and certifications to the Depositary as
the Depositary may reasonably require. In particular, holders of Depositary Interests warrant, among
other things, that the securities in the Company transferred or issued to the Depositary or Custodian
on behalf of the Depositary for the account of the Depositary Interest holder are free and clear of all
liens, charges, encumbrances or third party interests and that such transfers or issues are not in
contravention of the Company’s constitutional documents or any contractual obligation, or applicable
law or regulation binding or affecting such holder, and holders of Depositary Interests agree to indemnify
the Depositary against any liability incurred as a result of any breach of such warranty.
12. The Depositary and any Custodian shall pass on to the Depositary Interest holders and, so far as they
are reasonably able, exercise on behalf of the Depositary Interest holders all rights and entitlements
received or to which they are entitled in respect of the underlying Common Shares which are capable
of being passed on or exercised. Rights and entitlements to cash distributions, to information, to make
choices and elections and to call for, attend and vote at meetings shall, subject to the Deed Poll, be
passed on in the form in which they are received, together with amendments and additional
documentation necessary to effect such passing-on, or, as the case may be, exercised in accordance
with the Deed Poll. If arrangements are made which allow a holder to take up rights in the Company’s
securities requiring further payment, the holder must put the Depositary in cleared funds before the
relevant payment date or other date notified by the Depositary if it wishes the Depositary to exercise
such rights.
13. The Depositary will be entitled to cancel Depositary Interests and treat the holders thereof as having
requested a withdrawal of the underlying securities in certain circumstances, including where a
Depositary Interest holder fails to furnish to the Depositary with such certificates or representations as
to material matters of fact, including his identity, as the Depositary deems appropriate.
14. The Depositary warrants that it is an authorised person under the FSMA and is duly authorised to carry
out custodian and other activities under the Deed Poll. It also undertakes to maintain that status and
authorisation.
15. The Deed Poll contains provisions excluding and limiting the Depositary’s liability. For example, the
Depositary shall not be liable to any Depositary Interest holder or any other person for liabilities in
connection with the performance or non-performance of obligations under the Deed Poll or otherwise
except as may result from its negligence or wilful default or fraud or that of any person for whom it is
vicariously liable, provided that the Depositary shall not be liable for the negligence, wilful default or
fraud of any Custodian or agent which is not a member of its group unless it has failed to exercise
reasonable care in the appointment and continued use and supervision of such Custodian or agent.
Except in the case of personal injury or death, any liability incurred by the Depositary to a holder under
the Deed Poll is limited to the lesser of:
(a)

the value of the Common Shares that would have been properly attributable to the Depositary
Interests to which the liability relates; and

(b)

that proportion of £5 million which corresponds to the portion which the amount the Depositary
would otherwise be liable to pay to the holder bears to the aggregate of the amounts the
Depositary would otherwise be liable to pay to all such holders in respect of the same act,
omission or event which gave rise to such liability or, if there are no such amounts, £5 million.
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16. The Depositary is entitled to charge holders of Depositary Interests fees and expenses for the provision
of its services under the Deed Poll.
17. Each holder of Depositary Interests is liable to indemnify the Depositary and any Custodian (and their
agents, officers and employees), and hold each of them harmless, from and against all liabilities arising
from or incurred in connection with, or arising from any act related to, the Deed Poll so far as they
relate to the property held for the account of that holder, other than those caused by or resulting from
the wilful default, negligence or fraud of: (i) the Depositary; or (ii) the Custodian or any agent if such
Custodian or agent is a member of the Depositary’s group or if, not being a member of the same
group, the Depositary shall have failed to exercise reasonable care in the appointment and continued
use of such Custodian or agent.
18. The Depositary is entitled to make deductions from the deposited property or any income or capital
arising therefrom, or to sell such deposited property and make deductions from the sale proceeds
thereof, in order to discharge the indemnification obligations of Depositary Interest holders.
19. The Depositary may terminate the Deed Poll by giving not less than 30 days’ notice. During such notice
period, Depositary Interest holders may cancel their Depositary Interests and withdraw their deposited
property and, if any Depositary Interests remain outstanding after termination, the Depositary shall, as
soon as reasonably practicable and amongst other things: (i) deliver the deposited property in respect
of the Depositary Interests to the relevant Depositary Interest holder; or at the Depositary’s discretion;
(ii) sell all or part of such deposited property. It shall, as soon as reasonably practicable, deliver the net
proceeds of any such sale, after deducting any sums due to the Depositary, together with any other
cash held by it under the Deed Poll, pro rata to the Depositary Interest holders in respect of their
Depositary Interests.
20. The Depositary or the Company may require from any holder: (i) information as to the capacity in which
Depositary Interests are owned or held by such holders and the identity of any other person with any
interest of any kind in such Depositary Interests or the underlying Common Shares and the nature and
amounts of such interests; (ii) evidence or declaration of nationality or residence of the legal or beneficial
owner(s) of Depositary Interests and such information as is required to transfer the relevant Depositary
Interests or Common Shares to the holder; and (iii) such information as is necessary or desirable for
the purposes of the Deed Poll or CREST system, and holders are bound to provide such information
requested. The holders of Depositary Interests consent to the disclosure of such information by the
Depositary, Custodian or Company to the extent necessary or desirable to comply with their respective
legal or regulatory obligations.
21. Furthermore, to the extent that the Company’s constitutional documents, applicable laws or regulations,
the Ground Rules for the Management of the FTSE UK Index Series (if applicable), or any court or legal
or regulatory authority may require or the Company deems it necessary or desirable in connection
therewith (including in response to requests for information), the disclosure to the Company of, or
limitations in relation to, beneficial or other ownership of, or interests of any kind whatsoever in the
Company’s securities, the Depositary Interest holders are to comply with such provisions and with the
Company’s instructions with respect thereto, and consent to the disclosure of such information for
such purposes.
22. It should also be noted that holders of Depositary Interests may not have the opportunity to exercise
all of the rights and entitlements available to holders of Common Shares, including, for example, the
ability to vote on a show of hands. In relation to voting, it will be important for holders of Depositary
Interests to give prompt instructions to the Registrar or its nominated Custodian, in accordance with
any voting arrangements made available to them, to vote the underlying Common Shares on their
behalf or, to the extent possible, to take advantage of any arrangements enabling holders of Depositary
Interests to vote such Common Shares as a proxy of the Registrar or its nominated Custodian.
Depositary Agreement
The Depositary Agreement entered into between the Company and the Depositary prior to Admission
contains the following provisions:
23. Under the Depositary Agreement, the Company appoints the Depositary to constitute and issue from
time to time, upon the terms of the Deed Poll, a series of Depositary Interests representing Common
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Shares and to provide certain other services (including depositary services, custody services and
dividend services) in connection with such Depositary Interests.
24. The Depositary agrees that it will comply with the terms of the Deed Poll and that it will perform its
obligations with reasonable skill and care. The Depositary assumes certain specific obligations,
including, for example, to arrange for the Depositary Interests to be admitted to CREST as participating
securities and provide copies of, and access to, the register of Depositary Interests.
25. The Company acknowledges that it shall be its responsibility and undertakes to advise the Depositary
promptly of any securities laws or other applicable laws, rules or regulations in the State of Delaware,
USA with which the Depositary must comply in providing the services.
26. The Company agrees to provide such assistance, information and documentation to the Depositary
as is reasonably required by the Depositary for the purposes of performing its duties, responsibilities
and obligations under the Depositary Agreement.
27. The Depositary is to indemnify the Company and its officers and employees from and against any loss
(excluding indirect, consequential or special loss) which any of them may incur in any way as a result
of or in connection with the fraud, negligence or wilful default of the Depositary (or its officers,
employees, agents or sub-contractors).
28. Subject to earlier termination, the appointment of the Depositary shall continue for a fixed period of
one year and thereafter until terminated in accordance with the terms of the Depositary Agreement.
Should the Depositary Agreement be terminated for any reason, other than arising from the Depositary’s
fraud, negligence, wilful default or material breach of a term of the Depositary Agreement, the Company
shall within 30 days of termination pay to the Depositary the Depositary’s reasonable costs and
expenses of transferring the Depositary Interest register to its new registrar. Either party may terminate
the Depositary Agreement by giving not less than three months’ notice in writing. Either party may
terminate the Depositary Agreement with immediate effect by notice in writing if the other party: (i) shall
be in persistent or material breach of any material term (of the Depositary Agreement) and such breach
is not remedied within 21 days of a request for such remedy; (ii) goes into insolvency or liquidation or
administration or a receiver is appointed over any part of its undertaking or assets, subject to certain
provisos; or (iii) shall cease to have the appropriate authorisations which permit it lawfully to perform
its obligations under the Depositary Agreement.
29. The Depositary will be entitled to employ agents for the purposes of carrying out certain of its
obligations under the Depositary Agreement which the Depositary reasonably considers to be of a
specialist nature.
30. The Company is to pay to the Depositary an annual fee for the services. The Company shall pay a
fixed fee for the deposit, cancellation and transfer of the Depositary Interests and the compilation of
the initial Depositary Interests register. The Company shall in addition reimburse the Depositary within
30 days of the Depositary’s invoice for all network charges, CREST charges, money transmission and
banking charges and other out-of-pocket expenses incurred by it in connection with the provision of
the services under the Depositary Agreement.
31. The Company will indemnify the Depositary from and against all loss suffered by the Depositary as a
result of or in connection with the performance of its obligations under the Depositary Agreement.
32. The aggregate liability of the Depositary to the Company over any 12-month period under the
Depositary Agreement will not exceed twice the amount of the Fees (as defined in the Depositary
Agreement) payable in any 12-month period in respect of a single claim or in the aggregate.
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PART 15 – CAPITALISATION AND INDEBTEDNESS
The tables below set out the Group’s unaudited capitalisation and indebtedness as at 30 June 2019 and its
unaudited net current financial indebtedness and noncurrent financial indebtedness as at 30 June 2019.
The capitalisation and indebtedness figures as at 30 June 2019 have been extracted without material
adjustment from the Historical Financial Information set out in the Appendix to this Prospectus.

CAPITALISATION AND INDEBTEDNESS
The table below sets out the Company’s total capitalisation and indebtedness as at 30 June 2019.
30 June 2019
(in thousands)
Total current debt
Guaranteed
Secured
Unguaranteed/Unsecured

$–
–
–

–––––––––––

Total current debt

–

–––––––––––

Total noncurrent debt (excluding current portion of long-term debt)
Guaranteed
Secured
Unguaranteed/Unsecured
Total noncurrent debt
Total debt

–
–
–
–

–––––––––––

$–

–––––––––––
–––––––––––

30 June 2019
(in thousands)
Shareholders’ Equity
Share capital
Share premium
Other reserves

$6,745
73,059
(37,870)

–––––––––––

Total Shareholders’ equity

$41,934

–––––––––––
–––––––––––

There has been no significant change in the Company’s total capitalisation and indebtedness since 30 June
2019 to the date of this Prospectus.

93

NET FINANCIAL INDEBTEDNESS
The table below sets out the Company’s total net current financial indebtedness and noncurrent financial
indebtedness as at 30 June 2019.
30 June 2019
(in thousands)
A.
B.
C.

Cash
Cash equivalent
Trading securities

D.

Liquidity (A) + (B) + (C)

E.

Current financial receivable

$48,557
–
–

–––––––––––

48,557

–––––––––––

15,197

–––––––––––

F. Current bank debt
G. Current portion of noncurrent debt
H. Other current financial debt

–
–
–

–––––––––––

I.

Current financial debt (F) + (G) + (H)

–

J.

Net current financial indebtedness (D) + (E) – (I)

–––––––––––

K. Noncurrent bank loans
L. Bonds Issued
M. Other noncurrent loans
N.

63,754

–––––––––––

–
–
–

–––––––––––

Noncurrent financial debt (K) + (L) + (M)

–

–––––––––––

O. Net financial indebtedness (J) + (N)

$63,754

–––––––––––
–––––––––––

There has been no significant change in the Company’s total net current financial indebtedness since
30 June 2019 to the date of this Prospectus.
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PART 16 – TAXATION
The information set out below describes the principal UK and U.S. tax consequences of the acquisition,
holding and disposal of the Common Shares and is included for general information only. It is not intended
to be, nor should it be construed to be, legal or tax advice to any prospective investors. This section does
not take into account the individual circumstances of any prospective investors and should not be relied
upon by any prospective investor or any other person. Each prospective investor should obtain, and only
rely upon, their own professional tax advice regarding the tax consequences of acquiring, holding and
disposing of the Common Shares under the laws of their country and/or state of citizenship, domicile or
residence. This summary is based on tax legislation in force as at the Last Practical Date, without prejudice
to any amendments introduced at a later date and implemented with retroactive effect.

1. UK taxation
The following statements are intended only as a general guide to current UK tax legislation and to the current
practice of HMRC and may not apply to certain Shareholders, such as dealers in securities, insurance
companies and collective investment schemes. They relate (except where stated otherwise) to persons who
are resident, and in the case of individuals, domiciled in (and only in) the UK for UK tax purposes, who are
beneficial owners of Common Shares (and any dividends paid on them) and who hold their Common Shares
as an investment (and not as employment-related securities and other than via an individual savings
account). They are based on current UK legislation and what is understood to be the current practice of
HMRC as at the Last Practical Date, both of which may change, possibly with retroactive effect. The tax
position of certain categories of Shareholders who are subject to special rules (such as persons acquiring
their Common Shares in connection with employment, dealers in securities, insurance companies and
collective investment schemes or those who hold 10 percent or more of the Common Shares or those who
are non-UK domiciled individuals) is not considered.
Any person who is in any doubt as to his or her tax position, or who is subject to taxation in any jurisdiction
other than that of the UK, should consult his or her own professional advisers immediately.
1.1 Taxation of dividends – individual Shareholders
UK resident individual Shareholders will be liable to income tax in respect of dividends or other income
distributions of the Company. A UK resident individual Shareholder will generally benefit from an
allowance in the form of an exemption from tax for the first £2,000 of dividend income received in the
2018/19 tax year (“Dividend Allowance”). Any dividends above the Dividend Allowance will be taxable
at 7.5 percent (to the extent it falls within an individual’s basic rate band), 32.5 percent (to the extent
it falls within an individual’s higher rate band) or 38.1 percent (to the extent it falls within an individual’s
additional rate band) for the 2018-19 tax year.
1.2 Taxation of dividends – corporate Shareholders
Dividends paid to a UK resident corporate Shareholder will be taxable income of the UK corporate
Shareholder unless the dividends fall within an exempt class and certain other conditions are met. It is
likely that most dividends paid to UK resident corporate Shareholders would fall within one or more of
the classes of dividend qualifying for exemption from corporation tax. However, it should be noted that
the exemptions are not comprehensive and are also subject to anti-avoidance rules.
To the extent that dividends are not exempt, UK resident corporate Shareholders may be able to obtain
credit for any withholding tax and any underlying tax paid by the Company, subject to certain
conditions. The UK has complex double tax relief where UK resident companies receive dividends
from non-UK resident companies and therefore UK resident corporate Shareholders should seek further
advice on these issues.
1.3 Taxation of dividends – trustees
The annual dividend allowance available to individuals will not be available to UK resident trustees of
a discretionary trust. Generally, dividends received by UK resident trustees of a discretionary trust are
liable to income tax at a rate of 38.1 percent (save the first £1,000 of trust income which may attract
a lower rate of 7.5 percent). The £1,000 dividend allowance for trustees must divided by the total
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number of trusts which the settlor has settled. However, if the settlor has set up five or more trusts,
the standard rate band for each trust is £200.
1.4 Taxation of dividends – UK pension funds and charities
UK pension funds and charities are generally exempt from tax on dividends, which they receive.
Other Shareholders who are not resident in the UK for tax purposes should consult their own advisers
concerning their tax liabilities on dividends received.
1.5 Chargeable gains
Shareholders who are resident in the UK for tax purposes and who dispose of their Common Shares
at a gain will ordinarily be liable to UK taxation on chargeable gains, subject to any available exemptions
or reliefs. The gain will be calculated as the difference between the sale proceeds and any allowable
costs and expenses, including the original acquisition cost of the Common Shares.
Shareholders who are not resident in the UK for tax purposes but who carry on business in the UK
through a branch, agency or permanent establishment with which their investment in the Company is
connected may give rise to a chargeable gain or an allowable loss for the purposes of UK taxation of
chargeable gains.
If an individual Shareholder ceases to be resident in the UK and subsequently disposes of Common
Shares, in certain circumstances any gain on that disposal may be liable to UK capital gains tax upon
that Shareholder becoming once again resident in the UK.
For UK resident individual Shareholders, capital gains tax at the rate of 10 percent (for basic rate
taxpayers) or 20 percent (for higher or additional rate tax payers) will be payable on any gain. UK
resident individual Shareholders may benefit from certain reliefs and allowances (including a personal
annual exemption allowance, which for 2018-19 tax year exempts the first £11,850 of gains from tax)
depending on their circumstances.
For UK resident corporate Shareholders any chargeable gain will be within the charge to corporation
tax. UK corporate Shareholders can benefit from indexation allowance up to 31 December 2017
(which, in general terms, increases the chargeable gains tax base cost of an asset in accordance with
the rise in the retail prices index up to 31 December 2017), but indexation allowance for corporate
Shareholders no longer applies post 31 December 2017. Accordingly, any new (post 31 December
2017) UK tax resident corporate Shareholder holding any rolled over tax base cost pre 31 December
2017 may claim indexation allowance on a subsequent disposal on the Common Shares, but such
indexation allowance will only be up to 31 December 2017.
1.6 Stamp duty and stamp duty reserve tax (“SDRT”)
The statements below are intended as a general guide to the current position under UK tax law. They
do not apply to certain intermediaries who may be eligible for relief from stamp duty or SDRT, or to
persons connected with depositary arrangements or clearance services (or, in either case, their
nominees or agents), who may be liable to stamp duty or SDRT at a higher rate.
1.7 Treatment of the transfer of Common Shares into CREST and the trading of Depositary
Interests within CREST
Admission of the Common Shares to the standard segment of the Official List should not give rise to
a liability to stamp duty or SDRT on the basis that the Admission does not involve a change in title or
beneficial ownership in the Common Shares for consideration.
Where there is a transfer of Common Shares into CREST (where Depositary Interests are issued) there
should be no SDRT or stamp duty provided that there is no change in beneficial ownership of the
Common Shares.
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Where there is a transfer of Common Shares into CREST (where Depositary Interests are issued) and
there is a change in beneficial ownership of the Common Shares, no charge to SDRT should arise on
the basis that:
(a)

the central management and control of the Company currently takes place, and will continue to
take place outside the UK;

(b)

the register of members of the Company is, and will be, maintained outside the UK; and

(c)

the underlying Common Shares are, and will continue to be, listed on a recognised stock
exchange (such as the NYSE).

Assuming that no document of transfer is executed for such a transfer there should be no stamp duty
either.
Where Depositary Interests are traded (wholly within CREST), no charge to SDRT should arise on the
basis that:
(a)

the central management and control of the Company currently takes place and will continue to
take place outside the UK;

(b)

the register of members of the Company is, and will be, maintained outside the UK; and

(c)

the underlying Common Shares are, and will continue to be, listed on a recognised stock
exchange (such as the NYSE).

Since any transfer of the Depositary Interests will be wholly within CREST, and no documents of transfer
will be executed, no charge to stamp duty should arise on the transfer of Depositary Interests (wholly
within CREST).
1.8 Treatment of the transfer of Common Shares out of CREST and trading of the underlying
Common Shares
Where there is a transfer of Common Shares out of CREST (which may involve a collapse of the
Depositary Interests) and there is a change in beneficial ownership of the Common Shares, no charge
to SDRT should arise, provided that:
(a)

the register of members of the Company continues to be maintained outside the UK; and

(b)

the Common Shares are not paired with shares or marketable securities in UK-incorporated
companies.

Provided that the register of members of the Company continues to be maintained outside the UK,
and the Common Shares are not paired with shares or marketable securities in UK incorporated
companies, there should be no SDRT on any agreement to transfer the Common Shares themselves.
However, any document transferring title to the Common Shares will be technically within the scope
of UK stamp duty (at the rate of 0.5 percent, rounded to the nearest £5) if it is executed in the UK or
relates (wheresoever executed) to any matter or thing done or to be done in the UK. Where stamp
duty arises, this is generally payable by the purchaser.
Stamp duty is not a directly enforceable tax. As such, any stamp duty which may arise should not
generally be required to be paid in respect of transfers of Common Shares, unless the document of
transfer is required to be relied upon as evidence in a UK court or for other official purpose in the UK.
However, where the stamp duty is paid late, interest and penalties may arise.
1.9 Inheritance tax
If any individual Shareholder is regarded as domiciled in the UK for inheritance tax purposes, inheritance
tax may be payable in respect of the Common Shares on the death of the Shareholder or on certain
gifts of the Common Shares during their lifetime, subject to any allowances, exemptions or reliefs.
Non-UK domiciled individual Shareholders may be regarded as deemed domiciled for inheritance tax
purposes following a long period of residence in the UK. Further advice should be sought in these
circumstances.
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Individual Shareholders who are in any doubt about the impact of this change on their tax position
should obtain detailed tax advice from their own professional advisers.
UK inheritance tax is a complex area and individuals should obtain their own advice in respect of this.

2. U.S. taxation
The following is a summary of the material U.S. federal income and estate tax consequences to non-U.S.
holders (as defined below) of their ownership and disposition of the Common Shares, but does not purport
to be a complete analysis of all the potential U.S. tax considerations relating thereto. This summary is based
upon the provisions of the Code, Treasury regulations promulgated thereunder, administrative rulings and
judicial decisions, all as of the date hereof. These authorities may be changed, possibly retroactively, so as
to result in U.S. federal income and estate tax consequences different from those set forth below. The
Company has not obtained, and does not intend to obtain, any opinion of counsel or ruling from the IRS
with respect to the statements made and the conclusions reached in the following summary, and there can
be no assurance that the IRS will agree with such statements and conclusions.
Moreover, this discussion does not address all of the tax considerations that may be relevant to non-U.S.
Holders in light of their particular circumstances, nor does it discuss special tax provisions, which may apply
to holders subject to special treatment under U.S. federal income tax laws, such as certain financial
institutions or financial services entities, insurance companies, tax-exempt entities, dealers in securities,
entities or arrangements that are treated as partnerships for U.S. federal income tax purposes, “controlled
foreign corporations,” “passive foreign investment companies,” former U.S. citizens or long-term residents,
persons owning, directly, indirectly or constructively, 5 percent of the Company’s equity by vote or value
and persons that hold the Common Shares as part of a straddle, conversion transaction, or other integrated
investment. Furthermore, this discussion does not address any tax considerations arising under the Medicare
contribution tax or the alternative minimum tax, nor does it address any tax considerations arising under
the laws of any state, local or foreign jurisdiction, or under any U.S. federal laws other than those pertaining
to income or estate taxes.
2.1 Non-U.S. holder definition
For purposes of this discussion, a Non-U.S. holder is a Shareholder other than:
(a)

a partnership or other entity or arrangement classified as a partnership for U.S. federal income
tax purposes; or

(b)

an individual citizen or resident of the United States (for tax purposes); or

(c)

a corporation or other entity taxable as a corporation created or organised in the United States
or under the laws of the U.S. or any political subdivision thereof; or

(d)

an estate the income of which is subject to U.S. federal income taxation regardless of its source;
or

(e)

a trust: (i) whose administration is subject to the primary supervision of a U.S. court and which
has one or more U.S. persons (within the meaning of section 7701(a) (3) of the Code) who have
the authority to control all substantial decisions of the trust; or (ii) which has made a valid election
to be treated as a U.S. person.

If a partnership holds Common Shares, the tax treatment of a partner generally will depend on the
status of the partner and upon the activities of the partnership. Accordingly, partnerships that hold
Common Shares, and partners in such partnerships, should consult their tax advisers.
2.2 Taxation of dividends
The Company does not anticipate paying any cash dividends or other distributions on its Common
Shares in the foreseeable future. However, if the Company does make distributions on the Common
Shares, those payments will constitute dividends for U.S. tax purposes to the extent paid from the
Company’s current or accumulated earnings and profits, as determined under U.S. federal income tax
principles. To the extent those distributions exceed both the Company’s current and the Company’s
accumulated earnings and profits, the excess will constitute a return of capital and will first reduce a
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holder’s basis in their Common Shares, but not below zero, and then will be treated as a gain from the
sale of Shares as described below.
Subject to the discussions below on effectively connected income and the Foreign Account Tax
Compliance Act (“FATCA”), any dividend paid to a Non-U.S. holder generally will be subject to U.S.
withholding tax either at a rate of 30 percent of the gross amount of the dividend or such lower rate
as may be specified by an applicable income tax treaty. Under the U.S.-UK income tax treaty, subject
to certain conditions applying, the maximum withholding tax rate is 15 percent.
In order to receive a reduced treaty rate, a Non-U.S. holder must provide the Company with an IRS
Form W-8BEN, IRS Form W-8BEN-E or other appropriate version of IRS Form W-8 (or successor
form), which may require a U.S. taxpayer identification number, certifying qualification for the reduced
rate. A Non-U.S. holder of Common Shares eligible for a reduced rate of U.S. withholding tax pursuant
to an income tax treaty may obtain a refund of any excess amounts withheld by filing an appropriate
claim for refund with the IRS.
Dividends received by a Non-U.S. holder that are effectively connected with a Non-U.S. holder’s
conduct of a U.S. trade or business (and, if required by an applicable income tax treaty, that are
attributable to a permanent establishment or a fixed base maintained by a Non-U.S. holder in the
United States), are exempt from such withholding tax if the Non-U.S. holder satisfies certain certification
and disclosure requirements. In order to obtain this exemption, a Non-U.S. holder must provide the
Company with an IRS Form W-8ECI (or successor form) or other applicable IRS Form W-8 (or
successor form) properly certifying such exemption. Such effectively connected dividends, although
not subject to withholding tax, generally are taxed at the same graduated U.S. federal income tax rates
applicable to U.S. persons, net of certain deductions and credits. In addition, if a Non-U.S. holder is a
corporate Non-U.S. holder, dividends they receive that are effectively connected with the Non-U.S.
holder’s conduct of a U.S. trade or business may also be subject to a branch profits tax at a rate of
30 percent or such lower rate as may be specified by an applicable income tax treaty. Each Non-U.S.
holder should consult their own tax advisor regarding any applicable tax treaties that may provide for
different rules.
2.3 Taxation of capital gains
Subject to the discussion below regarding backup withholding and foreign accounts, a Non-U.S. holder
generally will not be required to pay U.S. federal income tax on any gain realised upon the sale,
exchange or other disposition of Common Shares unless:
(a)

the gain is effectively connected with the Non-U.S. holder’s conduct of a U.S. trade or business
(and, if required by an applicable income tax treaty, the gain is attributable to a permanent
establishment or a fixed base maintained by the Non-U.S. holder in the United States); or

(b)

the Non-U.S. holder is an individual who is present in the United States for a period or periods
aggregating 183 days or more during the calendar year in which the sale or disposition occurs
and certain other conditions are met; or

(c)

the Common Shares constitute a U.S. real property interest by reason of the Company’s status
as a “United States real property holding corporation”, or USRPHC, for U.S. federal income tax
purposes at any time within the shorter of the five-year period preceding the Non-U.S. holder’s
disposition of, or the Non-U.S. holder’s holding period for, the Company’s Common Shares.

The Company believes that it is not currently, was not in the past five years and will not become a
USRPHC and the remainder of this discussion so assumes.
If a Non-U.S. holder is described in (a) above, the Non-U.S. holder will be required to pay tax on the
net gain derived from the sale under regular graduated U.S. federal income tax rates, and a corporate
Non-U.S. holder described in (a) above also may be subject to the branch profits tax at a 30 percent
rate, or such lower rate as may be specified by an applicable income tax treaty. If an individual NonU.S. holder is described in (b) above, the Non-U.S. holder will be required to pay a flat 30 percent tax
(or such lower rate specified by an applicable income tax treaty) on the gain derived from the sale,
which gain may be offset by U.S.-source capital losses for the year (provided the Non-U.S. holder has
timely filed U.S. federal income tax returns with respect to such losses). A Non-U.S. holder should
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consult the Non-U.S. holder’s own tax advisor regarding any applicable income tax or other treaties
that may provide for different rules.
2.4 U.S. federal estate tax
Common Shares beneficially owned by an individual who is not a citizen or resident of the United
States (as defined for U.S. federal estate tax purposes) at the time of their death will generally be
includable in the decedent’s gross estate for U.S. federal estate tax purposes, unless an applicable
estate tax treaty provides otherwise. Investors are urged to consult their own tax advisors regarding
the U.S. federal estate tax consequences of the ownership or disposition of Common Shares.
2.5 Backup withholding and information reporting
Generally, the Company must report annually to the IRS the amount of dividends paid to Non-U.S.
holders, the Non-U.S. holder’s name and address, and the amount of tax withheld, if any. Pursuant to
applicable income tax treaties or other agreements, the IRS may make these reports available to tax
authorities in a Non-U.S. holder’s country of residence.
Payments of dividends on or of proceeds from the disposition of Common Shares made to a NonU.S. holder may be subject to additional information reporting and backup withholding at a current
rate of 24 percent unless they establish an exemption, for example, by properly certifying their nonU.S. status on an IRS Form W-8BEN, IRS Form W-8BEN-E or another appropriate version of IRS Form
W-8 (or successor form). Notwithstanding the foregoing, backup withholding and information reporting
may apply if either the Company or the Company’s paying agent has actual knowledge, or reason to
know, that they are a U.S. person.
Backup withholding is not an additional tax; rather, the U.S. income tax liability of persons subject to
backup withholding will be reduced by the amount of tax withheld. If withholding results in an
overpayment of taxes, a refund or credit may generally be obtained from the IRS, provided that the
required information is furnished to the IRS in a timely manner.
2.6 FATCA
FATCA imposes a U.S. federal withholding tax of 30 percent on dividends on Common Shares that
are paid to a “foreign financial institution” (as specifically defined under these rules), unless such
institution enters into an agreement with the U.S. government to, among other things, withhold on
certain payments and to collect and provide to the U.S. tax authorities substantial information regarding
the U.S. account holders of such institution (which includes certain equity and debt holders of such
institution, as well as certain account holders that are foreign entities with U.S. owners) or otherwise
establishes an exemption. FATCA also generally imposes a U.S. federal withholding tax of 30 percent
on dividends on Common Shares that are paid to a “non-financial foreign entity” (as specifically defined
for purposes of these rules) unless such entity provides the withholding agent with a certification
identifying certain substantial direct and indirect U.S. owners of the entity, certifies that there are none
or otherwise establishes an exemption. Under certain circumstances, a non-U.S. holder might be
eligible for refunds or credits of such taxes. An intergovernmental agreement between the U.S. and an
applicable foreign country may modify the requirements described in this paragraph 2.6 of this Part 16
(Taxation). Prospective investors are encouraged to consult with their own tax advisors regarding the
possible implications of these rules on their investment in Common Shares.
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PART 17 – ADDITIONAL INFORMATION

1.
Responsibility statement
The Company and each of the Directors, whose names appear on page 54 of this Prospectus, accept
responsibility for the information contained in this Prospectus. To the best of the knowledge of the Company
and the Directors, the information contained in this Prospectus is in accordance with the facts and this
Prospectus makes no omission likely to affect its import.

2.
NSAI responsibility statement
NSAI accepts responsibility for the Competent Person’s Reports contained in Part 20 (Etame Marin Block
Competent Person’s Report) and Part 21 (Block P Competent Person’s Reports) of this Prospectus. To the
best of the knowledge and belief of NSAI, the information contained in the Competent Person’s Reports,
including estimates of reserves and resources contained therein, as well as references to them, and
statements and information attributed to NSAI or extracted from the Competent Person’s Reports and
included in this Prospectus, is in accordance with the facts and contains no omissions likely to affect the
import of such information.

3.
3.1

The Company
On 28 February 1989, Gladstone Resources Limited was registered and incorporated in the State of
Delaware, USA under the DGCL with registration file number 2188793. On 15 September 1997, the
certificate of incorporation of Gladstone was restated under the name VAALCO Energy, Inc. and was
subsequently amended on 24 June 1998. The certificate of incorporation of VAALCO Energy, Inc.
was further restated and amended on 3 June 2009 and filed with the SEC on 7 May 2014.

3.2

VAALCO Energy, Inc. is a public company, incorporated in the State of Delaware, USA with registration
file number 2188793 and having its registered office, and business address for all of the Directors
and Executive Officers, at 9800 Richmond Avenue, Suite 700, Houston, Texas 77042. The Company’s
telephone number is +1 713 623 0801.

3.3

The principal legislation under which the Company operates with conformity is the DGCL.

3.4

The Company operates in conformity with its Bylaws and Certificate of Incorporation and is duly
authorised by its Bylaws and Certificate in respect of Admission.

3.5

The Company has all necessary statutory consents in connection with Admission.

4.
4.1

Share capital of the Company
As at the Last Practicable Date, the Company has an:
(a)

authorised share capital of 100,000,000 Common Shares, par value $0.10 per Share and
500,000 Preferred Shares, par value $25.00 per Share; and

(b)

issued share capital of 67,478,896 Common Shares of which 8,883,929 are Treasury Shares,
resulting in 58,594,967 Common Shares issued and outstanding.

4.2

The issued share capital of the Company immediately after Admission is expected to be 67,478,896
Common Shares of which 8,883,929 are Treasury Shares, resulting in 58,594,967 Common Shares
issued and outstanding.

4.3

On Admission, it is expected that approximately 78.67 percent of the Common Shares will be held
in public hands (within the meaning of Rule 14.2.2(4) of the Listing Rules).

4.4

The Common Shares will be registered, and may be held in either certificated or uncertificated form
(by way of Depositary Interests on the London Stock Exchange).
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4.5

During the Historical Financial Information Period, there have been the following changes to the
Company’s issued share capital:

Balance at 1 January 2016
Shares issued – Share-based compensation
Treasury Shares acquired
Balance at 31 December 2016
Shares issued – Share-based compensation
Treasury Shares acquired
Balance at 31 December 2017
Shares issued – Share-based compensation
Treasury Shares acquired
Balance at 31 December 2018
Shares issued – Share-based compensation
Treasury Shares acquired
Balance at 30 June 2019
Shares issued – Share-based compensation
Treasury Shares acquired
Balance as at Last Practicable Date

Common
Shares
Issued

Treasury
Shares

Common
Shares
Outstanding

65,621,450
488,115
–

7,514,169
–
40,926

58,107,281
–
–

––––––––––––––

––––––––––––––

––––––––––––––

66,109,565
334,406
–

7,555,095
–
26,000

58,554,470
–
–

––––––––––––––

66,443,971
724,023
–

––––––––––––––

7,581,095
(35,265)
26,421

––––––––––––––

58,862,876
–
–

––––––––––––––

––––––––––––––

––––––––––––––

67,167,994
284,391
–

7,572,251
–
123,899

59,595,743
–
–

––––––––––––––

––––––––––––––

––––––––––––––

67,452,385
26,511
–

7,696,150
–
1,187,779

59,756,235
–
–

––––––––––––––

––––––––––––––

67,478,896

8,883,929

––––––––––––––
––––––––––––––

––––––––––––––
––––––––––––––

––––––––––––––

58,594,967

––––––––––––––
––––––––––––––

4.6

The Company is authorised to issue up to 500,000 Preferred Shares. For the Historical Financial
Information Period and as at the Last Practicable Date, there were no Preferred Shares issued.

4.7

In the financial years ended 31 December 2018, 31 December 2017 and 31 December 2016, the
Company withheld 26,421, 26,000 and 40,926 Treasury Shares, respectively. This withholding was
in connection with cashless Option exercises and Restricted Shares vesting to satisfy withholding
obligations related to Option exercises. In financial year ended 31 December 2018, the Company
issued 35,265 Treasury Shares in respect of Restricted Shares vesting.

4.8

On 20 June 2019, the Company announced that the Board had authorised the Share Repurchase
Programme, pursuant to which the Company could repurchase up to $10.0 million of the outstanding
Common Shares over a period of 12 months, through open market purchases, privately-negotiated
transactions or otherwise in compliance with Rule 10b-18 of the SEC Rules. In conjunction, the Board
resolved to establish a Rule 10b5-1 trading plan, allowing the Company to repurchase Common
Shares at times when it might otherwise be prevented from doing so by securities laws or because
of self-imposed trading blackout periods. Under the Rule 10b5-1 trading plan, the Company’s thirdparty broker, subject to SEC Rules regarding certain price, market, volume and timing constraints,
would have authority to purchase Common Shares in accordance with the terms of the plan. During
the period from the implementation of the programme through 30 June 2019, the Company
purchased 141,686 Common Shares at an average price of $1.73 per Share. Subsequent to 30 June
2019 and up to the Last Practicable Date, the Company purchased 1,187,779 Common Shares at
an average price of $1.74 per Share for $2.1 million.

5.
5.1

U.S. takeover provisions
Tender offers in the U.S. are subject to federal rules and regulations under the Exchange Act that
require a bidder to comply with detailed disclosure and procedural requirements (including withdrawal
rights for target company shareholders through the offer period and certain timing and offer extension
requirements). A bidder must also comply with general anti-fraud and anti-manipulation rules that
apply to all tender offers in the U.S. These rules prohibit the use of materially misleading statements
or omissions in the conduct of any offer, prohibit market purchases of the target company’s securities
outside the offer, and mandate a minimum offer period of at least 20 business days in the U.S.
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5.2

Acquisitions completed by merger are governed by the law of the state of incorporation of the target
company, which in the Company’s case is the DGCL. The solicitation of votes to approve a merger
by the target company shareholders must comply with rules and regulations on proxy statements
under the Exchange Act. If a bidder offers securities as consideration to the target company
shareholders, the registration requirements of the Securities Act will also apply, unless an exemption
is available.

6.
6.1

Minority Shareholders
The Company is incorporated and registered in the State of Delaware, USA and is subject to the
DGCL. Section 253 of the DGCL permits a parent company that owns at least 90 percent of the
outstanding shares of each class of the share of a Delaware corporation to merge the subsidiary
corporation with and into the parent company without the approval of such subsidiary’s shareholders.
Section 262 of DGCL provides minority shareholders with appraisal rights and generally permits
shareholders who dissent from the shareholder approval for a merger, if such approval is required for
the merger, to request an appraisal of the fair value of their shares from the Delaware Chancery Court.
A shareholder is accordingly entitled to dissent from, and request payment of the fair value of such
shareholder’s share in the event of, among other things, a merger or consolidation, in each case
requiring shareholder approval.

6.2

Notwithstanding the foregoing, the DGCL does not confer appraisal rights on a shareholder receiving
shares that are either (i) listed on a national securities exchange; or (ii) held of record by more than
2,000 shareholders, provided that the consideration received by such shareholder in the merger or
consolidation for which such shareholder is seeking appraisal consists solely of shares in the acquiring
corporation.

7.
7.1

Substantial holdings
Sections 13(d) and 13(g) of the Exchange Act require any person or group of persons who directly or
indirectly acquires or has beneficial ownership of more than 5 percent of a class of an issuer’s
securities to report such beneficial ownership on Schedule 13D or Schedule 13G, as appropriate.

7.2

These reports are filed with the SEC electronically on EDGAR. Both Schedule 13D and Schedule
13G require background information about the reporting persons, including the name, address, and
citizenship or place of organisation of each reporting person, the amount of the securities beneficially
owned and aggregate beneficial ownership percentage, and whether voting and investment power
is held solely by the reporting persons or shared with others.

8.
NYSE disclosure requirements
In addition to the numerous ongoing reporting requirements for reporting issuers pursuant to applicable
corporate and securities legislation in the U.S., the NYSE imposes certain disclosure and notification
requirements on listed companies. The NYSE’s timely disclosure policy requires listed companies to
immediately disclose any material information, with limited exceptions for confidentiality.

9.
Certificate of Incorporation and Bylaws
The following is a non-exhaustive summary of the provisions of the Certificate of Incorporation and Bylaws.
Please see paragraph 28 of this Part 17 (Additional Information) for details on how to obtain a full copy of
the Certificate of Incorporation and Bylaws.
9.1

Purpose
Pursuant to the Certificate of Incorporation, the purpose of the Company is to engage in any lawful
act or activity for which corporations may be organised under the DGCL.

9.2

Authorised Share Capital
The Company is authorised to issue up to 100,500,000 Shares consisting of (a) 100,000,000
Common Shares; and (b) 500,000 Preferred Shares.
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9.3

Rights attaching to Common Shares
(a)
Voting rights
Unless otherwise provided by the Certificate of Incorporation, each outstanding Common
Share entitles the Shareholder to one vote on each matter properly submitted to Shareholders
for their vote. Cumulative voting is not permitted for the election of individuals to the Board or
for any other matters brought before any meeting of Shareholders, regardless of the nature
thereof.
Each Shareholder may vote in person or by proxy, but no proxy shall be voted after three years
from the date of its creation, unless such proxy provides for a longer period. A Shareholder
may revoke any proxy which is not irrevocable by attending the meeting and voting in person,
or by filing with the person recording the proceedings of the meeting an instrument in writing
revoking the proxy or another duly executed proxy bearing a later date.
(b)

Dividends, redemption and preferences
The Board may from time to time declare, and the Company may pay, dividends on its
outstanding Common Shares in the manner and on the terms and conditions provided by law.
All Common Shares have the same rights and preferences.
All Common Shares when issued shall be fully paid and non-assessable.
Shareholders shall not be entitled to any pre-emptive or preferential rights to acquire additional
Common Shares.

9.4

Transfer of Common Shares
Neither the Certificate of Incorporation nor the Bylaws contain any restrictions on the free transferability
of the Common Shares. The Common Shares are transferable upon the Company’s books by holders
thereof in person or by their duly authorised attorney or legal representatives and upon such transfer,
the old certificates (in the case of certificated shares) shall be surrendered to the Company.

9.5

Rights attaching to Preferred Shares
Preferred Shares may be issued from time to time in one or more series, and Shares of each series
will have such designations, powers, preferences, rights, qualifications, limitations, and restrictions
as may be fixed by the Board in the resolution(s) authorising the issuance of that particular series.
In designating any series of Preferred Shares, the Board has the authority, without further action by
the holders of Common Shares, to fix the voting rights, dividend rate, conversion rights, rights and
terms of redemption (including any sinking fund provisions), and the liquidation preferences of that
series of the Preferred Shares.
The Board will make any determination to issue such Shares based on its judgement as to the
Company’s best interests and the best interests of Shareholders.
If Preferred Shares are issued, the Shares will fully be paid and non-assessable and will not have, or
be subject to, any pre-emptive or similar rights.

9.6

Amendment of the Certificate of Incorporation and Bylaws
The Company has reserved the right to amend, alter, change or repeal any provision in the Certificate
of Incorporation in any manner prescribed by the laws of the State of Delaware. The Board has the
power to make, adopt, alter, amend and repeal, from time to time, the Bylaws (except as so far as
the bylaws adopted by the Shareholders otherwise provide). However, the affirmative vote of the
Shareholders holding at least 662⁄3 percent of the voting power of all the Shares entitled to vote
generally in the election of Directors, voting together as a single class, shall be required to amend the
provision in the Bylaws relating to the maximum and minimum number of Directors.
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9.7

Shareholder meetings
(a)

Annual meetings and special meetings of Shareholders
Annual meetings of Shareholders may be held at such place, either within or outside of the
State of Delaware, and at such time and date as the Board may by resolution determine and
as set forth in the notice of meeting. The Board may, in its sole discretion, determine that a
meeting of Shareholders will be held solely by means of remote communication as authorised
by section 211(a)(2) of the DGCL, as amended from time to time. At each annual meeting, the
Shareholders entitled to vote shall elect a Board and may transact such other corporate
business as stated in the notice of meeting.
A special meeting of Shareholders may be called by the chairman of the Board or president
and shall be called by the chairman, president or secretary at the request of a majority of the
Directors or by the secretary upon the written request of holders of record owning a majority
of the outstanding Common Shares.

9.8

(b)

Notice of meeting
Written notice of Shareholder meetings shall be delivered by the Company not less than
10 days nor more than 60 days before the date of the meeting to each Shareholder of record
entitled to vote at such meeting. Only such business shall be conducted at a special meeting
of Shareholder as shall have been brought before the meeting pursuant to the Company’s
notice of meeting and as shall have been accompanied by a timely notice setting forth the
information required by the Bylaws.

(c)

Quorum
The holders of a majority of the issued Shares and outstanding and entitled to vote thereat,
present in person or represented by proxy, shall constitute a quorum at all meetings of the
Shareholders for the transaction of business except as otherwise provided by statute or by
the Certificate of Incorporation.

(d)

Action without a meeting
Unless otherwise provided in the Certificate of Incorporation, any action required to be taken
at any annual or special meeting of Shareholders, or any action which may be taken at any
annual or special meeting of such Shareholders, may be taken without a meeting, without prior
notice and without a vote, if a consent in writing, setting forth the action so taken, shall be
signed by the Shareholders having not less than the minimum number of votes that would be
necessary to authorise or take such action at a meeting at which all Shares entitled to vote
thereon were present and voted. Prompt notice of the taking of the corporate action without
a meeting by less than unanimous written consent shall be given to those Shareholders who
have not consented in writing and who, if the action had been taken at a meeting, would have
been entitled to notice of the meeting if the record date for such meeting had been the date
that written consents signed by a sufficient number of Shareholders to take the action were
delivered to the Company as provided herein.

Directors
The business and affairs of the Company shall be managed by or under the direction of the Board.
In addition to the powers and authorities conferred on the Board by the Bylaws, the Board may
exercise all such powers of the Company and do all such lawful acts and things as are not by the
DGCL, the Certificate of Incorporation or the Bylaws required to be exercised or done by the
Shareholders.
(a)

Number and qualifications
Except as otherwise fixed pursuant to the provisions of article four of the Certificate of
Incorporation relating to the rights of Shareholders of any class or series of Shares having a
preference over the Common Shares as to dividends or upon liquidation to elect additional
Directors under specified circumstances, the number of Directors shall be fixed from time to
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time by or pursuant to the Bylaws; provided that such number shall not be less than three nor
more than 15. Directors are elected at each annual meeting for a one-year term expiring at
the next annual meeting.
Nominations of persons for election to the Board and the proposal of other business to be
considered by the Shareholders may be made at an annual meeting of Shareholders:
(i)

as specified by the Company’s notice of meeting by or at the direction of the Board; or

(ii)

by or at the direction of the Board; or

(iii)

by any Shareholder who:
(A)

was a Shareholder of record at the time of giving of notice provided for in the
Bylaws and at the time of the annual meeting;

(B)

is entitled to vote at the meeting; and

(C)

complies with the notice procedures set forth in the Bylaws as to such business
or nomination,

with (iii) being the exclusive means for a Shareholder to make nominations or submit other
business (other than matters properly brought under Rule 14a-8 under the Exchange Act and
included in the Company’s notice of meeting) before an annual meeting of Shareholders.
Without qualification, for any nominations or any other business to be properly brought before
an annual meeting by a Shareholder, the Shareholder must have given timely notice thereof in
writing to the secretary and such other business must otherwise be a proper matter for
Shareholder action. To be timely, a Shareholder’s notice shall be delivered to the secretary at
the principal executive offices of the corporation not earlier than the close of business on the
120th day and not later than the close of business on the 90th day prior to the first anniversary
of the preceding year’s annual meeting; provided, however, that in the event that the date of
the annual meeting is more than 30 days before or more than 60 days after such anniversary
date, notice by the Shareholder to be timely must be so delivered not earlier than the close of
business on the 120th day prior to the date of such annual meeting and not later than the
close of business on the later of the 90th day prior to the date of such annual meeting or, if the
first public announcement of the date of such annual meeting is less than 100 days prior to
the date of such annual meeting, the 10th day following the day on which public announcement
of the date of such meeting is first made by the corporation. In no event shall any adjournment
or postponement of a meeting or the announcement thereof commence a new time period
for the giving of a Shareholder’s notice as described above.
To be in proper form, a Shareholder’s notice must:
(i)

set forth, as to the Shareholder giving the notice and the beneficial owner, if any, on
whose behalf the nomination or proposal is made (including any affiliate or associate
(each within the meaning of Rule 12b-2 under the Exchange Act) of such Shareholder
or beneficial owner):
(A)

the name and address of such Shareholder, as they appear on the Company’s
books;

(B)

and of such beneficial owner, if any:
i.

the class or series and number of Shares which are, directly or indirectly,
owned beneficially or of record (within the meaning of Rule 13d-3 under
the Exchange Act) by such Shareholder and such beneficial owner, if any
(except that any such person shall in all events be deemed to beneficially
own any Shares of any class or series of the corporation as to which such
person has a right to acquire beneficial ownership at any time in the future);

ii.

any Option, Warrant, convertible security, SAR, or similar right with an
exercise or conversion privilege or a settlement payment or mechanism at
a price related to any class or series of Shares or with a value derived in
whole or in part from the value of any class or series of Shares, whether
or not such instrument or right shall be subject to settlement in the
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underlying class or series of Shares of the Company or otherwise
(“Derivative Instrument”) directly or indirectly owned beneficially by such
Shareholder and such beneficial owner, if any, any other direct or indirect
opportunity to profit or share in any profit derived from any increase or
decrease in the value of Shares;

(ii)

iii.

any proxy, contract, arrangement, understanding, or relationship pursuant
to which such Shareholder and such beneficial owner, if any, has a right
to vote any Shares or any security of the Company;

iv.

any short interest of such Shareholder or beneficial owner, if any, in any
security of the Company (for purposes of these Bylaws a person shall be
deemed to have a short interest in a security if such person directly or
indirectly, through any contract, arrangement, understanding, relationship
or otherwise, has the opportunity to profit or share in any profit derived
from any decrease in the value of the subject security);

v.

any rights to dividends on the Shares owned beneficially by such
Shareholder or beneficial owner, if any, that are separated or separable
from the underlying Shares;

vi.

any proportionate interest in Shares or Derivative Instruments held, directly
or indirectly, by a general or limited partnership in which such Shareholder
or beneficial owner, if any, is a general partner or, directly or indirectly,
beneficially owns an interest in a general partner; and

vii.

any performance-related fees (other than an asset-based fee) that such
Shareholder or beneficial owner, if any, is entitled to, based on any increase
or decrease in the value of Shares or Derivative Instruments, if any, as of
the date of such notice, including without limitation any such interests held
by members of such Shareholder’s or beneficial owner’s immediate family
sharing the same household,

(C)

any other information relating to such Shareholder and beneficial owner, if any,
that would be required to be disclosed in a proxy statement or other filings
required to be made in connection with solicitations of proxies for, as applicable,
the proposal and/or for the election of directors in a contested election pursuant
to section 14 of the Exchange Act and the rules and regulations promulgated
thereunder; and

(D)

a representation:
i.

that the Shareholder is a holder of record of the Shares entitled to vote at
such annual meeting and intends to appear in person or by proxy at the
annual meeting to propose such business or nomination; and

ii.

whether the Shareholder or the beneficial owner, if any, intends or is part
of a group which intends:
1.

to deliver a proxy statement and/or form of proxy to holders of at
least the percentage of the Company’s outstanding Shares required
to approve or adopt the proposal or elect the nominee; and/or

2.

otherwise to solicit proxies from Shareholders in support of such
proposal or nomination;

if the Shareholder notice relates to any business other than a nomination of a Director
or Directors that the Shareholder proposes to bring before the meeting, the notice must
set forth:
(A)

a brief description of the business desired to be brought before the meeting, the
reasons for conducting such business at the meeting and any material interest
of such Shareholder and beneficial owner, if any, in such business;
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(iii)

(b)

(B)

the text of the proposal or business (including the text of any resolutions proposed
for consideration); and

(C)

a complete and accurate description of all agreements, arrangements and
understandings between or among such Shareholder and such beneficial owner,
if any, and any other person or persons (including their names and addresses) in
connection with the proposal of such business by such Shareholder; and

set forth or provide, as to each person, if any, whom the Shareholder proposes to
nominate for election or re-election to the Board:
(A)

the name, age, business address and residence address of such person;

(B)

the principal occupation or employment of such person (present and for the past
five years);

(C)

the class or series and number of Shares which are owned beneficially and of
record by such person;

(D)

a completed and signed questionnaire, and written representation and
agreement, each as required by article II, section 12(A)(4) of the Bylaws;

(E)

all information relating to such person that would be required to be disclosed in
a proxy statement or other filings required to be made in connection with
solicitations of proxies for election of directors in a contested election pursuant
to section 14 of the Exchange Act and the rules and regulations promulgated
thereunder (including such person’s written consent to being named in the proxy
statement as a nominee and to serve as a director if elected); and

(F)

a complete and accurate description of all direct and indirect compensation and
other material monetary agreements, arrangements and understandings during
the past three years, and any other material relationships, between or among
such Shareholder and beneficial owner, if any, and their respective affiliates and
associates, or others acting in concert therewith, on the one hand, and each
proposed nominee, and his or her respective affiliates and associates, or others
acting in concert therewith, on the other hand, including, without limitation, all
information that would be required to be disclosed pursuant to Rule 404
promulgated under Regulation S-K if the Shareholder making the nomination and
any beneficial owner on whose behalf the nomination is made, if any, or any
affiliate or associate thereof or person acting in concert therewith, were the
“registrant” for purposes of such rule and the nominee were a director or
executive officer of such registrant.

Tenure
Directors shall be elected by a plurality of the votes cast at a meeting of Shareholders at which
a quorum is present. Directors shall hold office until the next meeting of Shareholders for the
purposes of electing the Board or until their successors have been duly elected and qualified
or until a Director’s prior death, resignation or removal.
Generally, any Director may be removed from office only for cause. Except as may otherwise
be provided by law, cause for removal shall be construed to exist only if:
(i)

the Director whose removal is proposed has been convicted of a felony by a court of
competent jurisdiction and such conviction is no longer subject to direct appeal; or

(ii)

such Director has been adjudicated by a court of competent jurisdiction to be liable for
gross negligence, recklessness or misconduct in the performance of his or her duty to
the Company in a manner of substantial importance to the Company and such
adjudication is no longer subject to direct appeal; or

(iii)

such Director has been adjudicated by a court of competent jurisdiction to be mentally
incompetent, which mental incompetency directly affects his or her ability as a director
of the Company, and such adjudication is no longer subject to direct appeal,
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with any action for removal having to be brought within three months of the date on
which such conviction or adjudication is no longer subject to direct appeal.
Any Director may resign at any time upon written notice to the Company. Between successive
annual meetings, the Directors shall have the power to appoint one or more additional Directors
to fill any vacancies occurring for any reason. A Director so appointed shall hold office only
until the next following annual meeting of the Company or until his successor is duly elected
and qualified, but such Director shall be eligible for election at the next meeting of Shareholders
for the purpose of electing Directors.

9.9

(c)

Quorum
A whole number of Directors equal to at least a majority of Directors then in office shall
constitute a quorum for the transaction of business. The act of the majority of directors present
at a meeting at which a quorum is present shall be the act of the Board.

(d)

Committees
The Board may, by resolution adopted by a majority of Directors then in office, designate one
or more committees to exercise, subject to applicable law, the powers of the Board in the
management of the business and affairs of the Company.

(e)

Compensation
The Board has the authority to fix the compensation of Directors. The Directors may be paid
their expenses, if any, of attendance at each meeting of the Board and may be paid a fixed
sum for attendance at each meeting of the Board or a stated salary as Director. No such
payment shall preclude any Director from serving the corporation in any other capacity and
receiving compensation therefor. Members of special or standing committees may be allowed
like compensation for attending committee meetings.

Forum for adjudication of disputes
Pursuant to the Bylaws, to the fullest extent permitted by law and unless the Company consents in
writing to the selection of an alternative forum, the Court of Chancery of the State of Delaware shall
be the sole and exclusive forum for:
(i)

any derivative action or proceeding brought in the name or right of the Company or on its
behalf; or

(ii)

any action asserting a claim for breach of a fiduciary duty owed by any director, officer,
employee, Shareholder or other agent of the Company to the Company or its Shareholders;
or

(iii)

any action arising or asserting a claim arising pursuant to any provision of the DGCL, the
Certificate of Incorporation or the Bylaws or as to which the DGCL confers jurisdiction on the
Court of Chancery of the State of Delaware; or

(iv)

any action asserting a claim governed by the internal affairs doctrine, including, without
limitation, any action to interpret, apply, enforce or determine the validity of the Certificate of
Incorporation or the Bylaws.

Any person or entity purchasing or otherwise acquiring any interest in Common Shares shall be
deemed to have notice of and consented to these provisions of the Bylaws.
9.10 Major transactions
In addition to any affirmative vote required by law or the Certificate of Incorporation, unless approved
by a majority of the Continuing Directors (as defined below), the affirmative vote of the holders of at
least 80 percent of the Voting Shares (as defined below), voting together as a single class, shall be
required for the approval or authorisation of:
(i)

any merger or consolidation of the Company with or into another company;

(ii)

any share exchange with the Company;
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(iii)

the adoption of any plan or proposal for the liquidation, dissolution or reorganisation of the
Company; and

(iv)

any sale, lease or other disposition of all or substantially all the assets of the corporation (on a
consolidated basis).

Such affirmative vote shall be required notwithstanding the fact that no vote may be required, or that
a lesser percentage may be specified, by law or in any agreement with any national securities
exchange or otherwise.
“Continuing Directors” means:
(i)

any member of the Board as of 31 December 1992;

(ii)

any new director who is proposed to be a Director by a majority of the Continuing Directors
then on the Board; and

(iii)

any successor of a Continuing Director who is recommended to succeed a Continuing Director
by majority of the Continuing Directors then on the Board.

Notwithstanding any other provision of the Certificate of Incorporation or the Bylaws (and
notwithstanding the fact that a lesser percentage may be specified by law, the Certificate of
Incorporation or the Bylaws), the affirmative vote of the holders of 80 percent or more of the
outstanding Voting Shares, voting together as a single class, shall be required to amend or repeal, or
adopt any provisions inconsistent with these provisions.
“Voting Shares” means the affirmative vote of the holders of at least 662⁄3 percent of the voting power
of the then outstanding Shares entitled to vote generally in the election of directors.

10. Information on the Directors and Executive Officers
10.1 The Directors and Executive Officers, their functions within the Group and brief biographies are set
out in Part 9 (Directors, Executive Officers and Corporate Governance) of this Prospectus.
10.2 Details of the names of companies and partnerships (excluding directorships in the Group) of which
the Directors and Executive Officers are or have been members of the administrative, management
or supervisory bodies or partners at any time in the five years preceding the date of this document
are set out below:
Name
Directors
Cary M. Bounds
Andrew L. Fawthrop

Current Partnerships/
Directorships

Past Partnerships/
Directorships

–

–

Geordie, LLC
Carinya Holdings, LLC

Chevron (Bermuda) Deepwater 6
Limited
Chevron (Bermuda) Deepwater 7
Limited
Chevron (Bermuda) Deepwater 8
Limited
Chevron (Bermuda) Deepwater 9
Limited
Chevron Manning Services
(Nigeria) Limited
Chevron N-Gas Limited
Chevron Nigeria Deepwater B
Limited
Chevron Nigeria Deepwater D
Limited
Chevron Nigeria Deepwater E
Limited
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Current Partnerships/
Name
Directorships
Directors
Andrew L. Fawthrop cont

Past Partnerships/
Directorships
Chevron Nigeria Deepwater F
Limited
Chevron Nigeria Deepwater G
Limited
Chevron Nigeria Closed PFA
Limited
Chevron Nigeria Gas Company
Chevron Nigeria Limited
Chevron Nigeria Savings Plan
Limited
Chevron OKLNG Holdings Limited
Chevron Petroleum Holdings
Limited
Chevron Petroleum Nigeria Limited
Chevron West African Gas Holding
Company Ltd.
Chevron West African Gas Pipeline
Company Ltd.
Nigeria Chevron Cooperatief U.A.
Sasol Chevron Holdings Limited
Star Deep Water Petroleum
Limited
Star Ultra Deep Petroleum Limited
Texaco Nigeria Outer Shelf Limited
Unocal Asia-Pacific Ventures, Ltd

A. John Knapp, Jr.

Andover Group, Inc.
CCM Opportunistic Partners

ATRM Holdings, Inc.
On Track Innovations Ltd

Steven J. Pully

Aspire Holdings, LLC
Harvest Oil & Gas Corp.
Heritage Power
Permian Holdco 1, Inc.
PGi
PRIMEXX Energy Partners Ltd
Titan Energy, LLC
Tribune Resources, LLC
Speyside Partners, LLC

Bellatrix Exploration Ltd
Carlson Capital, L.P.
Energy XXI Ltd
Goodrich Petroleum Corp

William R. Thomas

Granite Peak Petroleum, LLC
Lorna Glen Holdings, LLC
Texas Oceanic Capital, LLC
Texas Oceanic Petroleum Co. LLC

–

Executive Officers
Elizabeth D. Prochnow

–

Total Safety U.S., Inc.

David A. DesAutels

–

Noble Energy, Inc.
Seregon Energy, LLC
Synertia Energy, LLC

Michael G. Silver

–

–

Jason J. Doornik

–

–
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10.3 Steven J. Pully was a director of MaxWorldwide, Inc. (“MaxWorldwide”) on 22 July 2003, when the
company’s shareholders adopted a plan of liquidation and dissolution, pursuant to which the company
would liquidate and dissolve. The proposal became effective on 31 July 2003 and was
contemporaneous with the sale by MaxWorldwide of its principal operating asset, MaxOnline division,
effective 31 July 2003, leaving the company’s remaining assets, excluding the company’s cash, name
and certain other intellectual property rights, being sold to Focus Interactive, Inc.
10.4 Steven J. Pully was a director of Energy Partners Ltd (“Energy Partners”) that, on 1 May 2009,
announced that it had filed for bankruptcy protection under Chapter 11 of the United States
Bankruptcy Code (Title 11 of the United States Code) in the United States Bankruptcy Court for the
Southern District of Texas, Houston Division. Energy Partners was an upstream oil and gas business
that had operations in the U.S. and Gulf of Mexico. The filing for bankruptcy protection followed the
collapse of the credit markets, lower oil prices and environmental disruption in the form of hurricanes
affecting Energy Partner’s operations in 2008. In October 2009, noteholders converted $455 million
of notes issued by the company into equity, which, after conversion, represented 95 percent of the
company’s issued share capital. Four and a half years following the bankruptcy protection, while
Mr. Pully was lead director of the company, Energy Partners was acquired by Energy XXI Ltd for
$2.3 billion, approximately five times the value of the company at the time of entering into the
bankruptcy protection.
10.5 Jason J. Doornik was corporate controller of BPZ Energy Inc. (“BPZ Energy”) when, on 9 March
2015, it voluntarily filed for bankruptcy protection under Chapter 11 of the United States Bankruptcy
Code (Title 11 of the United States Code) in the United States Bankruptcy Court for the Southern
District of Texas, Victoria Division. BPZ Energy was an upstream oil and gas company that had a
51 percent stake in Peru’s offshore oil block Z-1 and 100 percent control of three onshore oil blocks
in Peru. The filing for bankruptcy protection followed an approximate 50 percent decline in oil prices
from June 2014 to March 2015, and the company’s inability to find a suitable financing solution to its
debt maturity and interest payments. On 31 December 2015, all of BPZ Energy’s assets were
transferred to a liquidating trust for the benefit of the company’s creditors, of which approximately
$9 million was distributed to creditors. Mr. Doornik left BPZ Energy on 15 October 2015.
10.6 Jason J. Doornik was chief accounting officer and controller of Fairway Energy LP (“Fairway Energy”),
a midstream oil-storage business based in Houston, Texas, until 31 July 2018. On 26 November 2018,
Fairway Energy voluntarily filed for bankruptcy protection under Chapter 11 of the United States
Bankruptcy Code (Title 11 of the Unites Stated Code) in the United States Bankruptcy Court for the
District of Delaware. At the time of seeking protection, Fairway Energy owed more than $100 million
in debt, nearly all of it owed to Riverstone Credit Partners Direct LP (“Riverstone”). On 10 April 2019,
following an auction process for the assets of Fairway Energy, Riverstone emerged as the successful
bidder and in June 2019 Converge Midstream LLC, an oil-storage and transportation company
associated with Riverstone, acquired the assets of Fairway Energy.
10.7 Save as set out above, none of the Directors or Executive Officers:
l

have any convictions in relation to fraudulent offences for at least the previous five years; or

l

have been associated with any bankruptcy, receivership or liquidation while acting in the
capacity of a member of the administrative, management or supervisory body or of a senior
manager of any company for at least the previous five years; or

l

have been subject to any official public incriminations and/or sanctions by any statutory or
regulatory authority (including designated professional bodies) for at least the previous five
years; or

l

have ever been disqualified by a court from acting as a director of a company, or from acting as
a member of the administrative, management or supervisor bodies of a company, or from acting
the management or conduct of the affairs of any company for at least the previous five years.

10.8 There are no family relationships between any of the Directors or Executive Officers.
10.9 There are no potential or actual conflicts of interest between any duties owed by the Directors or the
Executive Officers to the Company and their private interests and/or other duties, save for their interest
as holders of securities of the Company.
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11. Directors’ and Executive Officers’ interests
11.1 As at the Last Practicable Date, the Common Shares held by the Directors and Executive Officers (all
of which are held beneficially unless otherwise stated) are as follows:

Name

Percentage of
Issued and
Outstanding
Percentage
Number of
Share
of Issued
Common Shares
Capital Share capital

Directors
Cary M. Bounds(1)
Andrew L. Fawthrop(2)
A. John Knapp, Jr.(3)
Steven J. Pully(4)
William R. Thomas(5)
Executive Officers
Elizabeth D. Prochnow(6)
David A. DesAutels
Michael G. Silver
Jason J. Doornik

1,174,714
413,622
692,463
416,850
152,279

2.0%
0.7%
1.2%
0.7%
0.3%

1.7%
0.6%
1.0%
0.6%
0.2%

163,240
116,984
22,926
–

0.3%
0.2%
0.0%
–

0.2%
0.2%
0.0%
–

Notes
(1) Includes 470,095 Common Shares directly held by Mr. Bounds and 704,619 Common Shares that may be acquired
subject to Options exercisable within 60 days at a weighted-average exercise price of $1.25.
(2) Includes 197,577 Common Shares directly held by Mr. Fawthrop and 216,045 Common Shares that may be acquired
subject to Options exercisable within 60 days at an exercise price of $1.28.
(3) Includes 456,418 Common Shares directly held by Mr. Knapp and 20,000 Common Shares owned by Andover Real
Estate Services, Inc., an entity that Mr. Knapp controls and 216,045 Common Shares that may be acquired subject to
Options exercisable within 60 days at an exercise price of $1.28.
(4) Includes 200,805 Common Shares directly held by Mr. Pully and 216,045 Common Shares that may be acquired subject
to Options exercisable within 60 days at an exercise price of $1.28.
(5) Includes 87,972 Common Shares directly held by Mr. Thomas and 64,307 Common Shares that may be acquired subject
to Options exercisable within 60 days at an exercise price of $1.43.
(6) Includes 19,330 Common Shares directly held by Ms. Prochnow and 143,910 Common Shares that may be acquired
subject to Options exercisable within 60 days at a weighted-average exercise price of $1.09.

11.2 Details of outstanding Incentive Awards granted to the Directors and Executive Officers are set out
in paragraph 16.4 of this Part 17 (Additional Information).

12. Major Shareholders
12.1 Save as set out below, as at the Last Practicable Date, the Company is not aware of any person
who, directly or indirectly, is interested in five percent or more of the Company’s capital or voting
rights:

Name

Percentage of
Issued and
Outstanding
Percentage
Number of
Share
of Issued
Common Shares
Capital Share capital

Bradley L. Radoff*
Tieton Capital Management, LLC
Renaissance Technologies LLC

4,494,905
3,008,598
3,006,117

7.7%
5.1%
5.1%

6.7%
4.5%
4.5%

Note
* Based on a Schedule 13D/A filed with the SEC on 5 March 2019 by BLR Partners LP, BLRPart, LP, BLRGP Inc., Fondren
Management, LP, FMLP Inc., The Radoff Family Foundation and Bradley L. Radoff, Mr. Radoff has sole voting power and sole
dispositive power over all of 4,494,905 Common Shares. Mr. Radoff directly owns 1,938,905 Common Shares. As the sole
shareholder and sole director of each of BLRGP Inc. and Fondren Management, LP and as director of The Radoff Family
Foundation, Mr. Radoff may be deemed the beneficial owner of (i) 2,471,000 Common Shares owned by BLR Partners LP;
and (ii) 85,000 Common Shares owned by The Radoff Family Foundation.
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12.2 None of the Shareholders named in paragraph 12.1 of this Part 17 (Additional Information) has
different voting rights from other Shareholders.
12.3 The Company is not aware of any person who, directly or indirectly, owns or controls the Company.
The Company is not aware of any arrangements the operation of which may at a subsequent date
result in a change of control of the Company.

13.

Directors’ and Executive Officers’ service agreements

13.1 Overview
The Company has not entered into a service agreement with any of Andrew L. Fawthrop,
Steven J. Pully, A. John Knapp, Jr. or William R. Thomas, each of whom are Directors or with each
of Elizabeth D. Prochnow, Jason J. Doornik, David A. DesAutels or Michael G. Silver, each of whom
are Executive Officers.
The Directors are appointed at each annual meeting of the Shareholders and may also be appointed
at a special meeting of Shareholders. Once appointed, Directors hold office until the close of the next
annual meeting of the Shareholders following their appointment, or until a successor is duly elected
or appointed or his or her office is earlier vacated in accordance with the Certificate of Incorporation
and Bylaws. Further details on the appointment and terms of office of the Directors is described at
paragraph 9.8 of this Part 17 (Additional Information).
Directors who are not officers or employees of the Company or any of its Subsidiaries are
compensated for their services as Directors through annual retainer fees and Incentive Awards,
issuable from time to time under the 2014 LTIP and 2016 SAR Plan, based on recommendations of
the Compensation Committee.
The Directors and Executive Officers on Admission and their functions are set out in Part 9 (Directors,
Executive Officers and Corporate Governance) of this Prospectus.
13.2 Cary M. Bounds, Chief Executive Officer
The Company entered into an amended and restated executive employment agreement with Cary
M. Bounds, effective 29 December 2016, in connection with his appointment as CEO (“Employment
Agreement”). The initial term of the Employment Agreement commenced on 29 December 2016
and is extended for successive one-year terms if neither party gives the other party notice of their
intention to terminate the Employment Agreement 60 days prior to the end of the term. The
Employment Agreement amends and replaces a prior employment agreement in effect between Mr.
Bounds and the Company entered into in July 2015.
The Employment Agreement provides that Mr. Bounds will receive a minimum base salary of
$400,000 per annum and that this base salary will be reviewed annually by the Compensation
Committee. The base salary may be increased but not decreased. The Compensation Committee
determined to keep his base salary flat for 2018 over 2017. Pursuant to the Employment Agreement,
Mr. Bounds is eligible for Options or other Incentive Awards as determined by the Compensation
Committee up to 200 percent of his base salary.
The Employment Agreement also provides Mr. Bounds with certain severance benefits if his
employment is terminated due:
(i)

to his death or disability; or

(ii)

by the Company without cause (cause being primarily the act of (i) material fraud; (ii) conviction
of a felony crime; or (iii) the wilful or continued failure of the CEO to carry out his material duties);
or

(iii)

by Mr. Bounds for good reason (good reason being primarily the assignment of duties to the
CEO materially inconsistent with the CEO’s position), including in connection with a change of
control (generally meaning the occurrence of any one or more of the following events (i) the
acquisition by any individual, entity or group of beneficial ownership of 50 percent or more of
the Common Shares or combined voting power; or (ii) individuals who constitute the as of the
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effective date of the plan, or successors to such members approved by the Board, cease for
any reason to constitute at least a majority of the Board; or (iii) the consolidation, merger or
the sale or other disposition of at least 50 percent of the assets of the Company or the adoption
of any plan or proposal for the liquidation of the Company).
Specifically, the Employment Agreement provides that upon termination of Mr. Bounds’ employment
by the Company without cause, by Mr. Bounds for good reason, or due to Mr. Bounds’ death or
disability, Mr. Bounds (or his beneficiaries) will receive, among other benefits, a cash severance
payment at least equal to 50 percent of his annual base salary then in effect plus 50 percent of the
greater of:
(i)

his average annual bonus paid or payable for the preceding two calendar years; and

(ii)

the annual bonus for the calendar year in which the termination occurs (prorated for the portion
of the year actually worked).

If Mr. Bounds’ employment is terminated by the Company without cause, by Mr. Bounds for good
reason, or due to Mr. Bounds’ death or disability, in each case within one year following a change in
control, the Company will provide Mr. Bounds (or his beneficiaries) with a cash severance payment
at least equal to 150 percent of his annual base salary then in effect plus 150 percent of the greater
of:
(i)

his average annual bonus paid or payable for the preceding two calendar years; and

(ii)

the annual bonus for the calendar year in which the termination occurs (prorated for the portion
of the year actually worked).

The Company would also be required to pay for continuing health insurance premiums for Mr. Bounds
and his eligible spouse and dependents for a period of one year following the termination and accrued
and unpaid base salary, unused vacation days, and reimbursement for previously incurred business
expenses.
13.3 Change of Control Agreements
The Company has entered into the Change of Control Agreements with the Executive Officers and
certain other associates of the Company to provide severance benefits in connection with a change
in control of the Company. Under the terms of the respective Change of Control Agreements, upon
a termination of a participant’s employment by the Company without cause or a resignation by the
participant for good reason three months prior to a change in control or six months following a change
in control, the participant will be entitled to receive a cash amount equal to (i) one-hundred percent
of the participant’s base salary; (ii) reimbursement of costs incurred by the employee in the course of
their employment; and (iii) the participant will also be entitled to receive a cash amount equal to the
Company’s group health plans for the participant and his or her eligible spouse and other dependents
for six months.
For those Change of Control Agreements entered into between the Company and each of (1)
Elizabeth D. Prochnow; (2) David A. DesAutels; and (3) Michael G. Silver, each respective Executive
Officer will receive seventy-five percent of their target bonus. Any payments under a Change of Control
Agreement are subject to the participant’s execution and non-revocation of a general waiver and
release of claims against the Company.
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14. Directors’ and Executive Officers’ remuneration and benefits
14.1 A summary of the amount of remuneration paid by the Group to the Directors (including any
contingent or deferred compensation) and benefits in kind for financial year ended 31 December
2018 for their services, in all capabilities, to the Group is set out below:

Name

Fees ($)

Common
Share
Awards

Cary M. Bounds
Andrew L. Fawthrop
A. John Knapp, Jr.
Steven J. Pully
William R. Thomas

400,000
125,645
93,376
91,126
–

132,000
40,000
40,000
40,000
–

Non-Equity
Incentive
Options
Plan
All Other
and SARs Compensation Compensation
Awards ($)
($)
($)
392,187
40,000
40,000
40,000
–

460,000
–
–
–
–

16,500
–
–
–
–

Total
($)
1,400,687
205,645
173,376
171,126
–

14.2 A summary of the amount of remuneration paid by the Group to the Executive Officers (including any
contingent or deferred compensation) and benefits in kind for financial year ended 31 December
2018 for their services, in all capabilities, to the Group is set out below:

Name
Elizabeth D. Prochnow
David A. DesAutels
Michael G. Silver
Jason J. Doornik

Salary ($)

Common
Share
Awards

200,016
309,500
10,000*
–

–
–
–
–

Non-Equity
Incentive
Options
Plan
All Other
and SARs Compensation Compensation
Awards ($)
($)
($)
79,230
154,750
–
–

109,190
154,750
–
–

15,494
16,500
–
–

Total
($)
403,930
635,500
–
–

Note
* Michael G. Silver was a consultant for one month in financial year ended 31 December 2018, pursuant to which he was paid
$10,000.

14.3 Directors are not entitled to any benefits upon termination of their services, other than those described
at paragraphs 13.2 and 13.3 of this Part 17 (Additional Information).
14.4 Non-executive Directors are not entitled to any benefits upon termination of their services.
14.5 The Company maintains directors’ and officers’ insurance and agrees to indemnify its Directors and
Executive Officers to the full extent allowed under the DGCL.

15. Pension arrangements
The Company does not have a pension plan or a deferred compensation plan.

16.

Incentive Plans

16.1 Overview
The Company believes that long term performance and increases in Shareholder value are achieved
through an ownership culture that encourages performance by all Employees, including Executive
Officers, through the use of at-risk long term incentives. Accordingly, the Company provides Sharebased compensation to its Directors, Executive Officers and Employees pursuant to (i) the 2014 LTIP;
and (ii) the 2016 SAR Plan, with incentives to help align those employees’ interests with the
performance of the Company as reflected in the market price of its Common Shares. The 2014 LTIP
and 2016 SAR Plan are the only Incentive Plans as at the date of this Prospectus.
The 2014 LTIP was adopted by the Compensation Committee on 4 March 2014, with an effective
date of 16 April 2014. It was approved by the Shareholders on 4 June 2014. The 2014 LTIP permits
the grant of Shares, Options, Restricted Shares, Restricted Share Units, Phantom Shares, Share
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Appreciation Rights and other awards, any of which may be designated as performance awards or
be made subject to other conditions.
The 2016 SAR Plan was adopted by the Compensation Committee, with immediate effect, on
10 March 2016. It permits the grant of cash settled SARS.
The Compensation Committee:
(i)

reviews and makes recommendations to the Board for its ultimate approval with respect to
the goals and objectives relevant to the compensation of the CEO and Executive Officers;

(ii)

evaluates the CEO’s and Executive Officers’ performance in light of those goals and objectives;

(iii)

determines and approves the CEO’s and Executive Officers’ compensation based on this
evaluation, including the CEO’s and Executive Officers’ participation in the Company’s incentive
compensation plans;

(iv)

exercises oversight with respect to the Company’s compensation philosophy and incentive
compensation plans covering Executive Officers and senior management;

(v)

prepares an annual report on executive compensation for inclusion in the Company’s proxy
statement for the annual meeting of Shareholders; and

(vi)

reviews the Company’s Compensation Discussion & Analysis required by the SEC Rules to be
included in the Company’s proxy statement and annual report on Form 10-K.

To accomplish the Company’s objectives, its compensation programme is comprised of the following
four elements (i) base salary; (ii) cash bonus; (iii) long-term equity-based compensation; and (iv)
benefits:
Element

Note

Base salary

l
l

Cash bonus

Long-term equity-based

l
l
l
l
l
l
l
l
l
l
l

Benefits

l
l
l

Recognise unique value and historical contributions to the
Company’s success.
Competitive in light of salary norms in the industry and the
general marketplace.
Match competitors for executive talent.
Provide executives with predictable, regularly-paid income.
Reflect an executive’s position and level of responsibility.
Motivate management to achieve key corporate objectives.
Competitive remuneration package aligned with peers.
Compensation Committee maintains complete discretion on
the pay-out of bonuses to the executive team.
Aligns executives’ interests with the interests of Shareholders.
Rewards long-term performance.
Is required in order for the Company to be competitive from a
total remuneration standpoint.
Encourages executive retention.
Gives executives the opportunity to share in the Company’s
long-term performance.
Utilise Restricted Shares, Option awards and SARs.
401(k) plan and match.
Payment of insurance premiums.

16.2 2014 LTIP
The 2014 LTIP provides for the issuance of a total of 4,600,000 Common Shares. As at the Last
Practicable Date, 47,973 Common Shares remained available for future grants under this plan. For
each Option granted, the number of authorised Shares under the 2014 LTIP is reduced on a one-forone basis. For each Restricted Share granted, the number of Shares authorised under the 2014 LTIP
is reduced by twice the number of Restricted Shares.
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(a)

Types of awards and full value awards
Options, SARs, Restricted Shares, Restricted Share Units, and other Share based awards are
available for Incentive Awards granted under the 2014 LTIP. To date, the Company has
awarded Options, Restricted Shares and SARs under the plan.

(b)

Administration
The 2014 LTIP is administered by the Compensation Committee which has the power to select
the persons eligible to receive Incentive Awards, the type and amount of Incentive Awards to
be awarded, and the terms and conditions of such awards.

(c)

Eligibility
Any Employee or independent Director is eligible to participate in the 2014 LTIP. Non-Employee
Directors are also eligible to participate, however, Options may be granted only to Employees.

(d)

Award agreements and term
Awards under the plan are evidenced by an award agreement.

(e)

Options
The exercise price must be at least equal to the fair market value of the Common Shares on
the date of grant. Options must have a term of not more than five years from the date of grant.
To date, the Company has awarded Options with vesting periods of three or five years. In
addition, vesting may be subject to performance criteria as specified in the award agreement.

(f)

SAR
The grant of a SAR provides the holder with the right to receive a “spread” equal to the excess
of the fair market value of a specified number of Common Shares on the date the SAR is
exercised over a SAR price specified in the applicable award agreement. The SAR price
specified in an award agreement must be equal to the fair market value of the Common Shares
on the grant date of the SAR. The term of each SAR is determined by the Compensation
Committee subject to a limit of five years from the date of grant, as set forth in the award
agreement. Following the adoption of the 2016 SAR Plan there have been no issuance of SARs
under the 2014 LTIP, nor are any SARs issued under the 2014 LTIP outstanding.

(g)

Restricted Shares
The award agreement for Restricted Share will specify the time or times within which such
award may be subject to forfeiture and any performance goals which must be met in order to
remove any restrictions on the award. To date, the Company has issued Restricted Shares to
Employees that generally vests over a three-year period, vesting in three equal parts on the
first three anniversaries following the date of grant. The Compensation Committee has granted
Restricted Shares to Directors that vests immediately and are not restricted. Except for the
limitations on transfer or other limitations as set forth in the award agreement, holders of
Restricted Shares have all of the rights of a Shareholder, including, if provided in the award
agreement, the right to vote the Common Shares and to receive any dividends thereon.

(h)

Restricted Share Units
Restricted Share Units may be granted to participants in such number, and upon such terms
as determined by the Compensation Committee and specified in the award agreement. A grant
of Restricted Share Units will not represent the grant of Common Shares but will represent a
promise to deliver a corresponding number of Shares based upon the completion of service,
performance conditions, or such other terms and conditions as specified in the award
agreement. A participant will have no voting rights with respect to any Restricted Share Units
or to the Shares corresponding to such Restricted Share Units before vesting. There are no
Restricted Share Units in issue as at the Last Practicable Date.
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(i)

Other Share-based awards
The Compensation Committee may grant other Share-based awards, such as Phantom
Shares, in amounts and subject to such terms and conditions as the Compensation Committee
determines. Such awards may involve the transfer of actual Shares to participants, or payment
in cash or otherwise of amounts based on the value of Shares. Payment, if any, with respect
to cash-based awards and other Share-based award will be made in accordance with the
terms of the award agreement, in cash, in Shares, or a combination of both, as determined by
the Compensation Committee and set out in the award agreement. The Compensation
Committee may also specify any performance criteria for vesting and payment.

(j)

Termination of employment, death, disability and retirement
Unless otherwise provided in an award agreement, or otherwise agreed to, upon the
termination of a participant’s employment, the non-vested portions of all outstanding awards
will terminate immediately.
Subject to different provisions in an award agreement, the period during which a vested Option
or other vested Incentive Award may be exercised following termination of the participant’s
employment depend upon the circumstances of the termination of employment:

(k)

(i)

if a participant’s employment is terminated for any reason other than as a result of death,
disability, retirement or for cause, the vested portion of such award is exercisable until
the earlier of (1) the expiration date set forth in the applicable award agreement; or (2)
120 days after the date of termination (three months in the case of Options); or

(ii)

in the event of the termination of participant’s employment for cause, all awards
immediately expire; or

(iii)

upon a participant’s retirement, any vested award will expire on the earlier of (1) the
expiration date set forth in the award agreement for such award; or (2) six months after
the date of retirement (three months in the case of Options); or

(iv)

upon the death or disability of a participant, any vested award will expire on the earlier
of (1) the expiration date set forth in the award agreement; or (2) the one year anniversary
date of the participant’s termination of employment due to death or disability.

Change in control
Unless provided otherwise in the applicable award agreement, in the event of a change in
control of the Company:
(i)

all Options and SARs will become 100 percent vested and all restrictions and conditions
of any Restricted Share Awards, Restricted Share Units and any other Share-based
awards shall be deemed satisfied and the restricted period shall be deemed to have
expired; and

(ii)

all performance-based awards shall become fully vested. Awards shall be payable as
of the day immediately preceding the date of the change in control event.

A “change in control” of the Company generally means the occurrence of any one or more
of the following events:
(i)

the acquisition by any individual, entity or group of beneficial ownership of 50 percent
or more of the Common Shares or combined voting power; or

(ii)

individuals who constitute the Board as of the effective date of the plan, or successors
to such members approved by the Board, cease for any reason to constitute at least a
majority of the Board; or

(iii)

the consolidation, merger or the sale or other disposition of at least 50 percent of the
assets of the Company or the adoption of any plan or proposal for the liquidation of the
Company.
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16.3 2016 SAR Plan
The 2016 SAR Plan is administered by the Compensation Committee, except that awards granted
to non-executive Directors must be approved by the Board. Employees and Directors are eligible to
participate in the 2016 SAR Plan. The terms and conditions of each SAR will be evidenced by an
incentive agreement. The SAR price per Share must not be less than 100 percent of the fair market
value of a Common Share on the date of grant of the SAR. The term of the SAR may not be greater
than ten years from the date of grant.
(a)

Exercise
SARs are exercisable subject to such terms and conditions as the Compensation Committee
may specify in the incentive agreement for the SAR Award. A SAR Award may be exercised
by the delivery of a signed written notice of exercise to the Company, which must be received
and accepted by the Company as of a date set by the Company in advance of the effective
date of the proposed exercise.
The notice must set forth the number of SARs with respect to which the SAR Award is to be
exercised. No SAR granted to an Executive Officer, Director or 10 percent beneficial owner of
any class of Shares may be exercised prior to six months from the date of grant, except in the
event of the death or disability of such grantee which occurs prior to the expiration of such six
month period if so permitted under the incentive agreement.

(b)

Settlement
Upon exercise of a SAR, the grantee will receive an amount equal to the spread. The spread,
less applicable withholdings, will be payable only in cash, within 10 calendar days from the
exercise date. In no event may any SAR be settled in any manner other than by delivery of a
cash payment from the Company.

(c)

Form of incentive agreement
Each grantee to whom an Incentive Award is granted will be required to enter into an incentive
agreement with the Company, in such a form as is provided by the Compensation Committee.

(d)

Termination of employment
Unless otherwise expressly provided in the grantee’s incentive agreement, if the grantee’s
employment is terminated for any reason other than due to his death, disability, retirement or
for cause, any non-vested portion of any outstanding SAR Award at the time of such
termination will automatically expire and terminate and no further vesting will occur after the
termination date. In such event, except as otherwise expressly provided in his incentive
agreement, the grantee will be entitled to exercise his rights only with respect to the portion of
the incentive award that was vested as of his termination of employment date for a period that
will end on the earlier of (i) the expiration date set forth in the incentive agreement; or (ii) ninety
days after the date of his termination of employment.
Unless otherwise expressly provided in the grantee’s incentive agreement, in the event of the
termination of a grantee’s employment for cause, all vested and non-vested SAR Awards
granted to such grantee will immediately expire, and will not be exercisable to any extent, as
of 12:01 a.m. (CST) on the date of such termination of employment.
Unless otherwise expressly provided in the grantee’s incentive agreement, upon the termination
of employment due to the grantee’s retirement: any non-vested portion of any outstanding
SAR Award will immediately terminate and no further vesting will occur and any vested SAR
Award will expire on the earlier of (i) the expiration date set forth in the incentive agreement; or
(ii) the expiration of six months after the date of termination.
Unless otherwise expressly provided in the grantee’s incentive agreement, upon termination
of employment as a result of the grantee’s disability or death any non-vested portion of any
outstanding SAR Award will immediately terminate upon termination of employment and no
further vesting will occur and any vested incentive award will expire on the earlier of either (i)
120

the expiration date set forth in the incentive agreement; or (ii) the one year anniversary date of
the termination of employment date.
(e)

Change in control
SARs will become exercisable upon a change in control (as defined in paragraph 16.2(k) of
this Part 17 (Additional Information)), unless provided otherwise by the Compensation
Committee.

16.4 Outstanding Incentive Awards
As at the Last Practicable Date, 47,973 Common Shares remained available for the Compensation
Committee to issue and the following securities were outstanding:
(a)
Options
As at the Last Practicable Date, the following Options were outstanding:

Number of Number of
Total Number
Vested Unvested
of Options
Options
Options
402,507
52,292
279,570
325,048
258,735
375,039
257,228
175,644
150,000
13,000
44,163
520,562
119,700

128,065
–
279,570
194,916
258,735
375,039
257,228
175,644
150,000
13,000
–
–
119,700

274,442
52,292
–
130,132
–
–
–
–
–
–
44,163
520,562
–

––––––––––––

––––––––––––

––––––––––––

2,973,488

1,951,897

1,021,591

––––––––––––
––––––––––––

––––––––––––
––––––––––––

Option
Exercise
Price ($)
$ 0.86
$ 0.93
$ 0.99
$ 1.00
$ 1.04
$ 1.08
$ 1.43
$ 1.60
$ 1.94
$ 2.20
$ 2.29
$ 2.33
$ 4.98

––––––––––––

Option
Expiration Date

Aggregate
Exercise
Price of
Options ($)

28 February 2023
$346,156
2 November 2022
$48,632
1 June 2022
$276,774
11 April 2022
$325,048
18 March 2021
$269,084
29 December 2021
$405,042
6 June 2024
$367,836
9 May 2023
$281,030
5 July 2020
$291,000
12 April 2020
$28,600
31 March 2024
$101,133
28 February 2024 $1,212,909
3 March 2020
$596,106
––––––––––––––––––––

––––––––––––

$4,549,350

––––––––––––
––––––––––––

––––––––––––
––––––––––––

As at the Last Practicable Date, the number of Options held by the Directors and Executive Officers
was as follows:

Name

Total
Number
of Options

Number of
Vested
Options

Number of
Unvested
Options

Option
Exercise
Price ($)

179,580
375,039
150,000
162,145

179,580
375,039
150,000
–

–
–
–
162,145

$ 1.04
$ 1.08
$ 1.94
$ 2.33

Option
Expiration Date

Aggregate
Exercise
Price of
Options ($)

Directors
Cary M. Bounds

Andrew L. Fawthrop

––––––––

––––––––

––––––––

866,764

704,619

162,145

––––––––
––––––––

––––––––
––––––––

––––––––
––––––––

93,190
64,307
58,548

93,190
64,307
58,548

–
–
–

––––––––

––––––––

––––––––

216,045

216,045

–

––––––––
––––––––

––––––––
––––––––

––––––––
––––––––
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––––––––

18 March 2021
29 December 2021
5 July 2020
28 February 2024

–––––––––––––––––

$ 186,763
$405,042
$291,000
$377,798

––––––––
$1,260,603

––––––––
––––––––

$ 0.99
$ 1.43
$ 1.60

––––––––

1 June 2022
6 June 2024
9 May 2023

–––––––––––––––––

$92,258
$91,959
$93,677

––––––––
$277,894

––––––––
––––––––

Name

Total
Number
of Options

Number of
Vested
Options

Number of
Unvested
Options

Option
Exercise
Price ($)

93,190
64,307
58,548

93,190
64,307
58,548

–
–
–

$ 0.99
$ 1.43
$ 1.60

Option
Expiration Date

Aggregate
Exercise
Price of
Options ($)

Directors
A. John Knapp, Jr.

Steven J. Pully

––––––––

––––––––

––––––––

216,045

216,045

–

––––––––
––––––––

––––––––
––––––––

––––––––
––––––––

93,190
64,307
58,548

93,190
64,307
58,548

–
–
–

––––––––

––––––––

––––––––

216,045

216,045

–

––––––––
––––––––
William R. Thomas

64,307

––––––––
64,307

Executive Officers
Elizabeth D. Prochnow

David A. DesAutels

90,034
68,930
54,945
13,000
20,268

30,011
45,954
54,945
13,000
–

60,023
22,976
–
–
20,268

––––––––

––––––––

––––––––

247,177

143,910

103,267

–

––––––––
––––––––
–

––––––––
––––––––

52,292
31,365

–
–

52,292
31,365

––––––––

––––––––

––––––––

83,657

–

83,657

44,163

––––––––
44,163

––––––––
––––––––
–

––––––––
–

––––––––
––––––––

$ 0.99
$ 1.43
$ 1.60

––––––––

1 June 2022
6 June 2024
9 May 2023

–––––––––––––––––

44,163

––––––––
$ 277,894

$ 1.43

––––––––

6 June 2024

–––––––––––––––––

$ 91,959

––––––––
$91,959

––––––––
––––––––
$ 0.86
$ 1.00
$ 1.04
$ 2.20
$ 2.33

––––––––

28 February 2023
11 April 2022
18 March 2021
12 April 2020
28 February 2024

–––––––––––––––––

$77,429
$68,930
$57,143
$28,600
$47,224

––––––––
$279,326

––––––––
––––––––
–

––––––––
––––––––
$ 0.93
$ 2.33

––––––––

2 November 2022
28 February 2024

–––––––––––––––––

$48,632
$73,080

––––––––
$121,712

––––––––
––––––––
––––––––

$92,258
$91,959
$93,677

––––––––
––––––––

–

––––––––
––––––––

––––––––
$277,894

––––––––
––––––––

––––––––
––––––––

$92,258
$91,959
$93,677

––––––––
––––––––

–

––––––––
––––––––

––––––––
––––––––

(b)

64,307

–

––––––––

––––––––
––––––––

––––––––
––––––––
Michael G. Silver

64,307

––––––––

–––––––––––––––––

––––––––
––––––––

––––––––
––––––––

––––––––
––––––––
Jason J. Doornik

––––––––
––––––––

––––––––

1 June 2022
6 June 2024
9 May 2023

––––––––
––––––––
$ 2.29

––––––––

44,163

––––––––
––––––––

31 March 2024

–––––––––––––––––

$101,133

––––––––
$101,133

––––––––
––––––––

Restricted Shares
As at the Last Practicable Date, the following unvested Restricted Shares were outstanding:
Total Number
of Unvested
Restricted Shares

Restricted
Shares
Grant Price ($)

Restricted Shares
Award Date

163,372
26,882
12,500
61,729
22,926
130,875

$ 0.86
$ 0.93
$ 1.00
$ 1.08
$ 2.29
$ 2.33

28 February 2018
2 November 2017
11 April 2017
29 December 2016
1 April 2019
28 February 2019

–––––––––

–––––––––

418,284

–––––––––
–––––––––
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–––––––––––––––––––

As at the Last Practicable Date, the following unvested Restricted Shares held by the Directors
and Executive Officers was as follows:

Name

Total Number
of Unvested
Restricted Shares

Restricted
Shares
Grant Price ($)

Restricted Shares
Award Date

102,325
61,729
85,837

$ 0.86
$ 1.08
$ 2.33

28 February 2018
29 December 2016
28 February 2019

$ 2.33

28 February 2019

$ 0.86
$ 0.93
$ 2.33

28 February 2018
2 November 2017
28 February 2019

$ 2.29

1 April 2019

Directors
Cary M. Bounds

–––––––––

–––––––––

–––––––––––––––––––

249,891

–––––––––
–––––––––

Andrew L. Fawthrop
A. John Knapp, Jr.
Steven J. Pully

–

–––––––––
–––––––––

–

–––––––––
–––––––––

–

–––––––––
–––––––––

William R. Thomas
Executive Officers
Elizabeth D. Prochnow

–

–––––––––
–––––––––

10,730

–––––––––

–––––––––

–––––––––––––––––––

10,730

–––––––––
–––––––––

Jason J. Doornik

–

–––––––––
–––––––––

David A. DesAutels

29,070
26,882
16,604

–––––––––

–––––––––

–––––––––––––––––––

72,556

–––––––––
–––––––––

Michael G. Silver

22,926

–––––––––

–––––––––

–––––––––––––––––––

22,926

–––––––––
–––––––––

(c)

SARs
As at the Last Practicable Date, the following SARs were outstanding:
Number of Number of
Total Number
Vested Unvested
of SARs
SARs
SARs
1,732,944
179,580
849,057
196,892
767,783

509,769
179,580
550,315
–
–

1,223,175
–
298,742
196,892
767,783

––––––––––

––––––––––

––––––––––

3,726,256

1,239,664

2,486,592

––––––––––
––––––––––

––––––––––
––––––––––

––––––––––
––––––––––
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SAR
Exercise
Price ($)
$ 0.86
$ 1.04
$ 1.20
$ 1.72
$ 2.33

––––––––––

SAR Expiration
Date

Aggregate
Exercise
Price
of SARs ($)

28 February 2023
18 March 2021
21 April 2022
9 May 2024
28 February 2024

$1,490,332
$ 186,763
$1,018,868
$ 338,654
$1,788,934

–––––––––––––––––

–––––––––––

$4,823,551

–––––––––––
–––––––––––

As at the Last Practicable Date, the SARs held by the Directors and Executive Officers was as follows:

Name

Total
Number
of SARs

Number of
Vested
SARs

Number of
Unvested
SARs

SAR
Exercise
Price ($)

SAR
Expiration Date

Aggregate
Exercise
Price of
SARs ($)

891,334
179,580
754,717
324,290

297,111
179,580
503,145
–

594,223
–
251,572
324,290

$ 0.86
$ 1.04
$ 1.20
$ 2.33

28 February 2023
18 March 2021
21 April 2022
28 February 2024

$ 766,547
$ 186,763
$ 905,660
$ 755,596

Directors
Cary M. Bounds

Andrew L. Fawthrop
A. John Knapp, Jr.
Steven J. Pully
William R. Thomas
Executive Officers
Elizabeth D. Prochnow

––––––––

––––––––

––––––––

2,149,921

979,836

1,170,085

––––––––
––––––––

––––––––
––––––––

––––––––
––––––––

–

–

–

––––––––
––––––––
–

––––––––
––––––––
–

––––––––
––––––––
–

David A. DesAutels

–

––––––––
––––––––
–

––––––––

––––––––

––––––––

130,570

30,011

100,559

––––––––
––––––––

168,814
62,730

–
–

168,814
62,730

––––––––

––––––––

––––––––

231,544

–

231,544

–

–

––––––––
––––––––

$ 0.86
$ 2.33

––––––––

28 February 2023
28 February 2024

–––––––––––––––––

––––––––
––––––––
–

––––––––
––––––––

$ 77,429
$ 94,449

––––––––
$ 171,878

––––––––
––––––––

–

––––––––
––––––––

––––––––
––––––––

–

––––––––
––––––––

––––––––
––––––––

––––––––
––––––––

––––––––
––––––––

–

––––––––
––––––––

–

60,023
40,536

–

–

––––––––
––––––––

–

30,011
–

–

–

––––––––
––––––––

––––––––
––––––––

90,034
40,536

––––––––
––––––––

––––––––
––––––––

–

––––––––
––––––––

––––––––
$ 2,614,566

––––––––
––––––––

––––––––
––––––––

––––––––
––––––––
Michael G. Silver

–

––––––––
––––––––

–––––––––––––––––

––––––––
––––––––

––––––––
––––––––

––––––––
––––––––
Jason J. Doornik

––––––––
––––––––

––––––––

–

––––––––
––––––––
$ 0.86
$ 2.33

––––––––

28 February 2023
28 February 2024

–––––––––––––––––

$ 145,180
$ 146,161

––––––––
$ 291,341

––––––––
––––––––
–

––––––––
––––––––

16.5 401(k)
The Company sponsors a 401(k) plan, with a company match feature, for Employees. Costs incurred
in financial years ended 31 December 2018, 31 December 2017 and 31 December 2016 for the
Company’s matching contribution and for administering the plan were approximately $0.3 million,
$0.2 million and $0.3 million, respectively.

17. Subsidiaries
17.1 The Group structure is as follows:
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17.2 The Company has the following Subsidiaries:
Proportion
Date of of Ownership
Incorporation
Interest

Nature of
Ownership
Interest

Principal
Activity

Name

Place of
Incorporation

VAALCO Energy (USA), Inc.

Delaware, USA

16 October 1996

100%

Direct

Dormant

VAALCO International, Inc.

Delaware, USA

31 July 2002

100%

Direct

Holding
company

VAALCO Gabon (Etame), Inc.

Delaware, USA

14 June 1995

100%

Indirect
(through
VAALCO
International,
Inc.)

Holding
company

VAALCO Production (Gabon),
Inc.

Delaware, USA

14 June 1995

100%

Direct

Dormant

VAALCO Angola (Kwanza), Inc.
VAALCO UK (North Sea),
Limited
VAALCO Energy (EG), Inc.
VAALCO Energy Mauritius (EG),
Limited

VAALCO Gabon S.A.

Delaware, USA

15 May 2006

100%

Direct

Dormant

England & Wales

22 May 2006

100%

Direct

Dormant

Delaware, USA

3 July 2012

100%

Direct

Holding
company

Mauritius 23 November 2012*

100%

Indirect
(through
VAALCO
Energy (EG)
Limited)

Oil and gas
exploration
operation
company

100%

Indirect
(through
VAALCO
Gabon
(Etame), Inc.)

Oil and gas
exploration
operation
company

Gabon

4 June 2014

Note
* Date of certificate of incorporation on change of name.

17.3 VAALCO Mauritius, which holds the Company’s working interest in Block P, registered a branch with
the Mercantile Registry of Bata, in Equatorial Guinea, on 18 July 2013. However, the duration of the
branch has expired and is therefore currently considered not in good standing by the State of
Equatorial Guinea. The Company is taking steps to restore the branch to good standing, which it
expects to be completed by Q4 2019. The Group may be subject to fines, penalties and related
administrative expenses, whether the branch is restored to good standing by Q4 2019 or after that
date, which the Company understands are likely not to exceed €25,000.

18. Material contracts
The following is a summary of contracts (not being entered into in the ordinary course of business) which
have been entered into by the Group: (i) within the two years immediately preceding the date of this
Prospectus and are, or may be material; or (ii) which contain any provision under which the Group has any
obligation or entitlement which is material to VAALCO as at the date of this Prospectus.
Shareholder agreements
18.1 Kornitzer Stockholder Agreement
On 22 December 2015, (1) VAALCO; (2) Kornitzer Capital; and (3) John C. Kornitzer (together with
Kornitzer Capital, the “Kornitzer Group”) entered into the Kornitzer Stockholder Agreement,
pursuant to which the Company agreed to give the Kornitzer Group the right to nominate an
appointee Director at each Shareholder meeting until the Kornitzer Group beneficially owned less
than 5 percent of the issued and outstanding Common Shares. A. John Knapp Jr. was appointed to
the Board and to the Audit Committee as the Kornitzer Group’s nominee Director.
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The Kornitzer Group agreed to vote (i) in favour of the election of each Director nominated by the
Board or any removal of Directors; and (ii) in accordance with the Board’s recommendations with
respect to any other proposal to be submitted at a meeting of Shareholders, unless ISS recommends
otherwise, in which case the Kornitzer Group may vote in accordance with ISS’ recommendations.
The Kornitzer Group also agreed to customary standstill restrictions, except that the Kornitzer Group
is permitted to increase its beneficial ownership up to a total of 15 percent of the issued and
outstanding Common Shares.
Each party can terminate the Kornitzer Stockholder Agreement at any time by giving written notice
to the counterparties.
On 31 May 2019, A. John Knapp, Jr. resigned from the Board and each of the Company Committees
with immediate effect, following notification by the Kornitzer Group on 23 May 2019 that it beneficially
held less than 5 percent of the issued and outstanding Common Shares.
On 6 June 2019, the Board, acting on the recommendation of the Nominating and Corporate
Governance Committee, determined to reappoint Mr. Knapp as a Director and member of each of
the Compensation Committee, Nominating and Corporate Governance Committee and Strategic
Committee, and chair of the Audit Committee, as an independent Director.
18.2 Group 42-BLR Settlement Agreement
On 22 December 2015, (1) VAALCO; and (2) the Group 42-BLR Group entered into the Group 42BLR Settlement Agreement, pursuant to which the Company agreed to give the Group 42-BLR Group
the right to nominate an appointee Director at each Shareholder meeting until such a time as the
Group 42-BLR Group beneficially owned less than 5 percent of the issued and outstanding Common
Shares. William R. Thomas is the currently appointed nominee Director of the Group 42-BLR Group.
The Group 42-BLR Group agreed, among other things, to vote (i) in favour of the election of each
Director nominated by the Board or any removal of Directors; and (ii) in accordance with the Board’s
recommendations with respect to any other proposal to be submitted at a meeting of Shareholders,
unless ISS recommends otherwise, in which case the Group 42-BLR Group may vote in accordance
with ISS’ recommendations.
The Group-42 BLR Group also agreed to customary standstill restrictions, except that Group 42 is
allowed to increase its Common Share ownership up to a total of 6.5 percent of the issued and
outstanding Common Shares and BLR Group is allowed to increase its Common Share ownership
up to a total of 8.5 percent of the issued and outstanding Common Shares.
Each party can terminate the Group 42-BLR Settlement Agreement at any time by giving written
notice to the counterparties.
Etame Marin Block agreements
18.3 Etame PSC
Overview
On 7 July 1995, (1) VAALCO Etame; (2) VAALCO Energy (Gabon) Inc.; and (3) the State of Gabon
entered into the Etame PSC, which was approved by a Presidential Decree of 12 December 1995.
The Etame PSC has been amended and restated six times since the parties entered into the original
agreement, on (1) 7 July 2001; (2) 13 April 2006; (3) 26 November 2009; (4) 5 January 2012; (5) 25
April 2016; and (6) 17 September 2018. The Etame PSC Extension was approved by Presidential
Decree of 24 September 2018.
VAALCO Etame transferred its interests in the Etame PSC to VAALCO Gabon on 29 December 2016.
VAALCO Gabon has a 31.1 percent interest in the Etame PSC.
Etame PSC Extension
The Etame PSC Extension extended the Etame PSC until September 2028, with an option to extend
the Etame PSC for two additional five-year periods.
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Under the Etame PSC Extension, the Etame Consortium agreed to a signing bonus of $65.0 million
($21.8 million, net to the Group) payable to the State of Gabon. The Etame Consortium paid
$35.0 million ($11.8 million, net to the Group) on 26 September 2018 and paid $25.0 million
($8.4 million, net to the Group) through an agreed upon reduction of the VAT receivable owed by the
State of Gabon to the Etame Consortium as of the effective date of the Etame PSC Extension. An
additional $5.0 million is payable to the State of Gabon following completion of the Base Case Work.
Pursuant to the Etame Audit Agreement, VAALCO Gabon will pay the full $5.0 million on behalf of
the Etame Consortium.
Under the terms of the Etame PSC, the Etame Consortium is required to complete the Base Case
Work by 16 September 2020. The Company estimates that the Base Case Work will cost
approximately $61.2 million ($20.5 million, net to the Group). The Etame Consortium is also required
to complete two technical studies by 16 September 2020 at an estimated cost of $1.3 million gross
($0.4 million, net to the Group). If the Base Case Work is not undertaken, the Etame Consortium
must pay the costs of the work that has not been carried out as set out in the budget approved by
the State of Gabon.
Exclusive exploration authorisations and exclusive exploration permits
Pursuant to the Etame PSC, VAALCO Etame was issued an exclusive exploration permit over 3,073 km2
in the Etame Marin Block on 12 December 1995 (“EEP Permit”) (Licence No. Etame G4-160).
Following the issuance of the EEP, which entitled VAALCO Etame to undertake exploration activities
in the delimited area, VAALCO Etame was issued three EEAs pursuant to the Etame PSC (“Etame
EEAs”). The Etame EEAs, which provide the Etame Consortium with the right to produce
hydrocarbons in the delimited areas, were issued on (1) 17 July 2001 (Licence No. Etame Marin G588); (2) 25 March 2005 (Licence No. Avouma G5-95); and (3) 20 June 2006 (Ebouri G5-98).
The EEP Permit expired in 2014. Pursuant to the Etame PSC Extension, the Etame EEAs expire on
12 September 2028.
Development and production period
Under the Etame EEAs and the Etame PSC, the Etame Consortium is entitled to develop and exploit
the reservoirs inside each EEA area until 12 September 2028. If, following this period, the commercial
exploitation of one or more of the Etame EEAs is still possible, the relevant Etame EEA may be
renewed at the request of the Etame Consortium, by order of the Minister in charge of hydrocarbons,
for a maximum period of five years, provided that the obligations and commitments provided under
the Etame PSC have been fulfilled. A second renewal of a renewed Etame EEA for a maximum
duration of five years can be granted under the same conditions.
Prior to the Etame PSC Extension, the Etame PSC provided for the State of Gabon to take a
7.5 percent gross working interest carried by the Etame Consortium following the commencement
of production. This working interest could be freely assignable by the State of Gabon, and is currently
held by Tullow.
Pursuant to the Etame PSC Extension, the State of Gabon will acquire from the Etame Consortium
an additional 2.5 percent gross working interest carried by the Etame Consortium effective 20 June
2026, to be transferred by each of the Etame Consortium pro rata to their respective participating
interests in the Etame PSC. VAALCO Gabon’s share of this interest to be transferred to the State of
Gabon is 0.8 percent. If the State of Gabon wishes to acquire an additional participation in the Etame
PSC or acquire shares in VAALCO Gabon, as operator, the terms of the acquisition will have to be
market terms.
The agreement is governed by the laws of Gabon.
18.4 Etame JOA
General
On 4 April 1997, (1) VAALCO Etame; (2) VAALCO Energy (Gabon), Inc.; (3) Western Atlas Afrique,
Ltd.; (4) Petrofields Exploration & Development Co., Inc.; and (5) Alcorn Petroleum and Minerals
Corporation entered into the Etame JOA to govern the joint venture relationship between the parties
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in the exploration, development and operation of the Etame Marin Block. Under the terms of the
original Etame JOA, VAALCO Etame was designated as operator of the fields.
The Etame JOA has been amended and/or novated seven times since the parties entered into the
original agreement, on (1) 4 April 1997; (2) 5 September 2002; (3) 31 December 2004; (4) 12 October
2007; (5) 10 December 2014; (6) 22 November 2016; and (7) 29 December 2016 (“Seventh
Amendment”) (together, “Amendments”). In addition to the Amendments, the Etame JOA has been
subject to a number of novation and assignments of working party’s interest in, and obligations in
respect of, the Etame JOA.
Following the Seventh Amendment, entered into between (1) VAALCO Etame; (2) Addax Etame; (3)
Sasol; (4) PetroEnergy; and (5) VAALCO Gabon, pursuant to which VAALCO Etame agreed to transfer
all of its rights and obligations under the Etame JOA to VAALCO Gabon, the parties to the Etame
JOA are the Etame Consortium, with VAALCO Gabon appointed as the operator of the Etame Marin
Block.
Operator responsibilities
As operator, VAALCO Gabon may enter into agreements with third parties relating to (i) the provision
of the facilities used within the context of the Etame Marin Block; and (ii) the supply of goods or
services, within certain monetary limits and subject to any limitations on such authority decided by
the operating committee.
The operator is also responsible for:
l

exclusively representing the Etame Consortium in dealings with the State of Gabon with respect
to matters arising under the Etame PSC or Etame JOA;

l

preparing the timetable for the work schedules and required budgets;

l

hiring and assigning employees;

l

preparing financial statements, reports and records as required under the Etame JOA;

l

discharging all liability and expenses incurred in connection with operations taken pertaining
to the Etame JOA;

l

managing payments to the State of Gabon for all periodic payments, taxes, fees and other
payment pertaining to the Etame JOA;

l

performing the duties for the operating committee; and

l

obtaining all permits, consents, approval, surface or other rights that may be required in
connection with the conduct of the Etame JOA.

Operating committee
The powers of the operating committee include the management, control and supervision of all
matters pertaining to joint operations. In particular, the operating committee has the power:
l

to authorise and supervise the joint operations to properly explore the Etame Marin Block;

l

to approve, revise or reject programmes and budgets;

l

to study and approve the recommendations from subcommittees relating to programmes and
budgets;

l

to ensure that the operator applies the decisions of the operating committee; and

l

more generally, to make any decisions on joint operations that do not fall within the operator’s
remit and exclusive control.

Each member of the Etame Consortium is entitled to one representative and one alternative
representative on the operating committee. For the operating committee’s decisions to be adopted,
they must be approved by the vote of at least two representatives on behalf of the Etame Consortium
then having collectively at least a majority of the participating interests in the Etame Marin Block. As
operator, VAALCO Gabon has the right to appoint the chairman of the operating committee and all
subcommittees.
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Financing joint operations
Each member of the Etame Consortium contributes to the financing of joint operations in proportion
to its participating interest in the Etame Marin Block. All costs, expenses and liabilities in respect of
programmes and budgets and all income from the operations are determined, placed into a joint
bank account and authorised according to specific procedures set out in the Etame JOA. Each party
is also responsible for its pro rata share of the State of Gabon’s participating interest of its costs,
expenses and liabilities.
If a party fails to make payment further to a call for funds, it will be given notice by the operator and,
if necessary, an emergency meeting of the operating committee will be convened. As long as a
payment default persists, the defaulting party’s portion of the joint account may be used to reimburse
the party that has advanced the funds. The non-defaulting party may take recourse against the
defaulting party after sixty days by any legal means, or may suspend joint operations related to the
interest held by the defaulting party and require that they completely withdraw from the Etame JOA
and Etame PSC.
Exclusive operations
Each member of the Etame Consortium may decide to undertake performance of an exclusive, solerisk operation after the operating committee and each other member of the Etame Consortium, having
received notice of entitlement to participate, have decided not to pursue or to abandon a given joint
operation. Such party will then assume the risks and costs of that operation. If one or more members
of the Etame Consortium wish to participate in an exclusive operation, the operator must perform
the operation even if it is not a participant. However, the risks, costs, investments and supervision of
the exclusive operations are the responsibility of the participating members of the Etame Consortium.
An exclusive operation cannot be carried out if it may have a significant negative impact on joint
operations or if it is contrary to the existing work programmes.
A non-participating member of the Etame Consortium may subsequently choose to participate in the
sole risk operation by paying the participating parties a premium for its delayed participation in the
operation, in an amount equal to the expenses and costs committed to the sole-risk operation on
the date on which the former decided to contribute, in proportion to its participating interest plus 300
percent.
The implementation and execution of joint operations take priority over sole risk operations. In
addition, any property acquired as part of a sole-risk operation is the exclusive property of the party
or parties participating in the sole-risk operation. Facilities for a sole risk operation as well as the
resulting oil production are the property of the participating parties until such time as any
non-participating parties decide to participate.
The agreement is governed by the laws of the State of Texas, USA, excluding conflict of law rules.
18.5 Etame offshore drilling contract
On 1 March 2019, (1) VAALCO Gabon; and (2) P2021 Rig Co. (“P2021 Rig”), a subsidiary of Vantage
Drilling International, entered into an offshore drilling agreement for conducting drilling operations at
Etame.
P2021 Rig provides drilling rig services in support of drilling, workover, testing, suspension, completion
and/or abandonment operations in Etame. The primary work expected of P2021 Rig involves the
drilling of pilot appraisal and horizontal development wells from production platforms. P2021 Rig must
also provide the personnel, materials (if required) and onshore technical support necessary for the
duration of the contract and for the services above.
The minimum duration of the agreement is the period of time required to drill, complete, abandon or
workover two firm development wells (approximately 4 months) with VAALCO Gabon having the
option to lengthen the term by electing 4 x 1 single option drill, complete, abandon or workover wells
(to be completed in direct succession to each other, with the spud date of the first well expected by
October 2019 as part of the Base Case Work following commencement of the Work Programme on
13 September 2019).
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The agreement, except for where any matter is necessarily subject to and exclusively governed by
Gabonese law, is governed by the general maritime law of the United States and, to the extent that
such general maritime law and Gabonese law is not applicable, by the laws, excluding conflict of law
rules, of the State of Texas, USA.
18.6 Etame Lifting Agreement
On 1 November 2017, (1) the Etame Consortium; (2) Tullow; and (3) SNHG entered into a lifting
agreement in respect of the Etame Marin Block. The agreement is supplementary to the Etame JOA
and provides the procedures for scheduling the parties’ respective entitlements, rights and obligations
for the lifting of their share of the liquid hydrocarbons. In accordance with the Etame PSC and Etame
JOA, VAALCO Gabon lifts the State of Gabon’s share of the oil that it is entitled to, on its behalf.
As operator, VAALCO Gabon is responsible for, among other things, administering the agreement,
determining the allocation of the liquid hydrocarbons, scheduling and coordinating the lifting, notifying
the parties of any changes to FPSO Regulations and responding to emergency situations. The costs
are borne by the parties in proportion to their respective interests in the Etame PSC.
On or before the tenth day of the month which is two months prior to the month of lifting, each party
is required to nominate to VAALCO Gabon the quantities of oil it proposes to lift. The final lifting
schedule is then confirmed on or before the 16th day of the same month.
All parties to the Etame Lifting Agreement bear the risk of loss for the crude oil when it passes the
delivery point. In respect of matters covered by the agreement, there are no liabilities between parties
or their subsequent affiliates or successors and their respective relevant parties for any consequential
losses. Each party is responsible for all taxes, duties and other fees and charges in relation to the oil.
No party may transfer any interest in this agreement without transferring an identical interest under
the Etame JOA and the Contract, as applicable.
The agreement shall continue until the termination of the Etame PSC, unless terminated earlier upon
the unanimous agreement of the parties.
The agreement is governed by the laws of England and Wales.
18.7 FPSO Agreement
On 20 August 2001, (1) VAALCO Etame; and (2) Tinworth Limited (“Tinworth”) entered into the FPSO
Agreement, pursuant to which VAALCO Etame leased the FPSO Petroleo Nautipa from Tinworth.
The FPSO Agreement has been amended and restated from time to time. In March 2016, Tinworth
novated its right and obligations under the agreement to each of (1) Tinworth Pte. Limited (as
contractor); and (2) Tinworth Gabon S.A. (as operator) and, in June 2017, VAALCO Etame novated
its right and obligations under the agreement to VAALCO Gabon (“2017 Amendment”).
The duration of the FPSO Agreement was, following the 2017 Amendment, until 20 September 2020,
after which VAALCO Gabon had the right to extend the FPSO Agreement for a further two additional
terms of one year each. On 14 August 2019, VAALCO Gabon elected to extend the term to
20 September 2021. In the event VAALCO Gabon elects to extend the term to 20 September 2022
and after such date, VAALCO Gabon has the option to purchase the FPSO Petroleo Nautipa.
The agreement is governed by the laws of England and Wales.
18.8 Mercuria COSPA
On 18 January 2019, (1) VAALCO Gabon; (2) PetroEnergy; (3) Sasol (together “Sellers”); and (4)
Mercuria entered into the Mercuria COSPA. The Mercuria COSPA was amended and acceded on
1 February 2019, pursuant to which Addax was made a party to the Mercuria COSPA.
Pursuant to the agreement, Mercuria has agreed to purchase all oil lifted from Etame by and for the
benefit of the Sellers, for the period from 1 February 2019 until termination of the Mercuria COSPA
on 31 January 2020. Delivery of the oil from the Sellers to Mercuria takes place FOB at the FPSO
Petroleo Nautipa (“Load Port”).
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The contract price for the oil is determined separately for each lifting of oil according to the Dated
Brent plus/minus the differential from Dated Brent to Rabi Blend as published by the Ministry of
Petroleum of the Republic of Gabon for the month of each loading.
Title and the risk of loss or damage to the oil supplied passes from the Sellers to Mercuria when the
oil reaches the flange connecting Mercuria’s nominated vessel’s permanent hose connections to the
Sellers’ loading facilities at the Load Port and neither Mercuria nor the Sellers are liable for indirect,
special or consequential damages.
The Mercuria COSPA contains customary termination provisions, including the Sellers’ right to
terminate the agreement where Mercuria (i) is made or becomes insolvent; or (ii) fails to make timely
payments due under the agreement; or (iii) is in breach of any representation, warranty or undertaking
provided to the Sellers under or in connection with the Mercuria COSPA and fails to rectify the breach
within 14 days of receiving notice from the Sellers; or (iv) commits any other breach of the agreements
and fails to rectify the breach within 14 days of receiving notice from the Sellers. Additionally, where
Mercuria fails to pay to the Sellers any sums due under the Mercuria COSPA and fails to make
payment within 30 days of being put on notice by the Sellers, the Sellers may terminate the
agreement.
Each party to the Mercuria COSPA has agreed to indemnify and hold harmless each other party from
and against any and all liabilities claims, damages, losses, penalties, costs and expense arising from
or related to events in respect of violation of anti-bribery laws. This provision survives the expiration
of the agreement.
The agreement is governed by the laws of England and Wales.
18.9 Crude oil sale and purchase agreement with Glencore Energy UK Limited
On 20 December 2017, (1) the Etame Consortium; (2) Tullow (together “Sellers”); and (3) Glencore
Energy UK Limited (“Glencore”) entered into a crude oil sale and purchase agreement on
20 December 2017 (“Glencore COSPA”) that ended on 31 January 2019.
Pursuant to the Glencore COSPA, Glencore agreed to purchase all oil lifted from Etame by and for
the benefit of the Sellers, for the period from 1 February 2018 until termination of the Glencore COSPA
on 31 January 2019. Under the terms of the Glencore COSPA, delivery of the oil from the Sellers to
Glencore took place FOB at the FPSO Petroleo Nautipa (“Load Port”).
The contract price for the oil was determined separately for each lifting of oil according to the Dated
Brent plus/minus the differential from Dated Brent to Rabi Blend as published by the Ministry of
Petroleum of the Republic of Gabon for the month of loading.
Title and the risk of loss or damage to the oil supplied passed from the Sellers to Glencore when the
oil reached the flange connecting Glencore’s nominated vessel’s permanent hose connections to the
Sellers’ loading facilities at the Load Port and neither Glencore nor the Sellers were liable for indirect,
special or consequential damages.
Each party to the Glencore COSPA agreed to indemnify and hold harmless each other party from
and against any and all liabilities claims, damages, losses, penalties, costs and expense arising from
or related to events in respect of violation of anti-bribery laws. This provision survived the expiration
of the agreement.
The agreement is governed by the laws of England and Wales.
18.10 Etame agency agreement
On 18 January 2019, (1) VAALCO Gabon; (2) PetroEnergy; and (3) Sasol entered into an agency
agreement (“Agency Agreement”) in respect of the Etame JOA, Mercuria COSPA and Etame Lifting
Agreement. The Agency Agreement was amended and acceded on 1 February 2019, pursuant to
which Addax was made a party to the Agency Agreement.
Pursuant to the Agency Agreement, VAALCO Gabon was appointed as agent on behalf of the parties
in respect of their administrative duties under the Mercuria COSPA. Such duties include responsibility
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for the performance of the invoicing procedures under the Mercuria COSPA and documentation of
instructions nominating vessels pursuant to the Etame Lifting Agreement.
It was agreed that VAALCO Gabon would not take any decisions in respect of the material obligations
of the parties without first receiving written approval from the majority of the other parties to the
agreement, with each party’s vote being equal to its equity entitlement and “majority” being two or
more party’s having an aggregate of equity entitlement greater than sixty percent of the available
equity entitlement.
Under the terms of the Agency Agreement, each of the parties agreed that each were severally liable
(to the extent of their respective equity entitlement) for all obligations arising under the Mercuria
COSPA.
The agreement is governed by the laws of England and Wales.
18.11 Etame Audit Agreement
Effective 9 September 2019, the Etame Consortium entered into the Etame Audit Agreement in
September 2019 to resolve a legacy issue related to outstanding audit exception findings by members
of the Etame Consortium for audits undertaken under the Etame JOA for the periods from 2007
through 2016.
Pursuant to the Etame Audit Agreement, VAALCO Gabon will (1) pay approximately $1.1 million to
the other members of the Etame Consortium in cash; and (2) pay the other members of the Etame
Consortium’s proportionate share of the $5.0 million payment due to the State of Gabon under the
Etame PSC Extension (being $3.3 million), following completion of the Base Case Work.
The Etame Audit Agreement provides the manner in which such settlement payment and certain
other overhead costs will be distributed among the Etame Consortium and releases VAALCO Gabon
from any claims and liabilities for any audit exceptions through 2016.
Block P agreements
18.12 Block P PSC
Overview
On 3 April 2003, (1) GEPetrol (on behalf of the State of Equatorial Guinea); (2) Petronas Carigali
Equatorial Guinea Ltd. (“PCEG”) (now known as VAALCO Mauritius); (3) Ocean; (4) DNO; and (5)
Atlas entered into the Block P PSC, which was ratified by the State of Equatorial Guinea and became
effective on 17 April 2003.
The Block P PSC has been amended on (1) 7 July 2011 (“First Amendment”); and (2) 14 May 2013
(“Second Amendment”) (together “Amendments”). In addition to the Amendments, the Block P
PSC has been subject to a number of novation and assignments of working party’s interest in, and
obligations in respect of, the Block P PSC. VAALCO acquired its 31.0 percent interest in the Block P
PSC on 4 July 2012, through the acquisition of PCEG from Petronas Carigali Overseas SDN RHD.
The Block P PSC originally granted exclusive exploration rights to the Block P Consortium for a period
of four years from 17 April 2003. This was extended until 31 December 2011 by the First Amendment.
After the Second Amendment, the Block P PSC was suspended in June 2013. Pursuant to the
Second Amendment, VAALCO Mauritius was recognised as owning a 31.0 percent participating
interest in the PDA pursuant to the Block P PSC from 14 May 2013, which expires on 13 May 2038.
The Block P PSC was suspended in June 2013. The EG MMH lifted this suspension on 28 September
2018 and granted a two-year extension conditional on: (i), the introduction to the EG MMH of a new
investor or joint venture owner in Block P within a term of no more than six months; and (ii) the drilling
of an exploration well within one year of the EG MMH approving the new investor or joint venture
owner. GEPetrol has completed the first condition and the Block P Consortium are waiting for the
EG MMH to approve the new joint owner. Once the joint owner is approved, the Block P Consortium
will be required to drill an exploration well within one year. In addition, VAALCO is awaiting the EG
MMH to approve the appointment of VAALCO Mauritius as technical operator for Block P. If the Block
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P Consortium fail to drill an exploration well within one year of the EG MMH approving the new joint
owner, the Block P Consortium will lose or relinquish their interest in Block P.
Development and production period
The Block P PSC contemplates that upon the discovery of oil or gas, an exclusive appraisal period
of 20 months may be granted by the EG MMH following approval of a work programme and budget
for the appraisal. However, the Block P Consortium are required to report and declare a commercial
discovery 30 days prior to the expiry of the exploration period and any extension. If upon the expiry
of the initial exploration period or an extension, an appraisal work programme is in progress, a sixmonth extension of the exploration period to complete the appraisal work can be granted. If the
discovery is deemed to be commercial, an exclusive exploitation period of 25 years, which may be
renewed for a further five years, may be granted.
As from the date of approval of a development and production plan in respect of a discovery that is
deemed to be commercial, the Block P Consortium would be permitted to exploit a targeted field for
a 25-year period, which could be extended for an additional five-year period.
The royalty payable on volumes produced will range from 10 percent to 16 percent, depending on
the daily production volume. Bonus payments of $1 million at first production and $1 million, $2 million,
$4 million and $10 million are payable when production reaches 10,000, 30,000, 60,000 and 100,000
barrels (respectively) in a continuous 30- day period. The State of Equatorial Guinea also receives
annual surface rentals of $1.00 per hectare of Block P during the initial exploration period and $1.50
during the development and production period.
The State of Equatorial Guinea also has the right to request that the Block P Consortium sell to the
State of Equatorial Guinea a portion of its profit oil for internal consumption, at the market price
determined in accordance with the Block P PSC.
Other terms
The Block P PSC provides for an abandonment plan and budget to be agreed when Block P reaches
50 percent of its productive capacity or six years prior to the estimated recoverable hydrocarbons
from the field development and production area have been produced. The Block P PSC sets out the
health and safety standards to be applied, the training, personnel obligations of the parties, dispute
resolution mechanics and other standard terms in production sharing contracts.
The agreement is governed by the laws of Equatorial Guinea.
18.13 Block P JOA
General
On 9 August 2004, (1) GEPetrol; (2) Ocean; (3) Petronas Carigali Equatorial Guinea Ltd. (now known
as VAALCO Mauritius); (4) DNO; and (5) Atlas entered into the Block P JOA to govern the joint venture
relationship between the parties in the exploration, development and operation of Block P. Under the
terms of the original Block P JOA, Ocean was designated as operator of the fields.
The Block P JOA has been amended on (1) 7 July 2011 (“First Amendment”); and (2) 14 May 2013
(“Second Amendment”) (together “Amendments”). In addition to the Amendments, the Block P
JOA has been subject to a number of novation and assignments of working party’s interest in, and
obligations in respect of, the Block P JOA. Under the First Amendment, GEPetrol replaced Ocean as
the operator under the Block P JOA.
Operator responsibilities
As operator, GEPetrol may enter into agreements with third parties relating to (i) the provision of the
facilities used within the context of the Block P; and (ii) the supply of goods or services, within certain
monetary limits and subject to any limitations on such authority decided by the operating committee.
The operator is also responsible for:
l

exclusively representing the Block P Consortium in dealings with the State of Equatorial Guinea
with respect to matters arising under the Block P PSC or Block P JOA;
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l

preparing the timetable for the work schedules and required budgets;

l

hiring and assigning employees;

l

preparing financial statements, reports and records as required under the Block P JOA;

l

discharging all liability and expenses incurred in connection with operations taken pertaining
to the Block P JOA;

l

managing payments to the State of Equatorial Guinea for all periodic payments, taxes, fees
and other payment pertaining to the Block P JOA;

l

performing the duties for the operating committee; and

l

obtaining all permits, consents, approval, surface or other rights that may be required in
connection with the conduct of the Block P JOA.

Operating committee
The powers of the operating committee include the management, control and supervision of all
matters pertaining to joint operations. In particular, the operating committee has the power:
l

to authorise and supervise the joint operations to properly explore and exploit Block P;

l

to approve, revise or reject programmes and budgets;

l

to study and approve the recommendations from subcommittees relating to programmes and
budgets;

l

to ensure that the operator applies the decisions of the operating committee; and

l

more generally, to make any decisions on joint operations that do not fall within the operator’s
remit and exclusive control.

Each member of the Block P Consortium is entitled to one representative and one alternative
representative on the operating committee. For the committee’s decisions to be adopted, they must
be approved by a majority and at least two member representatives on behalf of the Block P
Consortium. As operator, GEPetrol has the right to appoint the chairman of the operating committee
and all subcommittees.
Financing joint operations
Each of the Block P Consortium contributes to the financing of joint operations in proportion to its
participating interest in Block P. All costs, expenses and liabilities in respect of programmes and
budgets and all income from the operations are determined, placed into a joint bank account and
authorised according to specific procedures set out in the Block P JOA. Each party is also responsible
for its pro rata share of the State of Equatorial Guinea participating interest of its costs, expenses
and liabilities.
If a party fails to make payment further to a call for funds, it will be given notice by the operator and,
if necessary, an emergency meeting of the operating committee will be convened. As long as a
payment default persists, the defaulting party’s portion of the joint account may be used to reimburse
the party that has advanced the funds. The non-defaulting party may take recourse against the
defaulting party after sixty days by any legal means, or may suspend joint operations related to the
interest held by the defaulting party and require that they completely withdraw from the Block P JOA
and Block P PSC.
Exclusive operations
Each member of the Block P Consortium may decide to undertake performance of an exclusive,
sole-risk operation after the operating committee and each other member of the Block P Consortium,
having received notice of entitlement to participate, have decided not to pursue or to abandon a
given joint operation. Such party will then assume the risks and costs. If one or more members of the
Block P Consortium wish to participate in an exclusive operation, the operator must perform the
operation even if it is not a participant. However, the risks, costs, investments and supervision of the
exclusive operations are the responsibility of the participating members of the Block P Consortium.
An exclusive operation cannot be carried out if it may have a significant negative impact on joint
operations or if it is contrary to the existing work programmes.
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A non-participating member of the Block P Consortium may subsequently choose to participate in
the sole risk operation by paying the participating parties a penalty for its late participation in the
operation, in an amount equal to the expenses and costs committed to the sole risk operation on
the date on which the former decided to contribute, in proportion to its participating interest plus
500 percent.
The implementation and execution of joint operations take priority over sole risk operations. In
addition, any property acquired as part of a sole-risk operation is the exclusive property of the party
or parties participating in the sole-risk operation. Facilities for a sole risk operation as well as the
resulting oil production are the property of the participating parties until such time as any nonparticipating parties decide to participate.
The agreement is governed by the laws of England and Wales.
Block 5 agreement
18.14 Block 5 Settlement Agreement
Effective 1 December 2006, following a decree by the State of Angola on 1 November 2006, (1)
VAALCO Angola; (2) Sonangol E.P.; (3) Sonangol P&P; and (4) InterOil (together “Block 5
Consortium”) entered into the Block 5 PSA with respect to a 1.4 million-acre oil exploration
concession off the coast of Angola. The Block 5 Consortium also entered into a joint operating
agreement under the Block 5 PSA with effective date 1 December 2006 (“Block 5 JOA”), pursuant
to which VAALCO Angola was appointed operator. VAALCO Angola’s working interest was
40 percent, and it carried Sonangol P&P, for 10 percent of the work program. InterOil, which at the
time of execution of the Block 5 PSA and Block 5 JOA had a 40 percent working interest, was
excluded from the Block 5 PSA and left the Block 5 Consortium in 2010.
On 30 September 2016, VAALCO Angola notified Sonangol P&P that it was withdrawing from the
Block 5 JOA with effect from 31 October 2016. On 30 November 2016, VAALCO Angola notified the
national concessionaire, Sonangol E.P., that it was withdrawing from the Block 5 PSA. Further to
VAALCO’s decision to withdraw from Angola, it closed its local offices with no intention of conducting
future activities in Angola.
Under the Block 5 PSA, VAALCO Angola and Sonangol P&P were obligated to perform exploration
activities that included specified seismic activities and drilling a specified number of wells during each
of the exploration phases under the Block 5 PSA. The specified seismic activities were completed,
and one well, the Kindele #1 well, was drilled in Q1 2015. The Block 5 PSA provides a stipulated
payment of $10.0 million for each exploration well for which a drilling obligation remains under the
terms of the Block 5 PSA, of which VAALCO’s participating interest share would be $5.0 million per
well.
On 26 February 2019, (1) VAALCO Angola; (2) Sonangol E.P.; and (3) Sonangol P&P entered into the
Block 5 Settlement Agreement which was approved by an executive decree by the State of Angola
on 28 June 2019. In consideration for the payment of $4.5 million by VAALCO Angola to the Angola
National Agency of Petroleum, Gas, and Biofuels (“ANAPGB”), as national concessionaire, and the
elimination of the $3.3 million outstanding receivable from Sonangol P&P, VAALCO Angola was
released in full and final settlement from its outstanding obligations and liabilities arising under the
Block 5 PSA. On 16 July 2019, VAALCO Angola made the final settlement payment to ANAPGB.
Derivative agreement
18.15 International Swaps and Derivatives Association, Inc. (“ISDA”) 2002 Master Agreement
On 31 May 2018, (1) BP Energy Company; and (2) VAALCO entered into an ISDA 2002 Master
Agreement, schedule (“Schedule”), and credit support annex. The Master Agreement is a
standardised framework agreement to facilitate individual OTC derivatives transactions to be carried
out between the two parties. It contains certain fundamental non-commercial standard terms and
conditions (including representations, undertakings, events of defaults, termination events, change
of law provisions and transaction netting provisions).
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The Schedule incorporates tailored terms for the requirements and circumstances of the parties and
the purposes of the transactions, including for the individualised swap arrangements.
BP Energy Company and VAALCO agreed to a derivative transaction with an effective date of 1 June
2018 for a term ending on 30 June 2019 for crude oil, of approximately 400,000 BBL. On 6 May 2019,
the parties agreed to a new current derivative transaction with an effective date of 1 July 2019, for a
term ending on 30 June 2020 for crude oil of a notional quantity of 500,000 BBL. This swap is set at
$66.70 per BBL / monthly and a varying floating amount price per barrel equal to the arithmetic average
of the daily mean quote for Brent as published in Platts Calendar Month Average (Swaps).
The agreement is governed by the laws of England and Wales.

19. Exploration licences and production leases
The Group holds the following leases and licences:
Company

Licence No.

Licence Type

VAALCO Gabon

Etame Marin
G5-88

EEA

Avouma G5-95 EEA

VAALCO
Mauritius

Ebouri G5-98

EEA

N/A

Block P PSC
(exploration,
appraisal and
development
with a view to
production of a
field in the PDA)

Resources
Covered
Liquid and
gaseous
hydrocarbons
Liquid and
gaseous
hydrocarbons
Liquid and
gaseous
hydrocarbons
Gaseous
and/or liquid
hydrocarbons

Area

Date of
Grant Date of Expiry

94.44 km2

17 July 2001

12 September
2028

77.81 km2

25 March
2005

12 September
2028

14.86 km2

20 June
2006

12 September
2028

PDA

14 May
2013(1)

13 May
2038(2)

Notes
(1)

Date of grant of PDA issued pursuant to the second amendment of the Block P PSC, subject to the conditional two-year extension
conditions issued by the EG MMH on 28 September 2018.

(2)

If the conditional two-year extension conditions of the EG MMH dated 28 September 2018 are not met by the Block P Consortium
by 28 September 2020, the Block P Consortium will relinquish or lose its interests in the Block P PSC.

20. Statutory auditors
20.1 The auditors of the Group for financial years ended 31 December 2018, 31 December 2017, and
31 December 2016 have been BDO USA, whose address is 2929 Allen Parkway, 20th Floor, Houston,
Texas 77019, United States. The auditors for the Group prior to the financial year ended 31 December
2016 were Deloitte & Touche LLP (“Deloitte”). Under the SEC Rules, companies are required to
include the auditors’ opinion for any comparable years presented in annual consolidated financial
statements, which under the SEC Rules is the prior two financial years. Deloitte’s opinion for financial
year ended 31 December 2015 was therefore included for filing with the audited consolidated financial
statements of the Group for financial years ended 31 December 2017 and 31 December 2016.
20.2 BDO USA has audited the annual consolidated financial statements for the Group for the financial
years covered by the Historical Financial Information Period, which have been prepared in accordance
U.S. GAAP.
20.3 The unaudited condensed consolidated interim financial statements of the Group for the six months
ended 30 June 2019 and 30 June 2018 have not been audited by BDO USA.
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21. Working capital
In the opinion of the Company, the working capital available to the Group is sufficient for its present
requirements and the Working Capital Period.

22. No significant change
There has been no significant change in the financial performance or financial position of the Group since
30 June 2019, being the end of the last financial period of the Group for which financial information has
been published, to the date of this Prospectus. Such financial information, being the Historical Financial
Information, is included in Part 12 (Historical Financial Information) of this Prospectus.

23. Competent Person’s Reports
The Company confirms that no material changes have occurred since the effective date of the Competent
Person’s Reports, being 31 March 2019, the omission of which would make the Competent Person’s
Reports misleading.

24. Legal and arbitration proceedings
The Company confirms that, other than the Etame Audit Agreement described at paragraph 18.11 of this
Part 17 (Additional Information), there are no governmental, legal or arbitration proceedings (including any
such proceedings which are pending or threatened of which the issuer is aware), during a period covering
at least the previous 12 months which may have, or have had in the recent past significant effects on the
Company and/or the Group’s financial position or profitability.

25. Related party transactions
The Company confirms that, other than the Kornitzer Stockholder Agreement and Group 42-BLR Settlement
Agreement described at paragraphs 18.1 and 18.2, respectively, of this Part 17 (Additional Information),
there are no related party transactions in the period covered by the Historical Financial Information and up
to the Last Practicable Date.

26. Consents
26.1 NSAI (in its capacity as an independent competent person) has given and not withdrawn its written
consent to the inclusion of the Competent Person’s Reports in Part 20 (Etame Marin Block Competent
Person’s Report) and Part 21 (Block P Competent Person’s Report) of this Prospectus and references
to the Competent Person’s Reports in this Prospectus and for the purposes of Rule 5.3.2R(2)(f) of
the Prospectus Regulation Rules has authorised the contents of such parts of this Prospectus that
comprise the Competent Person’s Reports.
26.2 GMP FirstEnergy has given and not withdrawn its written consent to the inclusion of references to its
name in this Prospectus.

27. Miscellaneous
27.1 The total costs (including fees and commissions, but exclusive of VAT) payable by the Company in
connection with Admission are estimated to be £720,000.
27.2 The Company confirms that all third party information contained in this Prospectus has been
accurately reproduced and, so far as the Company is aware and is able to ascertain from information
published by such third parties, no facts have been omitted that would render the reproduced
information inaccurate or misleading. Where third party information has been used in this Prospectus,
the source of such information has also been identified.
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28. Documents available for inspection
Copies of the following documents will be available for inspection during normal business hours on any
Business Day at the offices of Memery Crystal LLP for the period of 12 months following Admission:
28.1 this Prospectus;
28.2 the Certificate of Incorporation and Bylaws;
28.3 the audited annual consolidated financial statements of the Group for the financial years ended
31 December 2018, 31 December 2017, and 31 December 2016, together with the related audit
reports from the independent auditor;
28.4 the unaudited condensed interim financial statements of the Group for the six months ended 30 June
2019 and 30 June 2018;
28.5 the Competent Person’s Reports contained in Part 20 (Etame Marin Block Competent Person’s
Report) and Part 21 (Block P Competent Person’s Reports) of this Prospectus; and
28.6 the letters confirming the consents referred to in paragraph 26 of this Part 17 (Additional Information).
Dated 23 September 2019
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PART 18 – DEFINTIONS
2014 LTIP or 2014 Long-Term
Incentive Plan

the long-term incentive plan of the Company, adopted by the
Compensation Committee on 4 March 2014 and approved by
Shareholders on 4 June 2014, details of which are set out at
paragraph 16.2 of Part 17 (Additional Information) of this Prospectus

2016 SAR Plan or 2016 Share
Appreciation Rights Plan

the share appreciation rights plan of the Company, adopted by the
Compensation Committee on 10 March 2016, details of which are
set out at paragraph 16.3 of Part 17 (Additional Information) of this
Prospectus

401(k) Plan

the 401(k) plan sponsored by the Company for Employees

Addax

Addax Petroleum Oil & Gas Gabon, société anonyme registered to
the Registre du Commerce et du Crédit Mobilier under the number
2003B442 with its registered office at Port-Gentil, BP 452

Addax Etame

Addax Petroleum Etame Inc., a private company incorporated in
the British Virgin Islands with company number 561089 and having
its registered office at Nemours Chambers, Road Town, Tortola,
British Virgin Islands

Admission

the admission of all of the Common Shares to the standard
segment of the Official List and to trading on the Main Market for
listed securities

Amended Term Loan Agreement

the amended loan agreement entered into (1) the Company; and
(2) the IFC, dated 30 January 2014 and terminated on 22 May 2018

Atlas

Atlas Petroleum (International) Ltd., a corporation organised and
existing under the laws of Gibraltar, having its headquarter at 4, Akin
Olugbade Street Victoria Island, Nigeria

Audit Committee

the Company’s audit committee, details of which are set out at
paragraph 3.2 of Part 9 (Directors, Executive Officers and Corporate
Governance) of this Prospectus

Avouma/South Tchibala Field

the field operated by the Etame Consortium known as the
Avouma/South Tchibala Field, part of the Etame Marin Block

Base Case Work

the drilling work required to be undertaken by the Etame
Consortium at the Etame Marin Block, pursuant to the terms of the
Etame PSC, details of which are set out at paragraph 5 of Part 8
(Information on VAALCO Energy, Inc.) of this Prospectus

BDO UK

BDO LLP, a limited liability partnership incorporated in England and
Wales with company registration number of OC305127 and having
its registered office at 55 Baker Street, London, W1U 7EU, the
reporting accountants to the Company

BDO USA

BDO USA LLP, a limited liability partnership incorporated in the
State of Delaware, USA whose address is 2929 Allen Parkway,
20th Floor, Houston, Texas 77019, United States, the independent
auditors to the Company

Block 5

the 1.4 million-acre oil exploration concession off the coast of
Angola
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Block 5 PSA

the production sharing agreement entered into between (1)
Sonangol E.P.; (2) VAALCO Angola; (3) Sonangol P&P; and (4)
InterOil, dated 1 November 2006

Block 5 Settlement Agreement

the settlement agreement entered into between (1) VAALCO
Angola; (2) Sonangol E.P.; and (3) Sonangol P&P on 26 February
2019, details of which are set out at paragraph 18.14 of Part 17
(Additional Information) of this Prospectus

Block P

a block offshore Equatorial Guinea known as Block P

Block P Consortium

the joint venture owners party to the Block P PSC from time to time,
being (1) VAALCO Mauritius; (2) GEPetrol; (3) Atlas; and (4) Crown,
as at the Last Practicable Date

Block P CPR or Block P
Competent Person’s Report

the Competent Person’s Report on Block P set out at Part 21 (Block
P Competent Person’s Report) of this Prospectus

Block P PSC

the production sharing contract entered into between (1) the State
of Equatorial Guinea; and (2) the Block P Consortium, dated 3 April
2003 in respect of an undeveloped portion of Block P, as amended,
details of which are set out at paragraph 18.12 of Part 17 (Additional
Information) of this Prospectus

BLR Group

each of (1) BLR Partners LP; (2) BLRPart, LP; (3) BLRGP Inc.; (4)
Fondren Management, LP; (5) FMLP Inc.; (6) The Radoff Family
Foundation; and (7) Bradley L. Radoff

Board

the Directors

Business Day

a day other than a Saturday, Sunday or public holiday in England
when banks in London are open for business

Bylaws

the bylaws of the Company, as amended and restated from time to
time

CEMAC

the Central African Economic and Monetary Community

CEO

the chief executive officer of the Company, who, as at today’s date,
is Cary M. Bounds

Certificate of Incorporation

the certificate of incorporation of the Company, as amended and
restated from time to time

Change of Control Agreements

the change of control agreements entered into by the Company
severally with the Executive Officers and certain other Employees,
details of which are set out at paragraph 13.3 of Part 17 (Additional
Information) of this Prospectus

Code

the Internal Revenue Code of 1986, as amended

Code of Business Conduct and
Ethics

the Company’s code of business conduct and ethics policy

Common Share

a common share of $0.10 par value in the capital of the Company

Company Committees

the (1) Audit Committee; (2) Compensation Committee; (3)
Nominating and Corporate Governance Committee; and (4)
Strategic Committee
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Company or VAALCO

VAALCO Energy Inc., a public company incorporated in the State
of Delaware, USA with registration file number 2188793 and having
its registered office at 9800 Richmond Avenue, Suite 700, Houston,
Texas 77042, United States

Compensation Committee

the Company’s compensation committee, details of which are set
out at paragraph 3.2 of Part 9 (Directors, Executive Officers and
Corporate Governance) of this Prospectus

Competent Person or NSAI

Netherland, Sewell & Associates, Inc. of 1301 McKinney Street
#3200, Houston, Texas 77010, United States

Corporate Governance Policies

the Company’s corporate governance policies, details of which are
set out at paragraph 3.3 of Part 9 (Directors, Executive Officers and
Corporate Governance) of this Prospectus

Corporate Governance Principles

the Company’s corporate governance principles, details of which
are set out at paragraph 3.3 of Part 9 (Directors, Executive Officers
and Corporate Governance) of this Prospectus

CPRs or Competent Person’s
Reports

the Etame Marin Block CPR and the Block P CPR

CREST

the relevant system in respect of which Euroclear UK & Ireland is
the operator (as defined in the CREST Regulations)

CREST Regulations

the Uncertificated Securities Regulations 2001 (SI 2001 No. 3755)

Crown

Crown Energy Ventures Corporation, a corporation organised and
existing under the laws of British Virgin Islands

Custodian

Computershare Trust Company, N.A. or a subsidiary or third party
appointed by the Depositary to provide the custody services

Deed Poll

the deed poll executed by the Depositary in favour of the holders of
the Depositary Interests from time to time

Dentale Formation

the hydrocarbon formation known as the Dentale Formation, parts
of which are included in the Etame Marin Block

Depositary

Computershare Investor Services plc, a private company
incorporated in England and Wales with company number 3498808
and whose registered office is at The Pavilions, Bridgwater Road,
Bristol BS13 8AE, United Kingdom

Depositary Agreement

the agreement entered into between the Company and the
Depositary appointing the Depositary

Depositary Interests

the dematerialised depositary interests issued by the Depositary in
respect of the underlying Common Shares

DGCL

the General Corporation Law of the State of Delaware, USA as
amended from time to time

Directors

the directors of the Company from time to time, whose names, as
at the date of this Prospectus, are set out on page 54 of this
Prospectus

DNO

DNO ASA, a corporation organised and existing under the laws of
Gibraltar
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DTC

the Depositary Trust Company

DTR

the disclosure guidance and transparency rules made by the FCA
under section 73A of FSMA

Ebouri Field

the field operated by the Etame Consortium known as the Ebouri
Field, part of the Etame Marin Block

EDGAR

the Electronic Data Gathering, Analysis and Retrieval online public
database of the SEC

EG MMH

the Equatorial Guinea Ministry of Mines and Hydrocarbons

Elf

Elf Aquitaine S.A.S, the original licence holder to the Etame PSC

Employees

the employees of the Company from time to time

ESMA

European Securities and Markets Authority

Etame Audit Agreement

the agreement between the Etame Consortium details of which are
set out at paragraph 18.11 of Part 17 (Additional Information) of this
Prospectus

Etame Consortium

the joint venture owners party to the Etame PSC from time to time,
being (1) VAALCO Gabon (as field operator); (2) Addax; (3) Sasol;
and (4) PetroEnergy, as at the Last Practicable Date

Etame Field

the field operated by the Etame Consortium known as the Etame
Field, part of the Etame Marin Block

Etame Fields

the (1) Avouma/South Tchibala Field; (2) Ebouri Field; (3) Etame
Field; (4) North Tchibala Field; and (5) Southeast Etame Field

Etame JOA

the joint operating agreement entered into between the Etame
Consortium on 4 April 1997, as amended, details of which are set
out at paragraph 18.4 of Part 17 (Additional Information) of this
Prospectus

Etame Lifting Agreement

the agreement entered into between (1) the Etame Consortium; (2)
Tullow; and (3) SNHG on 1 November 2017, details of which are
set out at paragraph 18.6 of Part 17 (Additional Information) of this
Prospectus

Etame Marin Block CPR or
Etame Marin Block Competent
Person’s Report

the Competent Person’s Report on the Etame Marin Block set out
at Part 20 (Etame Marin Block Competent Person’s Report) of this
Prospectus

Etame Marin Block or Etame

an area of approximately 46,200 gross acres in the Congo Basin
located 20 miles offshore Gabon in depths of approximately 250
feet that contains the Etame Fields

Etame PSC

the production sharing contract entered into between (1) the State
of Gabon; and (2) the Etame Consortium, dated 7 July 1995 in
respect of the Etame Marin Block, as amended, details of which
are set out at paragraph 18.3 of Part 17 (Additional Information) of
this Prospectus

Etame PSC Extension

amendment no.6 of the Etame PSC entered into between (1) the
State of Gabon; and (2) the Etame Consortium, dated
17 September 2018, extending the term for each of the three EEAs
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in the Etame Marin Block for a period of ten years with effect from
17 September 2018, with the option for the Etame Consortium to
extend for two additional five-year periods
Exchange Act

the U.S. Securities Exchange Act of 1934

Executive Officers

the executive officers of the Company from time to time, whose
names, as at the date of this Prospectus, are set out on page 56 of
this Prospectus

Expansive Work

any drilling work to be undertaken by the Etame Consortium at the
Etame Marin Block in H1 2020 beyond the Base Case Work, details
of which are set out at paragraph 5 of Part 8 (Information on
VAALCO Energy, Inc.) of this Prospectus

FCA

the Financial Conduct Authority

FCPA

the U.S. Foreign Corrupt Practices Act 1977

FPSO Agreement

the agreement entered into between (1) VAALCO Gabon; and (2)
Tinworth Limited pursuant to which the Group has leased FPSO
Petroleo Nautipa, details of which are set out at paragraph 18.7 of
Part 17 (Additional Information) of this Prospectus

FPSO Petroleo Nautipa

the FPSO leased by VAALCO Gabon pursuant to the FPSO
Agreement

FSMA

the Financial Services and Markets Act 2000

Gamba Formation

the hydrocarbon formation known as the Gamba Formation, parts
of which are included in the Etame Marin Block

GEPetrol

Compania Nacional de Petroleos de Guinea Equatorial, a company
organised and existing under the laws of Equatorial Guinea, owned
by the State of Equatorial Guinea

Gladstone Resources

Gladstone Resources Limited, a private company incorporated in
the State of Delaware, USA under the DGCL, restated as the
Company on 15 September 1997

GMP FirstEnergy

FirstEnergy Capital LLP (trading as GMP FirstEnergy), a limited
liability partnership incorporated in England and Wales with
company registration number OC346410 and having its registered
office address at 85 London Wall, London, E2M 7AD, United
Kingdom, the financial adviser to the Company

Group

the Company and its Subsidiaries

Group 42

each of (1) Group 42, Inc., a corporation incorporated in the State
of Delaware, USA with registration file number 2971456 whose
address is 312 Pearl Pkwy., Suite 2403, San Antonio, Texas 78215,
USA; (2) Paul A. Bell; and (3) Michael Keane

Group 42-BLR Group

each of (1) Group 42; and (2) the BLR Group

Group 42-BLR Group Settlement
Agreement

the settlement agreement entered into between (1) the Company;
and (2) the Group 42-BLR Group dated 22 December 2015, details
of which are set out at paragraph 18.2 of Part 17 (Additional
Information) of this Prospectus
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Historical Financial Information

the consolidated financial statements of the Group and its
consolidated financial statements and the accompanying notes
contained in the Appendix to this Prospectus, as referred to in
Part 12 (Historical Financial Information) of this Prospectus

Historical Financial Information
Period

the period covered by the Historical Financial Information

HMRC

Her Majesty’s Revenue and Customs

ICE

the Intercontinental Exchange

IFC

International Finance Corporation

Incentive Award

a grant for Options, Restricted Shares, Restricted Share Units,
Phantom Shares, SARs or otherwise awarded pursuant to the
Incentive Plans

Incentive Plans

the 2014 LTIP and 2016 SAR Plan

InterOil

InterOil Exploration and Production ASA, a public company
incorporated an organised under the laws of Norway with company
registration access number 988 247 006 and having its main office
at c/o Advokatfirmaet Schjødt AS, Ruseløkkveien 14, NO-0251
Oslo, Norway

IRS

the U. S. International Revenue Service

ISIN

International Securities Identification Number

ISS

the Institutional Shareholder Services

Kornitzer Capital

Kornitzer Capital Management, Inc., a for profit corporation
incorporated in the State of Kansas, USA with business entity ID
number 1684455 and having its registered officer at 5420 West
61st Place, Shawnee Mission, Kansas 66205, United States

Kornitzer Stockholder Agreement the stockholder agreement entered into between (1) the Company;
(2) Kornitzer Capital; and (3) John Kornitzer dated 22 December
2015, details of which are set out at paragraph 18.1 of Part 17
(Additional Information) of this Prospectus
Last Practicable Date

20 September 2019

LEI

Legal Entity Identifier

Listing Rules

the listing rules made by the FCA under section 73A of FSMA

London Stock Exchange or LSE

London Stock Exchange plc, a public limited company incorporated
in England & Wales with company number 02075721 and having
its registered office at 10 Paternoster Square, London EC4M 7LS

Main Market

the Main Market for listed securities of the London Stock Exchange

MAR

the European Union Market Abuse Regulation (596/2014)

Member State

one of the member states of the European Union

Mercuria

Mercuria Energy Trading SA, a company incorporated under the
laws of Switzerland and having its registered office at 50 Rue du
Rhone, 1204, Geneva, Switzerland

Mercuria COSPA

the crude oil sale and purchase agreement entered into between
(1) VAALCO Gabon; and (2) Mercuria dated 18 January 2019,
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details of which are set out at paragraph 18.8 of Part 17 (Additional
Information) of this Prospectus
Nominating and Corporate
Governance Committee

the Company’s nominating and corporate governance committee,
details of which are set out at paragraph 3.2 of Part 9 (Directors,
Executive Officers and Corporate Governance) of this Prospectus

North Tchibala Field

the field operated by the Etame Consortium known as the North
Tchibala Field, part of the Etame Marin Block

NYSE

the New York Stock Exchange

Ocean

Ocean Equatorial Guinea Corporation a wholly-owned subsidiary of
Devon Energy Corporation and a corporation organised and
existing under the laws of the State of Delaware, USA and having
its registered office at 1001 Fannin Suite 1600, Houston, Texas
77002, United States

Official List

the Official List of the FCA

OPEC

The Organization of the Petroleum Exporting Countries

Option

an option to acquire a Common Share

PDMR

person discharging managerial responsibilities, as defined in Article
3(1)(25) of MAR

PetroEnergy

PetroEnergy Resources Corporation, a public company
incorporated in the Republic of the Philippines with having its
registered office at 7th Floor, JMT Building, ADB Avenue, Ortigas
Center, Pasig City, Metro Manila 1600, Philippines

Phantom Share

a phantom share in the capital of the Company granted to
Employees and Directors that will vest over a period determined by
the Compensation Committee

Preferred Share

a preferred share of $25.00 par value in the capital of the Company

Premium Listing

a listing on the premium segment of the Official List

PRMS

2018 Petroleum Resources Management System approved by the
Society of Petroleum Engineers

Projects

the Company’s projects at the Etame Marin Block and Block P

Prospectus

this document

Prospectus Regulation

Regulation (EU) 2017/1129 of the European Parliament and Council
of 14 June 2017

Prospectus Regulation Rules

the prospectus regulation rules made by the FCA under section 73A
of FSMA

Restricted Share

a restricted share in the capital of the Company granted to
Employees and Directors that will vest over a period determined by
the Compensation Committee

Restricted Share Unit

a promise to deliver a corresponding number of Shares based upon
the completion of service, performance conditions, or such other
terms and conditions as specified in the award agreement
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SAR

a share appreciation right, being the right to receive a “spread”
equal to the excess of the fair market value of a specified number
of Common Shares on the date the SAR is exercised over a SAR
price specified in the applicable award agreement paid in cash as
provided in the award agreement

SAR Award

an award for SARs granted pursuant to the 2016 SAR Plan

Sasol

Sasol Gabon S.A., a société anonyme registered to the Registre du
Commerce et du Crédit Mobilier de Libreville with company number
2015 B 16969 and having its registered office at 705 Boulevard du
Bord de Mer, Immeuble Dumez 6ème Etage, BP 2326 Libreville,
Gabon

SEC

the U.S. Securities and Exchange Commission, an independent
agency of the U.S. federal government

SEC Rules

the rules and regulations of the SEC

Securities Act

the U.S. Securities Act of 1933, as amended

SEENT

the Southeast Etame and North Tchibala Fields

Share

a share in the capital of the Company

Share Repurchase Programme

the Share repurchase programme approved by the Board on
20 June 2019, details of which are set out at paragraph 4.8 of
Part 17 (Additional Information) of this Prospectus

Shareholders

the holders of Shares from time to time

SNHG

Societe Nationale Des Hydrocarbures Du Gabon (Gabon Oil
Company)

Sojitz

Sojitz Etame Limited, a private company incorporated in England
and Wales with company number 04516702 and having its
registered office at 7th Floor, 8 Finsbury Circus, London EC2M 7EA

Sonangol E.P.

Sociedade Nacional de Combustíveis de Angola – Empresa
Pública, a company incorporated in Angola in accordance with
Decree No. 52/76, of 9 June 1976, having its headquarters in Rua
Rainha Ginga 29-31, Luanda, Republic of Angola

Sonangol P&P

Sonangol Pesquisa e Produção, SA , a company incorporated in
Angola in accordance with Decree No. 52/76, of 9 June 1976,
having its with offices in Edificio Torres Atlântico, Av. 4 de Fevereiro
No. 197, 12th Floor, Luanda, Angola

Southeast Etame Field

the field operated by the Etame Consortium known as the
Southeast Etame Field, part of the Etame Marin Block

Standard Listing

a listing on the standard segment of the Official List

Strategic Committee

the Company’s strategic committee, details of which are set out at
paragraph 3.2 of Part 9 (Directors, Executive Officers and Corporate
Governance) of this Prospectus

Subsidiaries

the subsidiaries (both direct and indirect) of the Company from time
to time, details of which are set out at paragraph 17 of Part 17
(Additional Information) of this Prospectus
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Takeover Panel

the Panel on Takeovers and Mergers

Treasury

the U. S. Department of the Treasury

Tullow

Tullow Oil Gabon SA, a private company incorporated under the
laws of and having its registered office at Rue Louise Charron-Fortin,
Batterie 4, BP 9773, Libreville, Gabon, a former participant of the
Etame PSC

U.S. GAAP

accounting principles generally accepted in the U. S.

UK Bribery Act

the Bribery Act 2010

UK Takeover Code

The City Code on Takeovers and Mergers issued by the Takeover
Panel

UKLA

the UK Listing Authority

United Kingdom or UK

the United Kingdom of Great Britain and Northern Ireland

United States or U.S. or USA

the United States of America, its territories and possessions, any
state of the United States and the District of Columbia

VAALCO Angola

VAALCO Angola (Kwanza), Inc., a private company incorporated in
the State of Delaware, USA with registration file number 4158022
and having its registered office at 9800 Richmond Avenue, Suite
700, Houston, Texas 77042, United States

VAALCO Etame

VAALCO Gabon (Etame), Inc., a private company incorporated in
the State of Delaware, USA with registration file number 2515801
and having its registered office at 9800 Richmond Avenue, Suite
700, Houston, Texas 77042, United States

VAALCO Gabon

VAALCO Gabon S.A., a société anonyme registered to the Registre
du Commerce et du Crédit Mobilier de Port-Gentil with company
number 2014 B 1487 and having its registered office at Port-Gentil,
Zone Industrielle OPRAG – Nouveau Port, Port-Gentil, B.P. 1335
Gabon

VAALCO Mauritius

VAALCO Energy (EG) Mauritius Limited., a private company
incorporated in Mauritius with company registration number
C44133 and having its registered office at 10 Frere Felix de Valois
St., Port Louis, Mauritius

Work Programme

the Base Case Work and the Expansive Work

Working Capital Period

the 12 month period from the date of this Prospectus
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PART 19 – GLOSSARY OF TECHNICAL TERMS AND CONVERSIONS

Glossary
The following provides an explanation of certain technical terms and abbreviations used in this Prospectus.
The terms and their assigned meanings may not correspond to standard industry meanings or usage of
these terms.
1C

low estimate scenario of contingent resources

1P

proved

1U

low estimate scenario of prospective resources

2C

best estimate scenario of contingent resources

2P

proved plus probable

2U

best estimate scenario of prospective resources

3C

high estimate scenario of contingent resources

3P

proved plus probable plus possible

3U

high estimate scenario of prospective resources

AVO

amplitude versus offset

BBBL

billion barrels

BBL

barrel, equivalent to 42 U.S. gallons

BCF

billion cubic feet

BOE

barrel of oil equivalent

BOPD

barrels of oil per day

Brent

Brent crude oil

contingent resources

those quantities of petroleum estimated, as of a given date, to be
potentially recoverable from known accumulations by application of
development projects, but which are not currently considered to be
commercially recoverable owing to one or more contingencies

Dated Brent

a cargo of North Sea Brent that has been assigned a date when it
will be loaded onto a tanker as published by the Platts Crude Oil
Marketwire

E&P

exploration and production

EEA

exclusive exploitation authorisation

EIS

environmental impact study

ESP

electric submersible pumps

FB

fault block

FPSO

floating, production, storage and offloading vessel
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H2S

hydrogen sulphide

LNG

liquefied natural gas

MBBL

thousand barrels

MBOPD

thousands of barrels of oil per day

MCF

thousand cubic feet

MMBBL

million barrels

MMCF

million cubic feet

OTC

over-the-counter

Pg

probability of geological success

PDA

provisional development area

possible reserves

those additional reserves that analysis of geoscience and
engineering data indicates are less likely to be recoverable than
probable reserves

probable reserves

those additional reserves that analysis of geoscience and
engineering data indicates are less likely to be recovered than
proved reserves but more certain to be recovered than possible
reserves

Prospect

a project associated with a potential accumulation that is sufficiently
well defined to represent a viable drilling target

prospective resources

those quantities of petroleum that are estimated, as of a given date,
to be potentially recoverable from undiscovered accumulations

proved reserves

those quantities of petroleum that, by analysis of geoscience and
engineering data, can be estimated with reasonable certainty to be
commercially recoverable from a given date forward from known
reservoirs and under defined economic conditions, operating
methods, and government regulations

PSC

production sharing contract

Rabi Blend

Rabi Blend crude oil

reserves

those quantities of petroleum anticipated to be commercially
recoverable by application of development projects to known
accumulations from a given date forward under defined conditions

resources

petroleum quantities that originally existed on or within the earth’s
crust in naturally occurring accumulations, including discovered and
undiscovered (recoverable and unrecoverable) plus quantities
already produced, total resources is equivalent to total petroleum
initially-in-place
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Conversions
The following provides certain standard conversions between Standard Imperial Units and the International
System of Units (or metric units).
To convert to

From

Multiply by

1,000 cubic metres of gas
barrel
cubic metres of oil
feet
metres
miles
kilometres
acres
hectares

MCF
cubic metres of oil
barrel
metres
feet
kilometres
miles
hectares
acres

35.494
0.158
6.290
0.305
3.281
1.609
0.621
0.405
2.471
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PART 20 – ETAME MARIN BLOCK COMPETENT PERSON’S REPORT
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ESTIMATES
of

RESERVES AND FUTURE REVENUE AND
UNRISKED CONTINGENT AND
PROSPECTIVE RESOURCES
to the

VAALCO GABON S.A. INTEREST
in

CERTAIN OIL PROPERTIES
located in the

ETAME MARIN PERMIT, OFFSHORE GABON
as of

MARCH 31, 2019

COMPETENT PERSON'S REPORT

BASED ON PRICE AND COST PARAMETERS
specified by
VAALCO GABON S.A.
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6HSWHPEHU


9$$/&2*DERQ6$
5LFKPRQG$YHQXH6XLWH
+RXVWRQ7H[DV

/DGLHVDQG*HQWOHPHQ

,QDFFRUGDQFHZLWKWKHUHTXHVWRI9$$/&2*DERQ6$ 9$$/&2 ZHKDYHHVWLPDWHGWKHSURYHGSUREDEOHDQG
SRVVLEOHUHVHUYHVDQGIXWXUHUHYHQXHDVRI0DUFKWRWKH9$$/&2LQWHUHVWLQFHUWDLQRLOSURSHUWLHVORFDWHG
LQWKH(WDPH0DULQ3HUPLWRIIVKRUH*DERQ$OVRDVUHTXHVWHGZHKDYHHVWLPDWHGWKHXQULVNHGFRQWLQJHQWDQG
SURVSHFWLYHUHVRXUFHVDVRI0DUFKWRWKH9$$/&2ZRUNLQJLQWHUHVWLQWKHVHSURSHUWLHV:HFRPSOHWHG
RXUHYDOXDWLRQRQRUDERXWWKHGDWHRIWKLVOHWWHU)RUWKHUHVHUYHVWKLV&RPSHWHQW3HUVRQ V5HSRUW UHSRUW KDV
EHHQ SUHSDUHG XVLQJ SULFH DQG FRVW SDUDPHWHUV VSHFLILHG E\ 9$$/&2 UHIHUUHG WR DV WKH %DVH 3ULFH &DVH DV
GLVFXVVHGLQVXEVHTXHQWSDUDJUDSKVRIWKLVOHWWHU0RQHWDU\YDOXHVVKRZQLQWKLVUHSRUWDUHH[SUHVVHGLQ8QLWHG
6WDWHVGROODUV  RUWKRXVDQGVRI8QLWHG6WDWHVGROODUV 0 *URVVYROXPHVVKRZQLQWKLVUHSRUWDUHSHUFHQW
RIWKHYROXPHVH[SHFWHGWREHSURGXFHGIURPWKHSURSHUWLHV

7KH HVWLPDWHV LQ WKLV UHSRUW KDYH EHHQ SUHSDUHG LQ DFFRUGDQFH ZLWK WKH UHFRPPHQGDWLRQV RI WKH (XURSHDQ
6HFXULWLHV DQG 0DUNHWV $XWKRULW\ (60$  DQG WKH GHILQLWLRQV DQG JXLGHOLQHV VHW IRUWK LQ WKH  3HWUROHXP
5HVRXUFHV0DQDJHPHQW6\VWHP 3506 DSSURYHGE\WKH6RFLHW\RI3HWUROHXP(QJLQHHUV 63( $VSUHVHQWHG
LQWKH3506SHWUROHXPDFFXPXODWLRQVFDQEHFODVVLILHGLQGHFUHDVLQJRUGHURIOLNHOLKRRGRIFRPPHUFLDOLW\
DVUHVHUYHVFRQWLQJHQWUHVRXUFHVRUSURVSHFWLYHUHVRXUFHV'LIIHUHQWFODVVLILFDWLRQVRISHWUROHXPDFFXPXODWLRQV
KDYH YDU\LQJ GHJUHHV RI WHFKQLFDO DQG FRPPHUFLDO ULVN WKDW DUH GLIILFXOW WR TXDQWLI\ WKXV UHVHUYHV FRQWLQJHQW
UHVRXUFHVDQGSURVSHFWLYHUHVRXUFHVVKRXOGQRWEHDJJUHJDWHGZLWKRXWH[WHQVLYHFRQVLGHUDWLRQRIWKHVHIDFWRUV
'HILQLWLRQVDUHSUHVHQWHGLPPHGLDWHO\IROORZLQJWKLVOHWWHU)ROORZLQJWKHGHILQLWLRQVDUHFHUWLILFDWHVRITXDOLILFDWLRQ
IRUWKHHYDOXDWRUVZKRFRQWULEXWHGWRWKLVUHSRUWDQGDOLVWRIDEEUHYLDWLRQVXVHGLQWKLVUHSRUW7KLVUHSRUWKDVEHHQ
SUHSDUHG IRU XVH E\ 9$$/&2 LQ ILOLQJ ZLWK WKH 8QLWHG .LQJGRP /LVWLQJ $XWKRULW\ 8./$  DQG WKH /RQGRQ 6WRFN
([FKDQJH /6( LQRXURSLQLRQWKHDVVXPSWLRQVGDWDPHWKRGVDQGSURFHGXUHVXVHGLQWKHSUHSDUDWLRQRIWKLV
UHSRUWDUHDSSURSULDWHIRUVXFKSXUSRVH


5(6(59(6BBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBB

5HVHUYHVDUHWKRVHTXDQWLWLHVRISHWUROHXPDQWLFLSDWHGWREHFRPPHUFLDOO\UHFRYHUDEOHIURPNQRZQDFFXPXODWLRQV
E\ DSSOLFDWLRQ RI GHYHORSPHQW SURMHFWV IURP D JLYHQ GDWH IRUZDUG XQGHU GHILQHG FRQGLWLRQV  5HVHUYHV PXVW EH
GLVFRYHUHGUHFRYHUDEOHFRPPHUFLDODQGUHPDLQLQJDVRIWKHHYDOXDWLRQGDWHEDVHGRQWKHSODQQHGGHYHORSPHQW
SURMHFWVWREHDSSOLHG3URYHGUHVHUYHVDUHWKRVHTXDQWLWLHVRIRLODQGJDVZKLFKE\DQDO\VLVRIHQJLQHHULQJDQG
JHRVFLHQFHGDWDFDQEHHVWLPDWHGZLWKUHDVRQDEOHFHUWDLQW\WREHFRPPHUFLDOO\UHFRYHUDEOHSUREDEOHDQGSRVVLEOH
UHVHUYHVDUHWKRVHDGGLWLRQDOUHVHUYHVZKLFKDUHVHTXHQWLDOO\OHVVFHUWDLQWREHUHFRYHUHGWKDQSURYHGUHVHUYHV

:HHVWLPDWHWKHJURVVRLOUHVHUYHVWKH9$$/&2ZRUNLQJLQWHUHVWRLOUHVHUYHVDQGWKHIXWXUHQHWUHYHQXHWRWKH
9$$/&2LQWHUHVWLQWKHVHSURSHUWLHVDVRI0DUFKWREH
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3URYHG'HYHORSHG3URGXFLQJ
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3URYHG8QGHYHORSHG
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Totals may not add because of rounding.




 :RUNLQJLQWHUHVWUHVHUYHVDUHSULRUWRGHGXFWLRQVIRUJRYHUQPHQWUR\DOWLHVDQGLQFRPHWD[EDUUHOV

7KHRLOYROXPHVVKRZQLQFOXGHFUXGHRLORQO\2LOYROXPHVDUHH[SUHVVHGLQWKRXVDQGVRIEDUUHOV 0%%/ DEDUUHO
LVHTXLYDOHQWWR8QLWHG6WDWHVJDOORQV3URGXFHGJDVLVIODUHGRUFRQVXPHGLQILHOGRSHUDWLRQV

5HVHUYHV FDWHJRUL]DWLRQ FRQYH\V WKH UHODWLYH GHJUHH RI FHUWDLQW\ UHVHUYHV VXEFDWHJRUL]DWLRQ LV EDVHG RQ
GHYHORSPHQWDQGSURGXFWLRQVWDWXV7KHHVWLPDWHVRIUHVHUYHVDQGIXWXUHUHYHQXHLQFOXGHGKHUHLQKDYHQRWEHHQ
DGMXVWHGIRUULVN

7KH FRQWUDFWRUV  VKDUH RI SURGXFWLRQ LV FDOFXODWHG SXUVXDQW WR WKH SURYLVLRQV RI WKH SURGXFWLRQ VKDULQJ FRQWUDFW
36& IRUWKH(WDPH0DULQ3HUPLW,QFOXGHGDUHGHWHUPLQDWLRQVRIFRVWRLOLQFRUSRUDWLQJWKHXQUHFRYHUHGFRVWSRRO
DQGHVWLPDWHGFRVWUHFRYHUDEOHLWHPVVFKHGXOHGWREHSXUFKDVHGLQWKHIXWXUH$OVRLQFOXGHGDUHGHWHUPLQDWLRQV
RISURILWRLOEDVHGRQHVWLPDWHGIXWXUHRLOSURGXFWLRQUDWHV

$VUHTXHVWHGRXUHVWLPDWHVRIZRUNLQJLQWHUHVWUHVHUYHVDUHSULRUWRGHGXFWLRQVIRUJRYHUQPHQWUR\DOWLHVDQGWKH
SRUWLRQ RI WKH JRYHUQPHQW V VKDUH RI WKH SURILW RLO UHTXLUHG IRU SD\PHQW RI 9$$/&2 V *DERQHVH LQFRPH WD[HV
UHIHUUHGWRKHUHLQDVLQFRPHWD[EDUUHOV7KHVHLQFRPHWD[EDUUHOVKDYHEHHQFDOFXODWHGDVWKHJRYHUQPHQW V
VKDUHRISURILWRLOPXOWLSOLHGE\9$$/&2 VZRUNLQJLQWHUHVWQHWRIJRYHUQPHQWSDUWLFLSDWLRQ

*URVVUHYHQXHIRUWKHUHVHUYHVVKRZQLQWKLVUHSRUWLV9$$/&2 VVKDUHRIWKHJURVV SHUFHQW UHYHQXHIURP
WKHSURSHUWLHVDIWHUGHGXFWLQJDOOSURGXFWLRQVKDULQJUHYHQXHSDLGWRWKH*DERQHVHJRYHUQPHQW)XWXUHQHWUHYHQXH
LV DIWHU GHGXFWLRQV IRU WKHVH DPRXQWV DQG 9$$/&2 V VKDUH RI FDSLWDO FRVWV DEDQGRQPHQW FRVWV RSHUDWLQJ
H[SHQVHVDQGSURGXFWLRQWD[HVDQGFUHGLWVIRU9$$/&2 VVKDUHRIVWDWHUHLPEXUVHPHQWEXWEHIRUHFRQVLGHUDWLRQ
RIDQ\8QLWHG6WDWHVLQFRPHWD[HV7KHIXWXUHQHWUHYHQXHKDVEHHQGLVFRXQWHGDWDQDQQXDOUDWHRISHUFHQWWR
GHWHUPLQHLWVSUHVHQWZRUWKZKLFKLVVKRZQWRLQGLFDWHWKHHIIHFWRIWLPHRQWKHYDOXHRIPRQH\)XWXUHQHWUHYHQXH
SUHVHQWHGLQWKLVUHSRUWZKHWKHUGLVFRXQWHGRUXQGLVFRXQWHGVKRXOGQRWEHFRQVWUXHGDVEHLQJWKHIDLUPDUNHW
YDOXHRIWKHSURSHUWLHV

$VUHTXHVWHGWKLVUHSRUWKDVEHHQSUHSDUHGXVLQJ%DVH3ULFH&DVHRLOSULFHSDUDPHWHUVVSHFLILHGE\9$$/&22LO
SULFHVDUHEDVHGRQ0DUFK%UHQW&UXGHIXWXUHVSULFHVDQGDUHDGMXVWHGIRUTXDOLW\WUDQVSRUWDWLRQIHHV
DQG PDUNHW GLIIHUHQWLDOV  6HQVLWLYLWLHV XVLQJ /RZ DQG +LJK 3ULFH &DVHV DUH IXUWKHU GHWDLOHG LQ WKH 7HFKQLFDO
'LVFXVVLRQVHFWLRQRIWKLVUHSRUW%DVH&DVHRLOSULFHVEHIRUHDGMXVWPHQWVDUHVKRZQLQWKHIROORZLQJWDEOH
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2LO3ULFH
%DUUHO 


















2SHUDWLQJ FRVWV XVHG LQ WKLV UHSRUW DUH EDVHG RQ RSHUDWLQJ H[SHQVH UHFRUGV RI 9$$/&2 WKH RSHUDWRU RI WKH
SURSHUWLHV$VUHTXHVWHGRSHUDWLQJFRVWVDUHOLPLWHGWRGLUHFWSHUPLWDQGILHOGOHYHOFRVWVDQG9$$/&2 VHVWLPDWH
RI WKH SRUWLRQ RI LWV KHDGTXDUWHUV JHQHUDO DQG DGPLQLVWUDWLYH RYHUKHDG H[SHQVHV QHFHVVDU\ WR RSHUDWH WKH
SURSHUWLHV2SHUDWLQJFRVWVKDYHEHHQGLYLGHGLQWRILHOGOHYHOFRVWVSHUZHOOFRVWVDQGSHUXQLWRISURGXFWLRQFRVWV
DQGLQFOXGHWKHFRVWRIZRUNRYHUVDQGUHFXUULQJHOHFWULFDOVXEPHUVLEOHSXPSUHSODFHPHQWV$VUHTXHVWHGRSHUDWLQJ
FRVWVDUHQRWHVFDODWHGIRULQIODWLRQ

&DSLWDOFRVWVXVHGLQWKLVUHSRUWZHUHSURYLGHGE\9$$/&2DQGDUHEDVHGRQDXWKRUL]DWLRQVIRUH[SHQGLWXUHDFWXDO
FRVWV IURP UHFHQW DFWLYLW\ DQG LQWHUQDO SODQQLQJ EXGJHWV  &DSLWDO FRVWV DUH LQFOXGHG DV UHTXLUHG IRU QHZ
GHYHORSPHQWZHOOVDQGSURGXFWLRQHTXLSPHQW%DVHGRQRXUXQGHUVWDQGLQJRIIXWXUHGHYHORSPHQWSODQVDUHYLHZ
RIWKHUHFRUGVSURYLGHGWRXVDQGRXUNQRZOHGJHRIVLPLODUSURSHUWLHVZHUHJDUGWKHVHHVWLPDWHGFDSLWDOFRVWVWR
EHUHDVRQDEOH$EDQGRQPHQWFRVWVXVHGLQWKLVUHSRUWDUH9$$/&2 VHVWLPDWHVRIWKHFRVWVWRDEDQGRQWKHZHOOV
SODWIRUPV DQG SURGXFWLRQ IDFLOLWLHV WKHVH HVWLPDWHV GR QRW LQFOXGH DQ\ VDOYDJH YDOXH IRU WKH SODWIRUP DQG ZHOO
HTXLSPHQW,WLVRXUXQGHUVWDQGLQJWKDW9$$/&2KDVHVWDEOLVKHGHVFURZDFFRXQWVIRUDEDQGRQPHQWOLDELOLW\DQG
H[SHFWVWKHVHDFFRXQWVWREHIXOO\IXQGHGE\'HFHPEHU:HIXUWKHUXQGHUVWDQGWKDWLIWKHHFRQRPLFOLPLW
IRU WKH SHUPLW DUHD LV UHDFKHG EHIRUH WKLV GDWH WKHQ DOO DEDQGRQPHQW FRVWV QRW \HW SUHIXQGHG ZLOO EH VSHQW E\
'HFHPEHURIWKH\HDUDIWHUWKHHFRQRPLFOLPLWGDWH$VUHTXHVWHGFDSLWDOFRVWVDQGDEDQGRQPHQWFRVWVDUHQRW
HVFDODWHGIRULQIODWLRQ

:HKDYHPDGHQRVSHFLILFLQYHVWLJDWLRQRIDQ\ILUPWUDQVSRUWDWLRQFRQWUDFWVWKDWPD\EHLQSODFHIRUWKHVHSURSHUWLHV
RXUHVWLPDWHVRIIXWXUHUHYHQXHLQFOXGHWKHHIIHFWVRIVXFKFRQWUDFWVRQO\WRWKHH[WHQWWKDWWKHDVVRFLDWHGIHHVDUH
DFFRXQWHGIRULQWKHKLVWRULFDOILHOGDQGOHDVHOHYHODFFRXQWLQJVWDWHPHQWV


&217,1*(175(6285&(6BBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBB

&RQWLQJHQWUHVRXUFHVDUHWKRVHTXDQWLWLHVRISHWUROHXPHVWLPDWHGDVRIDJLYHQGDWHWREHSRWHQWLDOO\UHFRYHUDEOH
IURPNQRZQDFFXPXODWLRQVE\WKHDSSOLFDWLRQRIGHYHORSPHQWSURMHFW V QRWFXUUHQWO\FRQVLGHUHGWREHFRPPHUFLDO
RZLQJWRRQHRUPRUHFRQWLQJHQFLHV7KHFRQWLQJHQWUHVRXUFHVVKRZQLQWKLVUHSRUWDUHFRQWLQJHQWXSRQDSSURYDO
RIDGHYHORSPHQWSODQZLWKVXIILFLHQWGHYHORSPHQWZHOOVWRHFRQRPLFDOO\SURGXFHWKHYROXPHVSULRUWRWHUPLQDWLRQ
RIWKH36&DQGFRPPLWPHQWWRGHYHORSWKHUHVRXUFHV,IWKHVHFRQWLQJHQFLHVDUHVXFFHVVIXOO\DGGUHVVHGVRPH
SRUWLRQRIWKHFRQWLQJHQWUHVRXUFHVHVWLPDWHGLQWKLVUHSRUWPD\EHUHFODVVLILHGDVUHVHUYHVRXUHVWLPDWHVKDYHQRW
EHHQULVNHGWRDFFRXQWIRUWKHSRVVLELOLW\WKDWWKHFRQWLQJHQFLHVDUHQRWVXFFHVVIXOO\DGGUHVVHG$VUHTXHVWHGZH
GLG QRW SHUIRUP DQ HFRQRPLF DQDO\VLV RQ WKHVH UHVRXUFHV DV VXFK WKH HFRQRPLF VWDWXV RI WKHVH UHVRXUFHV LV
XQGHWHUPLQHG7KHSURMHFWPDWXULW\VXEFODVVIRUWKHVHFRQWLQJHQWUHVRXUFHVLVGHYHORSPHQWXQFODULILHG

:HHVWLPDWHWKHXQULVNHGJURVVFRQWLQJHQWRLOUHVRXUFHVDQGWKH9$$/&2XQULVNHGZRUNLQJLQWHUHVWFRQWLQJHQWRLO
UHVRXUFHVIRUWKHVHSURSHUWLHVDVRI0DUFKWREH

8QULVNHG&RQWLQJHQW2LO


5HVRXUFHV 00%%/ 
*URVV  :RUNLQJ
&DWHJRU\
  
,QWHUHVW





/RZ(VWLPDWH &  



%HVW(VWLPDWH &  



+LJK(VWLPDWH &  




7KHRLOYROXPHVVKRZQLQFOXGHFUXGHRLORQO\2LOYROXPHVDUHH[SUHVVHGLQPLOOLRQVRIEDUUHOV 00%%/ 3URGXFHG
JDVLVH[SHFWHGWREHIODUHGRUFRQVXPHGLQRSHUDWLRQV
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7KH FRQWLQJHQW UHVRXUFHV VKRZQ LQ WKLV UHSRUW KDYH EHHQ HVWLPDWHG XVLQJ GHWHUPLQLVWLF PHWKRGV  2QFH DOO
FRQWLQJHQFLHV KDYH EHHQ VXFFHVVIXOO\ DGGUHVVHG WKH DSSUR[LPDWH SUREDELOLW\ WKDW WKH TXDQWLWLHV RI FRQWLQJHQW
UHVRXUFHVDFWXDOO\UHFRYHUHGZLOOHTXDORUH[FHHGWKHHVWLPDWHGDPRXQWVLVJHQHUDOO\LQIHUUHGWREHSHUFHQWIRU
WKHORZHVWLPDWHSHUFHQWIRUWKHEHVWHVWLPDWHDQGSHUFHQWIRUWKHKLJKHVWLPDWH7KHHVWLPDWHVRIFRQWLQJHQW
UHVRXUFHVLQFOXGHGKHUHLQKDYHQRWEHHQDGMXVWHGIRUGHYHORSPHQWULVN


35263(&7,9(5(6285&(6BBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBB

3URVSHFWLYHUHVRXUFHVDUHWKRVHTXDQWLWLHVRISHWUROHXPZKLFKDUHHVWLPDWHGDVRIDJLYHQGDWHWREHSRWHQWLDOO\
UHFRYHUDEOH IURP XQGLVFRYHUHG DFFXPXODWLRQV E\ DSSOLFDWLRQ RI IXWXUH GHYHORSPHQW SURMHFWV  7KH SURVSHFWLYH
UHVRXUFHV LQFOXGHG LQ WKLV UHSRUW VKRXOG QRW EH FRQVWUXHG DV UHVHUYHV RU FRQWLQJHQW UHVRXUFHV WKH\ UHSUHVHQW
H[SORUDWLRQRSSRUWXQLWLHVDQGTXDQWLI\WKHGHYHORSPHQWSRWHQWLDOLQWKHHYHQWDSHWUROHXPGLVFRYHU\LVPDGH$
JHRORJLFULVNDVVHVVPHQWZDVSHUIRUPHGIRUWKHVHSURVSHFWVDVGLVFXVVHGLQVXEVHTXHQWSDUDJUDSKV7KLVUHSRUW
GRHVQRWLQFOXGHHFRQRPLFDQDO\VLVIRUWKHVHSURVSHFWV%DVHGRQDQDORJRXVILHOGGHYHORSPHQWVLWDSSHDUVWKDW
DVVXPLQJDGLVFRYHU\LVPDGHWKHXQULVNHGEHVWHVWLPDWHSURVSHFWLYHUHVRXUFHVLQWKLVUHSRUWKDYHDUHDVRQDEOH
FKDQFHRIEHLQJHFRQRPLFDOO\YLDEOH

7RWDOV RI XQULVNHG SURVSHFWLYH UHVRXUFHV EH\RQG WKH SURVSHFW OHYHO DUH QRW UHIOHFWLYH RI YROXPHV WKDW FDQ EH
H[SHFWHGWREHUHFRYHUHGDQGDUHWKHUHIRUHQRWVKRZQ%HFDXVHRIWKHJHRORJLFULVNDVVRFLDWHGZLWKHDFKSURVSHFW
PHDQLQJIXOWRWDOVEH\RQGWKLVOHYHOFDQEHGHILQHGRQO\E\VXPPLQJULVNHGSURVSHFWLYHUHVRXUFHV6XFKULVNLV
RIWHQVLJQLILFDQW

:HHVWLPDWHWKHXQULVNHGJURVVSURVSHFWLYHRLOUHVRXUFHVDQGWKH9$$/&2XQULVNHGZRUNLQJLQWHUHVWSURVSHFWLYH
RLOUHVRXUFHVIRUWKHVHSURVSHFWVDORQJZLWKWKHSUREDELOLW\RIJHRORJLFVXFFHVV 3J DVRI0DUFKWREH



8QULVNHG3URVSHFWLYH2LO5HVRXUFHV 00%%/ 



*URVV  

:RUNLQJ,QWHUHVW
 


/RZ

%HVW

+LJK

/RZ

%HVW

+LJK
 

 (VWLPDWH  (VWLPDWH  (VWLPDWH  (VWLPDWH  (VWLPDWH  (VWLPDWH  3J
3URVSHFW

8 

8 

8 

8 

8 
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6RXWK(WDPH












 
6RXWKZHVW$YRXPD 











 
6RXWKZHVW(WDPH 











 
:HVW(WDPH












 

7KHRLOYROXPHVVKRZQLQFOXGHFUXGHRLORQO\$VUHTXHVWHGWKHVFRSHRIWKLVSURMHFWGRHVQRWLQFOXGHSURVSHFWLYH
JDVUHVRXUFHV

7KHSURVSHFWLYHUHVRXUFHVVKRZQLQWKLVUHSRUWKDYHEHHQHVWLPDWHGXVLQJSUREDELOLVWLFPHWKRGVDQGDUHGHSHQGHQW
RQDSHWUROHXPGLVFRYHU\EHLQJPDGH,IDGLVFRYHU\LVPDGHDQGGHYHORSPHQWLVXQGHUWDNHQWKHSUREDELOLW\WKDW
WKHUHFRYHUDEOHYROXPHVZLOOHTXDORUH[FHHGWKHXQULVNHGHVWLPDWHGDPRXQWVLVSHUFHQWIRUWKHORZHVWLPDWH
SHUFHQWIRUWKHEHVWHVWLPDWHDQGSHUFHQWIRUWKHKLJKHVWLPDWH

8QULVNHG SURVSHFWLYH UHVRXUFHV DUH HVWLPDWHG UDQJHV RI UHFRYHUDEOH RLO YROXPHV DVVXPLQJ WKHLU GLVFRYHU\ DQG
GHYHORSPHQWDQGDUHEDVHGRQHVWLPDWHGUDQJHVRIXQGLVFRYHUHGLQSODFHYROXPHV*HRORJLFULVNLQJRISURVSHFWLYH
UHVRXUFHVDGGUHVVHVWKHSUREDELOLW\RIVXFFHVVIRUWKHGLVFRYHU\RIDVLJQLILFDQWTXDQWLW\RISRWHQWLDOO\UHFRYHUDEOH
SHWUROHXPWKLVULVNDQDO\VLVLVFRQGXFWHGLQGHSHQGHQWRIHVWLPDWLRQVRISHWUROHXPYROXPHVDQGZLWKRXWUHJDUGWR
WKHFKDQFHRIGHYHORSPHQW3ULQFLSDOJHRORJLFULVNHOHPHQWVRIWKHSHWUROHXPV\VWHPLQFOXGH  WUDSDQGVHDO



156



FKDUDFWHULVWLFV  UHVHUYRLUSUHVHQFHDQGTXDOLW\  VRXUFHURFNFDSDFLW\TXDOLW\DQGPDWXULW\DQG  WLPLQJ
PLJUDWLRQ DQG SUHVHUYDWLRQ RI SHWUROHXP LQ UHODWLRQ WR WUDS DQG VHDO IRUPDWLRQ  5LVN DVVHVVPHQW LV D KLJKO\
VXEMHFWLYHSURFHVVGHSHQGHQWXSRQWKHH[SHULHQFHDQGMXGJPHQWRIWKHHYDOXDWRUVDQGLVVXEMHFWWRUHYLVLRQZLWK
IXUWKHUGDWDDFTXLVLWLRQRULQWHUSUHWDWLRQ,QFOXGHGLQWKLVUHSRUWLVDGLVFXVVLRQRIWKHSULPDU\JHRORJLFULVNHOHPHQWV

(DFKSURVSHFWZDVHYDOXDWHGWRGHWHUPLQHUDQJHVRILQSODFHDQGUHFRYHUDEOHSHWUROHXPDQGZDVULVNHGDVDQ
LQGHSHQGHQWHQWLW\ZLWKRXWGHSHQGHQF\EHWZHHQSRWHQWLDOSURVSHFWGULOOLQJRXWFRPHV,ISHWUROHXPGLVFRYHULHVDUH
PDGHVPDOOHUYROXPH SURVSHFWVPD\ QRW EH FRPPHUFLDO WR LQGHSHQGHQWO\ GHYHORS DOWKRXJK WKH\ PD\ EHFRPH
FDQGLGDWHVIRUVDWHOOLWHGHYHORSPHQWVDQGWLHEDFNVWRH[LVWLQJLQIUDVWUXFWXUHDWVRPHIXWXUHGDWH7KHGHYHORSPHQW
LQIUDVWUXFWXUH DQG GDWD REWDLQHG IURP HDUO\ GLVFRYHULHV ZLOO DOWHU ERWK JHRORJLF ULVN DQG IXWXUH HFRQRPLFV RI
VXEVHTXHQWGLVFRYHULHVDQGGHYHORSPHQWV

,WVKRXOGEHXQGHUVWRRGWKDWWKHSURVSHFWLYHUHVRXUFHVGLVFXVVHGDQGVKRZQKHUHLQDUHWKRVHXQGLVFRYHUHGKLJKO\
VSHFXODWLYHUHVRXUFHVHVWLPDWHGEH\RQGUHVHUYHVRUFRQWLQJHQWUHVRXUFHVZKHUHJHRORJLFDODQGJHRSK\VLFDOGDWD
VXJJHVW WKH SRWHQWLDO IRU GLVFRYHU\ RI SHWUROHXP EXW ZKHUH WKH OHYHO RI SURRI LV LQVXIILFLHQW IRU FODVVLILFDWLRQ DV
UHVHUYHVRUFRQWLQJHQWUHVRXUFHV7KHXQULVNHGSURVSHFWLYHUHVRXUFHVVKRZQLQWKLVUHSRUWDUHWKHUDQJHRIYROXPHV
WKDW FRXOG UHDVRQDEO\ EH H[SHFWHG WR EH UHFRYHUHG LQ WKH HYHQW RI WKH GLVFRYHU\ DQG GHYHORSPHQW RI WKHVH
SURVSHFWV


*(1(5$/,1)250$7,21BBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBB

$VVKRZQLQWKH7DEOHRI&RQWHQWVWKLVUHSRUWLQFOXGHVVXPPDU\SURMHFWLRQVRIUHVHUYHVDQGUHYHQXHE\UHVHUYHV
FDWHJRU\DWHFKQLFDOGLVFXVVLRQDQGSHUWLQHQWILJXUHV

7KLVUHSRUWGRHVQRWLQFOXGHDQ\YDOXHWKDWFRXOGEHDWWULEXWHGWRLQWHUHVWVLQXQGHYHORSHGDFUHDJHEH\RQGWKRVH
WUDFWVIRUZKLFKXQGHYHORSHGUHVHUYHVKDYHEHHQHVWLPDWHG)RUWKHSXUSRVHVRIWKLVUHSRUWZHGLGQRWSHUIRUP
DQ\ILHOGLQVSHFWLRQRIWKHSURSHUWLHVQRUGLGZHH[DPLQHWKHPHFKDQLFDORSHUDWLRQRUFRQGLWLRQRIWKHZHOOVDQG
IDFLOLWLHV:HKDYHQRWLQYHVWLJDWHGSRVVLEOHHQYLURQPHQWDOOLDELOLW\UHODWHGWRWKHSURSHUWLHVWKHUHIRUHRXUHVWLPDWHV
GRQRWLQFOXGHDQ\FRVWVGXHWRVXFKSRVVLEOHOLDELOLW\

7KHUHVHUYHVFRQWLQJHQWUHVRXUFHVDQGSURVSHFWLYHUHVRXUFHVVKRZQLQWKLVUHSRUWDUHHVWLPDWHVRQO\DQGVKRXOG
QRWEHFRQVWUXHGDVH[DFWTXDQWLWLHV(VWLPDWHVPD\LQFUHDVHRUGHFUHDVHDVDUHVXOWRIPDUNHWFRQGLWLRQVIXWXUH
RSHUDWLRQV FKDQJHV LQ UHJXODWLRQV RU DFWXDO UHVHUYRLU SHUIRUPDQFH  ,Q DGGLWLRQ WR WKH SULPDU\ HFRQRPLF
DVVXPSWLRQVGLVFXVVHGKHUHLQRXUHVWLPDWHVDUHEDVHGRQFHUWDLQDVVXPSWLRQVLQFOXGLQJEXWQRWOLPLWHGWRWKDW
WKHSURSHUWLHVZLOOEHGHYHORSHGFRQVLVWHQWZLWKFXUUHQWGHYHORSPHQWSODQVDVSURYLGHGWRXVE\9$$/&2WKDWWKH
SURSHUWLHVZLOOEHRSHUDWHGLQDSUXGHQWPDQQHUWKDWQRJRYHUQPHQWDOUHJXODWLRQVRUFRQWUROVZLOOEHSXWLQSODFH
WKDW ZRXOG LPSDFW WKH DELOLW\ RI WKH LQWHUHVW RZQHU WR UHFRYHU WKH YROXPHV DQG WKDW RXU SURMHFWLRQV RI IXWXUH
SURGXFWLRQZLOOSURYHFRQVLVWHQWZLWKDFWXDOSHUIRUPDQFH,IWKHVHYROXPHVDUHUHFRYHUHGWKHUHYHQXHVWKHUHIURP
DQGWKHFRVWVUHODWHGWKHUHWRFRXOGEHPRUHRUOHVVWKDQWKHHVWLPDWHGDPRXQWV%HFDXVHRIJRYHUQPHQWDOSROLFLHV
DQG XQFHUWDLQWLHV RI VXSSO\ DQG GHPDQG WKH VDOHV UDWHV SULFHV UHFHLYHG DQG FRVWV LQFXUUHG PD\ YDU\ IURP
DVVXPSWLRQVPDGHZKLOHSUHSDULQJWKLVUHSRUW

)RUWKHSXUSRVHVRIWKLVUHSRUWZHXVHGWHFKQLFDODQGHFRQRPLFGDWDLQFOXGLQJEXWQRWOLPLWHGWRZHOOORJVJHRORJLF
PDSVVHLVPLFGDWDZHOOWHVWGDWDSURGXFWLRQGDWDKLVWRULFDOSULFHDQGFRVWLQIRUPDWLRQDQGSURSHUW\RZQHUVKLS
LQWHUHVWV7KHUHVHUYHVFRQWLQJHQWUHVRXUFHVDQGSURVSHFWLYHUHVRXUFHVLQWKLVUHSRUWKDYHEHHQHVWLPDWHGXVLQJ
DFRPELQDWLRQRIGHWHUPLQLVWLFDQGSUREDELOLVWLFPHWKRGVWKHVHHVWLPDWHVKDYHEHHQSUHSDUHGLQDFFRUGDQFHZLWK
JHQHUDOO\ DFFHSWHG SHWUROHXP HQJLQHHULQJ DQG HYDOXDWLRQ SULQFLSOHVVHW IRUWK LQ WKH 6WDQGDUGV 3HUWDLQLQJ WR WKH
(VWLPDWLQJDQG$XGLWLQJRI2LODQG*DV5HVHUYHV,QIRUPDWLRQSURPXOJDWHGE\WKH63( 63(6WDQGDUGV :HXVHG
VWDQGDUG HQJLQHHULQJ DQG JHRVFLHQFH PHWKRGV RU D FRPELQDWLRQ RI PHWKRGV LQFOXGLQJ SHUIRUPDQFH DQDO\VLV
YROXPHWULF DQDO\VLV DQDORJ\ DQG UHVHUYRLU PRGHOLQJ WKDW ZH FRQVLGHUHG WR EH DSSURSULDWH DQG QHFHVVDU\ WR
FODVVLI\ FDWHJRUL]H DQG HVWLPDWH YROXPHV LQ DFFRUGDQFH ZLWK WKH  3506 GHILQLWLRQV DQG JXLGHOLQHV  7KH
FRQWLQJHQW DQG SURVSHFWLYH UHVRXUFHV DQG D SRUWLRQ RI WKH UHVHUYHV VKRZQ LQ WKLV UHSRUW DUH IRU XQGHYHORSHG
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ORFDWLRQVVXFKYROXPHVDUHEDVHGRQHVWLPDWHVRIUHVHUYRLUYROXPHVDQGUHFRYHU\HIILFLHQFLHVDORQJZLWKDQDORJ\
WRSURSHUWLHVZLWKVLPLODUJHRORJLFDQGUHVHUYRLUFKDUDFWHULVWLFV$VLQDOODVSHFWVRIRLODQGJDVHYDOXDWLRQWKHUH
DUH XQFHUWDLQWLHV LQKHUHQW LQ WKH LQWHUSUHWDWLRQ RI HQJLQHHULQJ DQG JHRVFLHQFH GDWD WKHUHIRUH RXU FRQFOXVLRQV
QHFHVVDULO\UHSUHVHQWRQO\LQIRUPHGSURIHVVLRQDOMXGJPHQW

7KHGDWDXVHGLQRXUHVWLPDWHVZHUHREWDLQHGIURP9$$/&2SXEOLFGDWDVRXUFHVDQGWKHQRQFRQILGHQWLDOILOHVRI
1HWKHUODQG6HZHOO $VVRFLDWHV,QFDQGZHUHDFFHSWHGDVDFFXUDWH6XSSRUWLQJZRUNGDWDDUHRQILOHLQRXU
RIILFH:HKDYHQRWH[DPLQHGWKHFRQWUDFWXDOULJKWVWRWKHSURSHUWLHVRULQGHSHQGHQWO\FRQILUPHGWKHDFWXDOGHJUHH
RUW\SHRILQWHUHVWRZQHG7KHWHFKQLFDOSHUVRQVSULPDULO\UHVSRQVLEOHIRUSUHSDULQJWKHHVWLPDWHVSUHVHQWHGKHUHLQ
PHHWWKHUHTXLUHPHQWVUHJDUGLQJTXDOLILFDWLRQVLQGHSHQGHQFHREMHFWLYLW\DQGFRQILGHQWLDOLW\VHWIRUWKLQWKH63(
6WDQGDUGV:HDUHLQGHSHQGHQWSHWUROHXPHQJLQHHUVJHRORJLVWVJHRSK\VLFLVWVDQGSHWURSK\VLFLVWVZHGRQRW
RZQDQLQWHUHVWLQWKHVHSURSHUWLHVQRUDUHZHHPSOR\HGRQDFRQWLQJHQWEDVLV

7KHHIIHFWLYHGDWHRIWKLVUHSRUWLV0DUFK (IIHFWLYH'DWH 7KHSXEOLFDWLRQRIWKLVUHSRUWLVDVVXPHGWR
EHFRQVLVWHQWZLWKWKHSXEOLFDWLRQGDWHRIWKHSURVSHFWXVWREHSXEOLVKHGE\9$$/&29$$/&2KDVFRQILUPHGWR
XVWKDWWKHUHKDYHEHHQQRPDWHULDOFKDQJHVVLQFHWKH(IIHFWLYH'DWHWKHRPLVVLRQRIZKLFKZRXOGPDNHWKLVUHSRUW
PLVOHDGLQJ


6LQFHUHO\


1(7+(5/$1'6(:(// $662&,$7(6,1&

7H[DV5HJLVWHUHG(QJLQHHULQJ)LUP)





V&+ 6FRWW 5HHV,,,



%\




&+ 6FRWW 5HHV,,,3(



&KDLUPDQDQG&KLHI([HFXWLYH2IILFHU





V-RKQ5&OLYHU

V=DFKDU\5/RQJ
%\

%\


-RKQ5&OLYHU3(

=DFKDU\5/RQJ3*

9LFH3UHVLGHQW

9LFH3UHVLGHQW

'DWH6LJQHG6HSWHPEHU
'DWH6LJQHG6HSWHPEHU

-5&56

3OHDVHEHDGYLVHGWKDWWKHGLJLWDOGRFXPHQW\RXDUHYLHZLQJLVSURYLGHGE\1HWKHUODQG6HZHOO $VVRFLDWHV,QF 16$, DVDFRQYHQLHQFH
WRRXUFOLHQWV7KHGLJLWDOGRFXPHQWLVLQWHQGHGWREHVXEVWDQWLYHO\WKHVDPHDVWKHRULJLQDOVLJQHGGRFXPHQWPDLQWDLQHGE\16$,7KH
GLJLWDOGRFXPHQWLVVXEMHFWWRWKHSDUDPHWHUVOLPLWDWLRQVDQGFRQGLWLRQVVWDWHGLQWKHRULJLQDOGRFXPHQW,QWKHHYHQWRIDQ\GLIIHUHQFHV
EHWZHHQWKHGLJLWDOGRFXPHQWDQGWKHRULJLQDOGRFXPHQWWKHRULJLQDOGRFXPHQWVKDOOFRQWURODQGVXSHUVHGHWKHGLJLWDOGRFXPHQW
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3(752/(805(6(59(6$1'5(6285&(6&/$66,),&$7,21$1''(),1,7,216
([FHUSWHGIURPWKH3HWUROHXP5HVRXUFHV0DQDJHPHQW6\VWHP$SSURYHGE\
WKH6RFLHW\RI3HWUROHXP(QJLQHHUV 63( %RDUGRI'LUHFWRUV-XQH



7KLVGRFXPHQWFRQWDLQVLQIRUPDWLRQH[FHUSWHGIURPGHILQLWLRQVDQGJXLGHOLQHVSUHSDUHGE\WKH2LODQG*DV5HVHUYHV&RPPLWWHHRIWKH
6RFLHW\RI3HWUROHXP(QJLQHHUV 63( DQGUHYLHZHGDQGMRLQWO\VSRQVRUHGE\WKH63(:RUOG3HWUROHXP&RXQFLO$PHULFDQ$VVRFLDWLRQ
RI3HWUROHXP*HRORJLVWV6RFLHW\RI3HWUROHXP(YDOXDWLRQ(QJLQHHUV6RFLHW\RI([SORUDWLRQ*HRSK\VLFLVWV6RFLHW\RI3HWURSK\VLFLVWV
DQG:HOO/RJ$QDO\VWVDQG(XURSHDQ$VVRFLDWLRQRI*HRVFLHQWLVWV (QJLQHHUV


3UHDPEOH
3HWUROHXPUHVRXUFHVDUHWKHTXDQWLWLHVRIK\GURFDUERQVQDWXUDOO\RFFXUULQJRQRUZLWKLQWKH(DUWK VFUXVW5HVRXUFHVDVVHVVPHQWV
HVWLPDWHTXDQWLWLHVLQNQRZQDQG\HWWREHGLVFRYHUHGDFFXPXODWLRQV5HVRXUFHVHYDOXDWLRQVDUHIRFXVHGRQWKRVHTXDQWLWLHVWKDWFDQ
SRWHQWLDOO\ EH UHFRYHUHG DQGPDUNHWHG E\ FRPPHUFLDOSURMHFWV  $ SHWUROHXP UHVRXUFHV PDQDJHPHQW V\VWHP SURYLGHV DFRQVLVWHQW
DSSURDFK WR HVWLPDWLQJ SHWUROHXP TXDQWLWLHV HYDOXDWLQJ SURMHFWV DQG SUHVHQWLQJ UHVXOWV ZLWKLQ D FRPSUHKHQVLYH FODVVLILFDWLRQ
IUDPHZRUN


7KLVXSGDWHG3506SURYLGHVIXQGDPHQWDOSULQFLSOHVIRUWKHHYDOXDWLRQDQGFODVVLILFDWLRQRISHWUROHXPUHVHUYHVDQGUHVRXUFHV,IWKHUH
LVDQ\FRQIOLFWZLWKSULRU63(DQG3506JXLGDQFHDSSURYHGWUDLQLQJRUWKH$SSOLFDWLRQ*XLGHOLQHVWKHFXUUHQW3506VKDOOSUHYDLO,W
LVXQGHUVWRRGWKDWWKHVHGHILQLWLRQVDQGJXLGHOLQHVDOORZIOH[LELOLW\IRUHQWLWLHVJRYHUQPHQWVDQGUHJXODWRU\DJHQFLHVWRWDLORUDSSOLFDWLRQ
IRUWKHLUSDUWLFXODUQHHGVKRZHYHUDQ\PRGLILFDWLRQVWRWKHJXLGDQFHFRQWDLQHGKHUHLQPXVWEHFOHDUO\LGHQWLILHG7KHWHUPVVKDOORU
PXVWLQGLFDWHWKDWDSURYLVLRQKHUHLQLVPDQGDWRU\IRU3506FRPSOLDQFHZKLOHVKRXOGLQGLFDWHVDUHFRPPHQGHGSUDFWLFHDQGPD\
LQGLFDWHVWKDWDFRXUVHRIDFWLRQLVSHUPLVVLEOH7KHGHILQLWLRQVDQGJXLGHOLQHVFRQWDLQHGLQWKLVGRFXPHQWPXVWQRWEHFRQVWUXHGDV
PRGLI\LQJWKHLQWHUSUHWDWLRQRUDSSOLFDWLRQRIDQ\H[LVWLQJUHJXODWRU\UHSRUWLQJUHTXLUHPHQWV


%DVLF3ULQFLSOHVDQG'HILQLWLRQV
$FODVVLILFDWLRQV\VWHPRISHWUROHXPUHVRXUFHVLVDIXQGDPHQWDOHOHPHQWWKDWSURYLGHVDFRPPRQODQJXDJHIRUFRPPXQLFDWLQJ
ERWKWKHFRQILGHQFHRIDSURMHFW VUHVRXUFHVPDWXUDWLRQVWDWXVDQGWKHUDQJHRISRWHQWLDORXWFRPHVWRWKHYDULRXVHQWLWLHV7KH3506
SURYLGHVWUDQVSDUHQF\E\UHTXLULQJWKHDVVHVVPHQWRIYDULRXVFULWHULDWKDWDOORZIRUWKHFODVVLILFDWLRQDQGFDWHJRUL]DWLRQRIDSURMHFW V
UHVRXUFHV7KHHYDOXDWLRQHOHPHQWVFRQVLGHUWKHULVNRIJHRORJLFGLVFRYHU\DQGWKHWHFKQLFDOXQFHUWDLQWLHVWRJHWKHUZLWKDGHWHUPLQDWLRQ
RIWKHFKDQFHRIDFKLHYLQJWKHFRPPHUFLDOPDWXUDWLRQVWDWXVRIDSHWUROHXPSURMHFW


7KH WHFKQLFDO HVWLPDWLRQ RI SHWUROHXP UHVRXUFHV TXDQWLWLHV LQYROYHV WKH DVVHVVPHQW RI TXDQWLWLHV DQG YDOXHV WKDW KDYH DQ
LQKHUHQWGHJUHHRIXQFHUWDLQW\7KHVHTXDQWLWLHVDUHDVVRFLDWHGZLWKH[SORUDWLRQDSSUDLVDODQGGHYHORSPHQWSURMHFWVDWYDULRXVVWDJHV
RIGHVLJQDQGLPSOHPHQWDWLRQ7KHFRPPHUFLDODVSHFWVFRQVLGHUHGZLOOUHODWHWKHSURMHFW VPDWXULW\VWDWXV HJWHFKQLFDOHFRQRPLFDO
UHJXODWRU\DQGOHJDO WRWKHFKDQFHRISURMHFWLPSOHPHQWDWLRQ


7KHXVHRIDFRQVLVWHQWFODVVLILFDWLRQV\VWHPHQKDQFHVFRPSDULVRQVEHWZHHQSURMHFWVJURXSVRISURMHFWVDQGWRWDOFRPSDQ\
SRUWIROLRV  7KH DSSOLFDWLRQ RI 3506 PXVW FRQVLGHU ERWK WHFKQLFDO DQG FRPPHUFLDO IDFWRUV WKDW LPSDFW WKH SURMHFW V IHDVLELOLW\ LWV
SURGXFWLYHOLIHDQGLWVUHODWHGFDVKIORZV


3HWUROHXP5HVRXUFHV&ODVVLILFDWLRQ)UDPHZRUN
3HWUROHXP LV GHILQHG DV D QDWXUDOO\ RFFXUULQJ PL[WXUH
FRQVLVWLQJ RI K\GURFDUERQV LQ WKH JDVHRXV OLTXLG RU VROLG VWDWH
3HWUROHXPPD\DOVRFRQWDLQQRQK\GURFDUERQVFRPPRQH[DPSOHV
RIZKLFKDUHFDUERQGLR[LGHQLWURJHQK\GURJHQVXOILGHDQGVXOIXU
,QUDUHFDVHVQRQK\GURFDUERQFRQWHQWFDQEHJUHDWHUWKDQ


7KH WHUP UHVRXUFHV DV XVHG KHUHLQ LV LQWHQGHG WR
HQFRPSDVVDOOTXDQWLWLHVRISHWUROHXPQDWXUDOO\RFFXUULQJZLWKLQWKH
(DUWK V FUXVW ERWK GLVFRYHUHG DQG XQGLVFRYHUHG ZKHWKHU
UHFRYHUDEOH RU XQUHFRYHUDEOH  SOXV WKRVH TXDQWLWLHV DOUHDG\
SURGXFHG  )XUWKHU LW LQFOXGHV DOO W\SHV RI SHWUROHXP ZKHWKHU
FXUUHQWO\FRQVLGHUHGDVFRQYHQWLRQDORUXQFRQYHQWLRQDOUHVRXUFHV


)LJXUH  JUDSKLFDOO\ UHSUHVHQWV WKH 3506 UHVRXUFHV
FODVVLILFDWLRQ V\VWHP  7KH V\VWHP FODVVLILHV UHVRXUFHV LQWR
GLVFRYHUHG DQG XQGLVFRYHUHG DQG GHILQHV WKH UHFRYHUDEOH
UHVRXUFHV FODVVHV 3URGXFWLRQ 5HVHUYHV &RQWLQJHQW 5HVRXUFHV
DQG3URVSHFWLYH5HVRXUFHVDVZHOODV8QUHFRYHUDEOH3HWUROHXP


7KH KRUL]RQWDO D[LV UHIOHFWV WKH UDQJH RI XQFHUWDLQW\ RI
HVWLPDWHG TXDQWLWLHV SRWHQWLDOO\ UHFRYHUDEOH IURP DQ DFFXPXODWLRQ
E\ D SURMHFW ZKLOH WKH YHUWLFDO D[LV UHSUHVHQWV WKH FKDQFH RI
FRPPHUFLDOLW\ 3F ZKLFK LV WKH FKDQFH WKDW D SURMHFW ZLOO EH
FRPPLWWHGIRUGHYHORSPHQWDQGUHDFKFRPPHUFLDOSURGXFLQJVWDWXV
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7KHIROORZLQJGHILQLWLRQVDSSO\WRWKHPDMRUVXEGLYLVLRQVZLWKLQWKHUHVRXUFHVFODVVLILFDWLRQ
$ 7RWDO3HWUROHXP,QLWLDOO\,Q3ODFH 3,,3 LVDOOTXDQWLWLHVRISHWUROHXPWKDWDUHHVWLPDWHGWRH[LVWRULJLQDOO\LQQDWXUDOO\RFFXUULQJ
DFFXPXODWLRQVGLVFRYHUHGDQGXQGLVFRYHUHGEHIRUHSURGXFWLRQ
% 'LVFRYHUHG3,,3LVWKHTXDQWLW\RISHWUROHXPWKDWLVHVWLPDWHGDVRIDJLYHQGDWHWREHFRQWDLQHGLQNQRZQDFFXPXODWLRQV
EHIRUHSURGXFWLRQ
& 3URGXFWLRQLVWKHFXPXODWLYHTXDQWLWLHVRISHWUROHXPWKDWKDYHEHHQUHFRYHUHGDWDJLYHQGDWH:KLOHDOOUHFRYHUDEOHUHVRXUFHV
DUHHVWLPDWHGDQGSURGXFWLRQLVPHDVXUHGLQWHUPVRIWKHVDOHVSURGXFWVSHFLILFDWLRQVUDZSURGXFWLRQ VDOHVSOXVQRQVDOHV 
TXDQWLWLHV DUH DOVR PHDVXUHG DQG UHTXLUHG WR VXSSRUW HQJLQHHULQJ DQDO\VHV EDVHG RQ UHVHUYRLU YRLGDJH VHH 6HFWLRQ 
3URGXFWLRQ0HDVXUHPHQW 


0XOWLSOHGHYHORSPHQWSURMHFWVPD\EHDSSOLHGWRHDFKNQRZQRUXQNQRZQDFFXPXODWLRQDQGHDFKSURMHFWZLOOEHIRUHFDVWWR
UHFRYHUDQHVWLPDWHGSRUWLRQRIWKHLQLWLDOO\LQSODFHTXDQWLWLHV7KHSURMHFWVVKDOOEHVXEGLYLGHGLQWRFRPPHUFLDOVXEFRPPHUFLDODQG
XQGLVFRYHUHGZLWKWKHHVWLPDWHGUHFRYHUDEOHTXDQWLWLHVEHLQJFODVVLILHGDV5HVHUYHV&RQWLQJHQW5HVRXUFHVRU3URVSHFWLYH5HVRXUFHV
UHVSHFWLYHO\DVGHILQHGEHORZ
$  5HVHUYHV DUH WKRVH TXDQWLWLHV RI SHWUROHXP DQWLFLSDWHG WR EH FRPPHUFLDOO\ UHFRYHUDEOH E\ DSSOLFDWLRQ RI GHYHORSPHQW
SURMHFWV WR NQRZQ DFFXPXODWLRQV IURP D JLYHQ GDWH IRUZDUG XQGHU GHILQHG FRQGLWLRQV  5HVHUYHV PXVW VDWLVI\ IRXU FULWHULD
GLVFRYHUHGUHFRYHUDEOHFRPPHUFLDODQGUHPDLQLQJ DVRIWKHHYDOXDWLRQ VHIIHFWLYHGDWH EDVHGRQWKHGHYHORSPHQWSURMHFW V 
DSSOLHG
 5HVHUYHV DUH UHFRPPHQGHG DV VDOHV TXDQWLWLHV DV PHWHUHG DW WKH UHIHUHQFH SRLQW  :KHUH WKH HQWLW\ DOVR UHFRJQL]HV
TXDQWLWLHVFRQVXPHGLQRSHUDWLRQV &L2  VHH6HFWLRQ DV5HVHUYHVWKHVHTXDQWLWLHVPXVWEHUHFRUGHGVHSDUDWHO\1RQ
K\GURFDUERQ TXDQWLWLHV DUH UHFRJQL]HG DV 5HVHUYHV RQO\ ZKHQ VROG WRJHWKHU ZLWK K\GURFDUERQV RU &L2 DVVRFLDWHG ZLWK
SHWUROHXPSURGXFWLRQ,IWKHQRQK\GURFDUERQLVVHSDUDWHGEHIRUHVDOHVLWLVH[FOXGHGIURP5HVHUYHV
 5HVHUYHVDUHIXUWKHUFDWHJRUL]HGLQDFFRUGDQFHZLWKWKHUDQJHRIXQFHUWDLQW\DQGVKRXOGEHVXEFODVVLILHGEDVHGRQSURMHFW
PDWXULW\DQGRUFKDUDFWHUL]HGE\GHYHORSPHQWDQGSURGXFWLRQVWDWXV
% &RQWLQJHQW5HVRXUFHVDUHWKRVHTXDQWLWLHVRISHWUROHXPHVWLPDWHGDVRID JLYHQGDWHWREHSRWHQWLDOO\UHFRYHUDEOHIURP
NQRZQDFFXPXODWLRQVE\WKHDSSOLFDWLRQRIGHYHORSPHQWSURMHFW V QRWFXUUHQWO\FRQVLGHUHGWREHFRPPHUFLDORZLQJWRRQHRU
PRUHFRQWLQJHQFLHV&RQWLQJHQW5HVRXUFHVKDYHDQDVVRFLDWHGFKDQFHRIGHYHORSPHQW&RQWLQJHQW5HVRXUFHVPD\LQFOXGH
IRUH[DPSOHSURMHFWVIRUZKLFKWKHUHDUHFXUUHQWO\QRYLDEOHPDUNHWVRUZKHUHFRPPHUFLDOUHFRYHU\LVGHSHQGHQWRQWHFKQRORJ\
XQGHU GHYHORSPHQW RU ZKHUH HYDOXDWLRQ RI WKH DFFXPXODWLRQ LV LQVXIILFLHQW WR FOHDUO\ DVVHVV FRPPHUFLDOLW\  &RQWLQJHQW
5HVRXUFHVDUHIXUWKHUFDWHJRUL]HGLQDFFRUGDQFHZLWKWKHUDQJHRIXQFHUWDLQW\DVVRFLDWHGZLWKWKHHVWLPDWHVDQGVKRXOGEH
VXEFODVVLILHGEDVHGRQSURMHFWPDWXULW\DQGRUHFRQRPLFVWDWXV
& 8QGLVFRYHUHG3,,3LVWKDWTXDQWLW\RISHWUROHXPHVWLPDWHGDVRIDJLYHQGDWHWREHFRQWDLQHGZLWKLQDFFXPXODWLRQV\HWWREH
GLVFRYHUHG
' 3URVSHFWLYH5HVRXUFHVDUHWKRVHTXDQWLWLHVRISHWUROHXPHVWLPDWHGDVRIDJLYHQGDWHWREHSRWHQWLDOO\UHFRYHUDEOHIURP
XQGLVFRYHUHGDFFXPXODWLRQVE\DSSOLFDWLRQRIIXWXUHGHYHORSPHQWSURMHFWV3URVSHFWLYH5HVRXUFHVKDYHERWKDQDVVRFLDWHG
FKDQFHRIJHRORJLFGLVFRYHU\DQGDFKDQFHRIGHYHORSPHQW3URVSHFWLYH5HVRXUFHVDUHIXUWKHUFDWHJRUL]HGLQDFFRUGDQFHZLWK
WKH UDQJH RI XQFHUWDLQW\ DVVRFLDWHG ZLWK UHFRYHUDEOH HVWLPDWHV DVVXPLQJ GLVFRYHU\ DQG GHYHORSPHQW DQG PD\ EH VXE
FODVVLILHGEDVHGRQSURMHFWPDWXULW\
( 8QUHFRYHUDEOH5HVRXUFHVDUHWKDWSRUWLRQRIHLWKHUGLVFRYHUHGRUXQGLVFRYHUHG3,,3HYDOXDWHGDVRIDJLYHQGDWHWREH
XQUHFRYHUDEOH E\ WKH FXUUHQWO\ GHILQHG SURMHFW V   $ SRUWLRQ RI WKHVH TXDQWLWLHV PD\ EHFRPH UHFRYHUDEOH LQ WKH IXWXUH DV
FRPPHUFLDOFLUFXPVWDQFHVFKDQJHWHFKQRORJ\LVGHYHORSHGRUDGGLWLRQDOGDWDDUHDFTXLUHG7KHUHPDLQLQJSRUWLRQPD\QHYHU
EHUHFRYHUHGEHFDXVHRISK\VLFDOFKHPLFDOFRQVWUDLQWVUHSUHVHQWHGE\VXEVXUIDFHLQWHUDFWLRQRIIOXLGVDQGUHVHUYRLUURFNV


7KH VXP RI 5HVHUYHV &RQWLQJHQW 5HVRXUFHV DQG 3URVSHFWLYH 5HVRXUFHV PD\ EH UHIHUUHG WR DV UHPDLQLQJ UHFRYHUDEOH
UHVRXUFHV  ,PSRUWDQWO\ WKHVH TXDQWLWLHV VKRXOG QRW EH DJJUHJDWHG ZLWKRXW GXH FRQVLGHUDWLRQRI WKH WHFKQLFDO DQG FRPPHUFLDO ULVN
LQYROYHGZLWKWKHLUFODVVLILFDWLRQ:KHQVXFKWHUPVDUHXVHGHDFKFODVVLILFDWLRQFRPSRQHQWRIWKHVXPPDWLRQPXVWEHSURYLGHG


2WKHUWHUPVXVHGLQUHVRXUFHDVVHVVPHQWVLQFOXGHWKHIROORZLQJ


$ (VWLPDWHG8OWLPDWH5HFRYHU\ (85 LVQRWDUHVRXUFHVFDWHJRU\RUFODVVEXWDWHUPWKDWFDQEHDSSOLHGWRDQDFFXPXODWLRQ
RUJURXSRIDFFXPXODWLRQV GLVFRYHUHGRUXQGLVFRYHUHG WRGHILQHWKRVHTXDQWLWLHVRISHWUROHXPHVWLPDWHGDVRIDJLYHQGDWH
WREHSRWHQWLDOO\UHFRYHUDEOHSOXVWKRVHTXDQWLWLHVDOUHDG\SURGXFHGIURPWKHDFFXPXODWLRQRUJURXSRIDFFXPXODWLRQV)RU
FODULW\(85PXVWUHIHUHQFHWKHDVVRFLDWHGWHFKQLFDODQGFRPPHUFLDOFRQGLWLRQVIRUWKHUHVRXUFHVIRUH[DPSOHSURYHG(85LV
3URYHG5HVHUYHVSOXVSULRUSURGXFWLRQ
% 7HFKQLFDOO\5HFRYHUDEOH5HVRXUFHV 755 DUHWKRVHTXDQWLWLHVRISHWUROHXPSURGXFLEOHXVLQJFXUUHQWO\DYDLODEOHWHFKQRORJ\
DQG LQGXVWU\ SUDFWLFHV UHJDUGOHVV RI FRPPHUFLDO FRQVLGHUDWLRQV  755 PD\ EH XVHG IRU VSHFLILF 3URMHFWV RU IRU JURXSV RI
3URMHFWVRUFDQEHDQXQGLIIHUHQWLDWHGHVWLPDWHZLWKLQDQDUHD RIWHQEDVLQZLGH RIUHFRYHU\SRWHQWLDO
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3URMHFW%DVHG5HVRXUFHV(YDOXDWLRQV
7KHUHVRXUFHVHYDOXDWLRQSURFHVVFRQVLVWVRILGHQWLI\LQJDUHFRYHU\SURMHFWRUSURMHFWVDVVRFLDWHGZLWKRQHRUPRUHSHWUROHXP
DFFXPXODWLRQV HVWLPDWLQJ WKH TXDQWLWLHV RI 3,,3 HVWLPDWLQJ WKDW SRUWLRQ RI WKRVH LQSODFH TXDQWLWLHV WKDW FDQ EH UHFRYHUHG E\ HDFK
SURMHFWDQGFODVVLI\LQJWKHSURMHFW V EDVHGRQPDWXULW\VWDWXVRUFKDQFHRIFRPPHUFLDOLW\


7KHFRQFHSWRIDSURMHFWEDVHGFODVVLILFDWLRQV\VWHPLVIXUWKHUFODULILHGE\H[DPLQLQJWKHHOHPHQWVFRQWULEXWLQJWRDQHYDOXDWLRQ
RIQHWUHFRYHUDEOHUHVRXUFHV VHH)LJXUH 



















5(6(592,5
LQSODFHYROXPHV 

1HW
5HFRYHUDEOH
5HVRXUFHV

352-(&7
SURGXFWLRQFDVKIORZ 

(QWLWOHPHQW
3523(57<
RZQHUVKLSFRQWUDFWWHUPV 
)LJXUH²5HVRXUFHVHYDOXDWLRQ

7KHUHVHUYRLU FRQWDLQVWKHSHWUROHXPDFFXPXODWLRQ .H\DWWULEXWHVLQFOXGHWKHW\SHVDQGTXDQWLWLHVRI3,,3DQGWKHIOXLGDQG
URFNSURSHUWLHVWKDWDIIHFWSHWUROHXPUHFRYHU\


7KHSURMHFW$SURMHFWPD\FRQVWLWXWHWKHGHYHORSPHQWRIDZHOODVLQJOHUHVHUYRLURUDVPDOOILHOGDQLQFUHPHQWDOGHYHORSPHQW
LQDSURGXFLQJILHOGRUWKHLQWHJUDWHGGHYHORSPHQWRIDILHOGRUVHYHUDOILHOGVWRJHWKHUZLWKWKHDVVRFLDWHGSURFHVVLQJIDFLOLWLHV HJ
FRPSUHVVLRQ :LWKLQDSURMHFWDVSHFLILFUHVHUYRLU VGHYHORSPHQWJHQHUDWHVDXQLTXHSURGXFWLRQDQGFDVKIORZVFKHGXOHDWHDFKOHYHO
RI FHUWDLQW\  7KH LQWHJUDWLRQ RI WKHVH VFKHGXOHV WDNHQ WR WKH SURMHFW V HDUOLHVW WUXQFDWLRQ FDXVHG E\ WHFKQLFDO HFRQRPLF RU WKH
FRQWUDFWXDOOLPLWGHILQHVWKHHVWLPDWHGUHFRYHUDEOHUHVRXUFHVDQGDVVRFLDWHGIXWXUHQHWFDVKIORZSURMHFWLRQVIRUHDFKSURMHFW7KHUDWLR
RI(85WRWRWDO3,,3TXDQWLWLHVGHILQHVWKHSURMHFW VUHFRYHU\HIILFLHQF\(DFKSURMHFWVKRXOGKDYHDQDVVRFLDWHGUHFRYHUDEOHUHVRXUFHV
UDQJH ORZEHVWDQGKLJKHVWLPDWH 


7KHSURSHUW\ OHDVHRUOLFHQVHDUHD (DFKSURSHUW\PD\KDYHXQLTXHDVVRFLDWHGFRQWUDFWXDOULJKWVDQGREOLJDWLRQVLQFOXGLQJ
WKHILVFDOWHUPV7KLVLQIRUPDWLRQDOORZVGHILQLWLRQRIHDFKSDUWLFLSDWLQJHQWLW\ VVKDUHRISURGXFHGTXDQWLWLHV HQWLWOHPHQW DQGVKDUHRI
LQYHVWPHQWVH[SHQVHVDQGUHYHQXHVIRUHDFKUHFRYHU\SURMHFWDQGWKHUHVHUYRLUWRZKLFKLWLVDSSOLHG2QHSURSHUW\PD\HQFRPSDVV
PDQ\UHVHUYRLUVRURQHUHVHUYRLUPD\VSDQVHYHUDOGLIIHUHQWSURSHUWLHV$SURSHUW\PD\FRQWDLQERWKGLVFRYHUHGDQGXQGLVFRYHUHG
DFFXPXODWLRQVWKDWPD\EHVSDWLDOO\XQUHODWHGWRDSRWHQWLDOVLQJOHILHOGGHVLJQDWLRQ


$Q HQWLW\ V QHW UHFRYHUDEOH UHVRXUFHV DUH WKH HQWLWOHPHQW VKDUH RI IXWXUH SURGXFWLRQ OHJDOO\ DFFUXLQJ XQGHU WKH WHUPV RI WKH
GHYHORSPHQWDQGSURGXFWLRQFRQWUDFWRUOLFHQVH


,Q WKH FRQWH[W RI WKLV UHODWLRQVKLS WKH SURMHFW LV WKH SULPDU\ HOHPHQW FRQVLGHUHG LQ WKH UHVRXUFHV FODVVLILFDWLRQ DQG WKH QHW
UHFRYHUDEOHUHVRXUFHVDUHWKHTXDQWLWLHVGHULYHGIURPHDFKSURMHFW$SURMHFWUHSUHVHQWVDGHILQHGDFWLYLW\RUVHWRIDFWLYLWLHVWRGHYHORS
WKHSHWUROHXPDFFXPXODWLRQ V DQGWKHGHFLVLRQVWDNHQWRPDWXUHWKHUHVRXUFHVWRUHVHUYHV,QJHQHUDOLWLVUHFRPPHQGHGWKDWDQ
LQGLYLGXDOSURMHFWKDVDVVLJQHGWRLWDVSHFLILFPDWXULW\OHYHOVXEFODVV 6HH6HFWLRQ3URMHFW0DWXULW\6XE&ODVVHV DWZKLFKD
GHFLVLRQLVPDGHZKHWKHURUQRWWRSURFHHG LHVSHQGPRUHPRQH\ DQGWKHUHVKRXOGEHDQDVVRFLDWHGUDQJHRIHVWLPDWHGUHFRYHUDEOH
TXDQWLWLHVIRUWKHSURMHFW 6HH6HFWLRQ5DQJHRI8QFHUWDLQW\ )RUFRPSOHWHQHVVDGHYHORSHGILHOGLVDOVRFRQVLGHUHGWREHD
SURMHFW


$QDFFXPXODWLRQRUSRWHQWLDODFFXPXODWLRQRISHWUROHXPLVRIWHQVXEMHFWWRVHYHUDOVHSDUDWHDQGGLVWLQFWSURMHFWVWKDWDUHDW
GLIIHUHQWVWDJHVRIH[SORUDWLRQRUGHYHORSPHQW7KXVDQDFFXPXODWLRQPD\KDYHUHFRYHUDEOHTXDQWLWLHVLQVHYHUDOUHVRXUFHVFODVVHV
VLPXOWDQHRXVO\


1RWDOOWHFKQLFDOO\IHDVLEOHGHYHORSPHQWSURMHFWVZLOOEHFRPPHUFLDO7KHFRPPHUFLDOYLDELOLW\RIDGHYHORSPHQWSURMHFWZLWKLQ
DILHOG VGHYHORSPHQWSODQLVGHSHQGHQWRQDIRUHFDVWRIWKHFRQGLWLRQVWKDWZLOOH[LVWGXULQJWKHWLPHSHULRGHQFRPSDVVHGE\WKHSURMHFW
VHH 6HFWLRQ $VVHVVPHQW RI &RPPHUFLDOLW\   &RQGLWLRQV LQFOXGH WHFKQLFDO HFRQRPLF HJ KXUGOH UDWHV FRPPRGLW\ SULFHV 
RSHUDWLQJDQGFDSLWDOFRVWVPDUNHWLQJVDOHVURXWH V DQGOHJDOHQYLURQPHQWDOVRFLDODQGJRYHUQPHQWDOIDFWRUVIRUHFDVWWRH[LVWDQG
LPSDFWWKHSURMHFWGXULQJWKHWLPHSHULRGEHLQJHYDOXDWHG:KLOHHFRQRPLFIDFWRUVFDQEHVXPPDUL]HGDVIRUHFDVWFRVWVDQGSURGXFW
SULFHVWKHXQGHUO\LQJLQIOXHQFHVLQFOXGHEXWDUHQRWOLPLWHGWRPDUNHWFRQGLWLRQV HJLQIODWLRQPDUNHWIDFWRUVDQGFRQWLQJHQFLHV 
H[FKDQJHUDWHVWUDQVSRUWDWLRQDQGSURFHVVLQJLQIUDVWUXFWXUHILVFDOWHUPVDQGWD[HV


7KHUHVRXUFHVEHLQJHVWLPDWHGDUHWKRVHTXDQWLWLHVSURGXFLEOHIURPDSURMHFWDVPHDVXUHGDFFRUGLQJWRGHOLYHU\VSHFLILFDWLRQV
DW WKH SRLQW RI VDOH RU FXVWRG\ WUDQVIHU VHH 6HFWLRQ  5HIHUHQFH 3RLQW  DQG PD\ SHUPLW IRUHFDVWV RI &L2 TXDQWLWLHV VHH
6HFWLRQ&RQVXPHGLQ2SHUDWLRQV 7KHFXPXODWLYHSURGXFWLRQIRUHFDVWIURPWKHHIIHFWLYHGDWHIRUZDUGWRFHVVDWLRQRISURGXFWLRQ
LVWKHUHPDLQLQJUHFRYHUDEOHUHVRXUFHVTXDQWLW\ VHH6HFWLRQ1HW&DVK)ORZ(YDOXDWLRQ 

'HILQLWLRQV3DJHRI

161

3(752/(805(6(59(6$1'5(6285&(6&/$66,),&$7,21$1''(),1,7,216
([FHUSWHGIURPWKH3HWUROHXP5HVRXUFHV0DQDJHPHQW6\VWHP$SSURYHGE\
WKH6RFLHW\RI3HWUROHXP(QJLQHHUV 63( %RDUGRI'LUHFWRUV-XQH




7KH VXSSRUWLQJ GDWD DQDO\WLFDO SURFHVVHV DQG DVVXPSWLRQV GHVFULELQJ WKH WHFKQLFDO DQG FRPPHUFLDO EDVLV XVHG LQ DQ
HYDOXDWLRQPXVWEHGRFXPHQWHGLQVXIILFLHQWGHWDLOWRDOORZDVQHHGHGDTXDOLILHGUHVHUYHVHYDOXDWRURUTXDOLILHGUHVHUYHVDXGLWRUWR
FOHDUO\XQGHUVWDQGHDFKSURMHFW VEDVLVIRUWKHHVWLPDWLRQFDWHJRUL]DWLRQDQGFODVVLILFDWLRQRIUHFRYHUDEOHUHVRXUFHVTXDQWLWLHVDQGLI
DSSURSULDWHDVVRFLDWHGFRPPHUFLDODVVHVVPHQW


&ODVVLILFDWLRQDQG&DWHJRUL]DWLRQ*XLGHOLQHV


5HVRXUFHV&ODVVLILFDWLRQ
7KH3506FODVVLILFDWLRQHVWDEOLVKHVFULWHULDIRUWKHFODVVLILFDWLRQRIWKHWRWDO3,,3$GHWHUPLQDWLRQRIDGLVFRYHU\GLIIHUHQWLDWHV
EHWZHHQ GLVFRYHUHG DQG XQGLVFRYHUHG 3,,3  7KH DSSOLFDWLRQ RI D SURMHFW IXUWKHU GLIIHUHQWLDWHV WKH UHFRYHUDEOH IURP XQUHFRYHUDEOH
UHVRXUFHV7KHSURMHFWLVWKHQHYDOXDWHGWRGHWHUPLQHLWVPDWXULW\VWDWXVWRDOORZWKHFODVVLILFDWLRQGLVWLQFWLRQEHWZHHQFRPPHUFLDODQG
VXEFRPPHUFLDOSURMHFWV3506UHTXLUHVWKHSURMHFW VUHFRYHUDEOHUHVRXUFHVTXDQWLWLHVWREHFODVVLILHGDVHLWKHU5HVHUYHV&RQWLQJHQW
5HVRXUFHVRU3URVSHFWLYH5HVRXUFHV


'HWHUPLQDWLRQRI'LVFRYHU\6WDWXV
$ GLVFRYHUHG SHWUROHXP DFFXPXODWLRQ LV GHWHUPLQHG WR H[LVW ZKHQ RQH RU PRUH H[SORUDWRU\ ZHOOV KDYH HVWDEOLVKHG WKURXJK
WHVWLQJ VDPSOLQJ DQGRU ORJJLQJ WKH H[LVWHQFH RI D VLJQLILFDQW TXDQWLW\ RI SRWHQWLDOO\ UHFRYHUDEOH K\GURFDUERQV DQG WKXV KDYH
HVWDEOLVKHGDNQRZQDFFXPXODWLRQ,QWKHDEVHQFHRIDIORZWHVWRUVDPSOLQJWKHGLVFRYHU\GHWHUPLQDWLRQUHTXLUHVFRQILGHQFHLQWKH
SUHVHQFHRIK\GURFDUERQVDQGHYLGHQFHRISURGXFLELOLW\ZKLFKPD\EHVXSSRUWHGE\VXLWDEOHSURGXFLQJDQDORJV VHH6HFWLRQ
$QDORJV ,QWKLVFRQWH[WVLJQLILFDQWLPSOLHVWKDWWKHUHLVHYLGHQFHRIDVXIILFLHQWTXDQWLW\RISHWUROHXPWRMXVWLI\HVWLPDWLQJWKHLQSODFH
TXDQWLW\GHPRQVWUDWHGE\WKHZHOO V DQGIRUHYDOXDWLQJWKHSRWHQWLDOIRUFRPPHUFLDOUHFRYHU\


:KHUHDGLVFRYHU\KDVLGHQWLILHGSRWHQWLDOO\UHFRYHUDEOHK\GURFDUERQVEXWLWLVQRWFRQVLGHUHGYLDEOHWRDSSO\DSURMHFWZLWK
HVWDEOLVKHGWHFKQRORJ\RUZLWKWHFKQRORJ\XQGHUGHYHORSPHQWVXFKTXDQWLWLHVPD\EHFODVVLILHGDV'LVFRYHUHG8QUHFRYHUDEOHZLWKQR
&RQWLQJHQW 5HVRXUFHV  ,Q IXWXUH HYDOXDWLRQV DV DSSURSULDWH IRU SHWUROHXP UHVRXUFHV PDQDJHPHQW SXUSRVHV D SRUWLRQ RI WKHVH
XQUHFRYHUDEOH TXDQWLWLHV PD\ EHFRPH UHFRYHUDEOH UHVRXUFHV DV HLWKHU FRPPHUFLDO FLUFXPVWDQFHV FKDQJH RU WHFKQRORJLFDO
GHYHORSPHQWVRFFXU


'HWHUPLQDWLRQRI&RPPHUFLDOLW\
'LVFRYHUHGUHFRYHUDEOHTXDQWLWLHV &RQWLQJHQW5HVRXUFHV PD\EHFRQVLGHUHGFRPPHUFLDOO\PDWXUHDQGWKXVDWWDLQ5HVHUYHV
FODVVLILFDWLRQLIWKHHQWLW\FODLPLQJFRPPHUFLDOLW\KDVGHPRQVWUDWHGDILUPLQWHQWLRQWRSURFHHGZLWKGHYHORSPHQW7KLVPHDQVWKHHQWLW\
KDVVDWLVILHGWKHLQWHUQDOGHFLVLRQFULWHULD W\SLFDOO\UDWHRIUHWXUQDWRUDERYHWKHZHLJKWHGDYHUDJHFRVWRIFDSLWDORUWKHKXUGOHUDWH 
&RPPHUFLDOLW\LVDFKLHYHGZLWKWKHHQWLW\ VFRPPLWPHQWWRWKHSURMHFWDQGDOORIWKHIROORZLQJFULWHULD


$ (YLGHQFHRIDWHFKQLFDOO\PDWXUHIHDVLEOHGHYHORSPHQWSODQ
% (YLGHQFHRIILQDQFLDODSSURSULDWLRQVHLWKHUEHLQJLQSODFHRUKDYLQJDKLJKOLNHOLKRRGRIEHLQJVHFXUHGWRLPSOHPHQWWKHSURMHFW
& (YLGHQFHWRVXSSRUWDUHDVRQDEOHWLPHIUDPHIRUGHYHORSPHQW
' $ UHDVRQDEOH DVVHVVPHQW WKDW WKH GHYHORSPHQW SURMHFWV ZLOO KDYH SRVLWLYH HFRQRPLFV DQG PHHW GHILQHG LQYHVWPHQW DQG
RSHUDWLQJFULWHULD7KLVDVVHVVPHQWLVSHUIRUPHGRQWKHHVWLPDWHGHQWLWOHPHQWIRUHFDVWTXDQWLWLHVDQGDVVRFLDWHGFDVKIORZRQ
ZKLFKWKHLQYHVWPHQWGHFLVLRQLVPDGH VHH6HFWLRQ1HW&DVK)ORZ(YDOXDWLRQ 
( $ UHDVRQDEOH H[SHFWDWLRQ WKDW WKHUH ZLOO EH D PDUNHW IRU IRUHFDVW VDOHV TXDQWLWLHV RI WKH SURGXFWLRQ UHTXLUHG WR MXVWLI\
GHYHORSPHQW7KHUHVKRXOGDOVREHVLPLODUFRQILGHQFHWKDWDOOSURGXFHGVWUHDPV HJRLOJDVZDWHU&2 FDQEHVROGVWRUHG
UHLQMHFWHGRURWKHUZLVHDSSURSULDWHO\GLVSRVHG
) (YLGHQFHWKDWWKHQHFHVVDU\SURGXFWLRQDQGWUDQVSRUWDWLRQIDFLOLWLHVDUHDYDLODEOHRUFDQEHPDGHDYDLODEOH
* (YLGHQFH WKDW OHJDO FRQWUDFWXDO HQYLURQPHQWDO UHJXODWRU\ DQG JRYHUQPHQW DSSURYDOV DUH LQ SODFH RU ZLOO EH IRUWKFRPLQJ
WRJHWKHUZLWKUHVROYLQJDQ\VRFLDODQGHFRQRPLFFRQFHUQV


7KHFRPPHUFLDOLW\WHVWIRU5HVHUYHVGHWHUPLQDWLRQLVDSSOLHGWRWKHEHVWHVWLPDWH 3 IRUHFDVWTXDQWLWLHVZKLFKXSRQTXDOLI\LQJ
DOOFRPPHUFLDODQGWHFKQLFDOPDWXULW\FULWHULDDQGFRQVWUDLQWVEHFRPHWKH35HVHUYHV6WULFWHUFDVHV>HJORZHVWLPDWH 3 @PD\
EHXVHGIRUGHFLVLRQSXUSRVHVRUWRLQYHVWLJDWHWKHUDQJHRIFRPPHUFLDOLW\ VHH6HFWLRQ(FRQRPLF&ULWHULD 7\SLFDOO\WKHORZ
DQGKLJKFDVHSURMHFWVFHQDULRVPD\EHHYDOXDWHGIRUVHQVLWLYLWLHVZKHQFRQVLGHULQJSURMHFWULVNDQGXSVLGHRSSRUWXQLW\


7REHLQFOXGHGLQWKH5HVHUYHVFODVVDSURMHFWPXVWEHVXIILFLHQWO\GHILQHGWRHVWDEOLVKERWKLWVWHFKQLFDODQGFRPPHUFLDOYLDELOLW\
DVQRWHGLQ6HFWLRQ7KHUHPXVWEHDUHDVRQDEOHH[SHFWDWLRQWKDWDOOUHTXLUHGLQWHUQDODQGH[WHUQDODSSURYDOVZLOOEHIRUWKFRPLQJ
DQGHYLGHQFHRIILUPLQWHQWLRQWRSURFHHGZLWKGHYHORSPHQWZLWKLQDUHDVRQDEOHWLPHIUDPH$UHDVRQDEOHWLPHIUDPHIRUWKHLQLWLDWLRQ
RI GHYHORSPHQW GHSHQGV RQ WKH VSHFLILF FLUFXPVWDQFHV DQG YDULHV DFFRUGLQJ WR WKH VFRSH RI WKH SURMHFW  :KLOH ILYH \HDUV LV
UHFRPPHQGHGDVDEHQFKPDUNDORQJHUWLPHIUDPHFRXOGEHDSSOLHGZKHUHMXVWLILDEOHIRUH[DPSOHGHYHORSPHQWRIHFRQRPLFSURMHFWV
WKDWWDNHORQJHUWKDQILYH\HDUVWREHGHYHORSHGRUDUHGHIHUUHGWRPHHWFRQWUDFWXDORUVWUDWHJLFREMHFWLYHV,QDOOFDVHVWKHMXVWLILFDWLRQ
IRUFODVVLILFDWLRQDV5HVHUYHVVKRXOGEHFOHDUO\GRFXPHQWHG
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:KLOH3506JXLGHOLQHVUHTXLUHILQDQFLDODSSURSULDWLRQVHYLGHQFHWKH\GRQRWUHTXLUHWKDWSURMHFWILQDQFLQJEHFRQILUPHGEHIRUH
FODVVLI\LQJSURMHFWVDV5HVHUYHV+RZHYHUWKLVPD\EHDQRWKHUH[WHUQDOUHSRUWLQJUHTXLUHPHQW,QPDQ\FDVHVILQDQFLQJLVFRQGLWLRQDO
XSRQWKHVDPHFULWHULDDVDERYH,QJHQHUDOLIWKHUHLVQRWDUHDVRQDEOHH[SHFWDWLRQWKDWILQDQFLQJRURWKHUIRUPVRIFRPPLWPHQW HJ
IDUPRXWV FDQEHDUUDQJHGVRWKDWWKHGHYHORSPHQWZLOOEHLQLWLDWHGZLWKLQDUHDVRQDEOHWLPHIUDPHWKHQWKHSURMHFWVKRXOGEHFODVVLILHG
DV &RQWLQJHQW 5HVRXUFHV  ,I ILQDQFLQJLV UHDVRQDEO\ H[SHFWHG WR EH LQ SODFH DW WKH WLPH RI WKH ILQDO LQYHVWPHQW GHFLVLRQ ),'  WKH
SURMHFW VUHVRXUFHVPD\EHFODVVLILHGDV5HVHUYHV


5HVRXUFHV&DWHJRUL]DWLRQ
7KHKRUL]RQWDOD[LVLQWKHUHVRXUFHVFODVVLILFDWLRQLQ)LJXUHGHILQHVWKHUDQJHRIXQFHUWDLQW\LQHVWLPDWHVRIWKHTXDQWLWLHVRI
UHFRYHUDEOHRUSRWHQWLDOO\UHFRYHUDEOHSHWUROHXPDVVRFLDWHGZLWKDSURMHFWRUJURXSRISURMHFWV7KHVHHVWLPDWHVLQFOXGHWKHXQFHUWDLQW\
FRPSRQHQWVDVIROORZV
$ 7KHWRWDOSHWUROHXPUHPDLQLQJZLWKLQWKHDFFXPXODWLRQ LQSODFHUHVRXUFHV 
% 7KHWHFKQLFDOXQFHUWDLQW\LQWKHSRUWLRQRIWKHWRWDOSHWUROHXPWKDWFDQEHUHFRYHUHGE\DSSO\LQJDGHILQHGGHYHORSPHQWSURMHFW
RUSURMHFWV LHWKHWHFKQRORJ\DSSOLHG 
& .QRZQ YDULDWLRQV LQ WKH FRPPHUFLDO WHUPV WKDW PD\ LPSDFW WKH TXDQWLWLHV UHFRYHUHG DQG VROG HJ PDUNHW DYDLODELOLW\
FRQWUDFWXDOFKDQJHVVXFKDVSURGXFWLRQUDWHWLHUVRUSURGXFWTXDOLW\VSHFLILFDWLRQV DUHSDUWRISURMHFW VVFRSHDQGDUHLQFOXGHG
LQWKHKRUL]RQWDOD[LVZKLOHWKHFKDQFHRIVDWLVI\LQJWKHFRPPHUFLDOWHUPVLVUHIOHFWHGLQWKHFODVVLILFDWLRQ YHUWLFDOD[LV 


7KHXQFHUWDLQW\LQDSURMHFW VUHFRYHUDEOHTXDQWLWLHVLVUHIOHFWHGE\WKH3333URYHG 3 3UREDEOH 3 3RVVLEOH 3 
&&&&&DQG&RU88DQG8UHVRXUFHVFDWHJRULHV7KHFRPPHUFLDOFKDQFHRIVXFFHVVLVDVVRFLDWHGZLWKUHVRXUFHV
FODVVHVRUVXEFODVVHVDQGQRWZLWKWKHUHVRXUFHVFDWHJRULHVUHIOHFWLQJWKHUDQJHRIUHFRYHUDEOHTXDQWLWLHV


5DQJHRI8QFHUWDLQW\
8QFHUWDLQW\ LV LQKHUHQW LQ D SURMHFW V UHVRXUFHV HVWLPDWLRQ DQG LV FRPPXQLFDWHG LQ 3506 E\ UHSRUWLQJ D UDQJH RI FDWHJRU\
RXWFRPHV  7KH UDQJH RI XQFHUWDLQW\ RI WKH UHFRYHUDEOH DQGRU SRWHQWLDOO\ UHFRYHUDEOH TXDQWLWLHV PD\ EH UHSUHVHQWHG E\ HLWKHU
GHWHUPLQLVWLFVFHQDULRVRUE\DSUREDELOLW\GLVWULEXWLRQ VHH6HFWLRQ5HVRXUFHV$VVHVVPHQW0HWKRGV 


:KHQWKHUDQJHRIXQFHUWDLQW\LVUHSUHVHQWHGE\DSUREDELOLW\GLVWULEXWLRQDORZEHVWDQGKLJKHVWLPDWHVKDOOEHSURYLGHGVXFK
WKDW
$ 7KHUHVKRXOGEHDWOHDVWDSUREDELOLW\ 3 WKDWWKHTXDQWLWLHVDFWXDOO\UHFRYHUHGZLOOHTXDORUH[FHHGWKHORZHVWLPDWH
% 7KHUHVKRXOGEHDWOHDVWDSUREDELOLW\ 3 WKDWWKHTXDQWLWLHVDFWXDOO\UHFRYHUHGZLOOHTXDORUH[FHHGWKHEHVWHVWLPDWH
& 7KHUHVKRXOGEHDWOHDVWDSUREDELOLW\ 3 WKDWWKHTXDQWLWLHVDFWXDOO\UHFRYHUHGZLOOHTXDORUH[FHHGWKHKLJKHVWLPDWH


,QVRPHSURMHFWVWKHUDQJHRIXQFHUWDLQW\PD\EHOLPLWHGDQGWKHWKUHHVFHQDULRVPD\UHVXOWLQUHVRXUFHVHVWLPDWHVWKDWDUH
QRWVLJQLILFDQWO\GLIIHUHQW,QWKHVHVLWXDWLRQVDVLQJOHYDOXHHVWLPDWHPD\EHDSSURSULDWHWRGHVFULEHWKHH[SHFWHGUHVXOW


:KHQ XVLQJ WKH GHWHUPLQLVWLF VFHQDULR PHWKRG W\SLFDOO\ WKHUH VKRXOG DOVR EH ORZ EHVW DQG KLJK HVWLPDWHV ZKHUH VXFK
HVWLPDWHV DUH EDVHG RQ TXDOLWDWLYH DVVHVVPHQWV RI UHODWLYH XQFHUWDLQW\ XVLQJ FRQVLVWHQW LQWHUSUHWDWLRQ JXLGHOLQHV  8QGHU WKH
GHWHUPLQLVWLF LQFUHPHQWDO PHWKRG TXDQWLWLHV IRU HDFK FRQILGHQFH VHJPHQW DUH HVWLPDWHG GLVFUHWHO\ VHH 6HFWLRQ  &DWHJRU\
'HILQLWLRQVDQG*XLGHOLQHV 


3URMHFWUHVRXUFHVDUHLQLWLDOO\HVWLPDWHGXVLQJWKHDERYHXQFHUWDLQW\UDQJHIRUHFDVWVWKDWLQFRUSRUDWHWKHVXEVXUIDFHHOHPHQWV
WRJHWKHUZLWKWHFKQLFDOFRQVWUDLQWVUHODWHGWRZHOOVDQGIDFLOLWLHV7KHWHFKQLFDOIRUHFDVWVWKHQKDYHDGGLWLRQDOFRPPHUFLDOFULWHULDDSSOLHG
HJ HFRQRPLFV DQG OLFHQVH FXWRIIV DUH WKH PRVW FRPPRQ  WR HVWLPDWH WKH HQWLWOHPHQW TXDQWLWLHV DWWULEXWHG DQG WKH UHVRXUFHV
FODVVLILFDWLRQVWDWXV5HVHUYHV&RQWLQJHQW5HVRXUFHVDQG3URVSHFWLYH5HVRXUFHV


&DWHJRU\'HILQLWLRQVDQG*XLGHOLQHV
(YDOXDWRUVPD\DVVHVVUHFRYHUDEOHTXDQWLWLHVDQGFDWHJRUL]HUHVXOWVE\XQFHUWDLQW\XVLQJWKHGHWHUPLQLVWLFLQFUHPHQWDOPHWKRG
WKH GHWHUPLQLVWLF VFHQDULR FXPXODWLYH  PHWKRG JHRVWDWLVWLFDO PHWKRGV RU SUREDELOLVWLF PHWKRGV VHH 6HFWLRQ  5HVRXUFHV
$VVHVVPHQW0HWKRGV $OVRFRPELQDWLRQVRIWKHVHPHWKRGVPD\EHXVHG


8VHRIFRQVLVWHQWWHUPLQRORJ\ )LJXUHVDQG SURPRWHVFODULW\LQFRPPXQLFDWLRQRIHYDOXDWLRQUHVXOWV)RU5HVHUYHVWKH
JHQHUDOFXPXODWLYHWHUPVORZEHVWKLJKIRUHFDVWVDUHXVHGWRHVWLPDWHWKHUHVXOWLQJ333TXDQWLWLHVUHVSHFWLYHO\7KHDVVRFLDWHG
LQFUHPHQWDOTXDQWLWLHVDUHWHUPHG3URYHG 3 3UREDEOH 3 DQG3RVVLEOH 3 5HVHUYHVDUHDVXEVHWRIDQGPXVWEHYLHZHGZLWKLQ
WKHFRQWH[WRIWKHFRPSOHWHUHVRXUFHVFODVVLILFDWLRQV\VWHP:KLOHWKHFDWHJRUL]DWLRQFULWHULDDUHSURSRVHGVSHFLILFDOO\IRU5HVHUYHV
LQPRVWFDVHVWKHFULWHULDFDQEHHTXDOO\DSSOLHGWR&RQWLQJHQWDQG3URVSHFWLYH5HVRXUFHV8SRQVDWLVI\LQJWKHFRPPHUFLDOPDWXULW\
FULWHULDIRUGLVFRYHU\DQGRUGHYHORSPHQWWKHSURMHFWTXDQWLWLHVZLOOWKHQPRYHWRWKHDSSURSULDWHUHVRXUFHVVXEFODVV7DEOHSURYLGHV
FULWHULDIRUWKH5HVHUYHVFDWHJRULHVGHWHUPLQDWLRQ


)RU&RQWLQJHQW5HVRXUFHVWKHJHQHUDOFXPXODWLYHWHUPVORZEHVWKLJKHVWLPDWHVDUHXVHGWRHVWLPDWHWKHUHVXOWLQJ&&&
TXDQWLWLHVUHVSHFWLYHO\7KHWHUPV&&DQG&DUHGHILQHGIRULQFUHPHQWDOTXDQWLWLHVRI&RQWLQJHQW5HVRXUFHV
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)RU 3URVSHFWLYH 5HVRXUFHV WKH JHQHUDO FXPXODWLYH WHUPV ORZEHVWKLJK HVWLPDWHV DOVR DSSO\ DQG DUH XVHG WR HVWLPDWH WKH
UHVXOWLQJ888TXDQWLWLHV1RVSHFLILFWHUPVDUHGHILQHGIRULQFUHPHQWDOTXDQWLWLHVZLWKLQ3URVSHFWLYH5HVRXUFHV


4XDQWLWLHV LQ GLIIHUHQW FODVVHV DQG VXEFODVVHV FDQQRW EH DJJUHJDWHG ZLWKRXW FRQVLGHULQJ WKH YDU\LQJ GHJUHHV RI WHFKQLFDO
XQFHUWDLQW\DQGFRPPHUFLDOOLNHOLKRRGLQYROYHGZLWKWKHFODVVLILFDWLRQ V DQGZLWKRXWFRQVLGHULQJWKHGHJUHHRIGHSHQGHQF\EHWZHHQ
WKHP VHH6HFWLRQ$JJUHJDWLQJ5HVRXUFHV&ODVVHV 


:LWKRXWQHZWHFKQLFDOLQIRUPDWLRQWKHUHVKRXOGEHQRFKDQJHLQWKHGLVWULEXWLRQRIWHFKQLFDOO\UHFRYHUDEOHUHVRXUFHVDQGWKH
FDWHJRUL]DWLRQERXQGDULHVZKHQFRQGLWLRQVDUHVDWLVILHGWRUHFODVVLI\DSURMHFWIURP&RQWLQJHQW5HVRXUFHVWR5HVHUYHV


$OOHYDOXDWLRQVUHTXLUHDSSOLFDWLRQRIDFRQVLVWHQWVHWRIIRUHFDVWFRQGLWLRQVLQFOXGLQJDVVXPHGIXWXUHFRVWVDQGSULFHVIRUERWK
FODVVLILFDWLRQ RI SURMHFWV DQG FDWHJRUL]DWLRQ RI HVWLPDWHG TXDQWLWLHV UHFRYHUHG E\ HDFK SURMHFW VHH 6HFWLRQ  $VVHVVPHQW RI
&RPPHUFLDOLW\ 


7DEOH²5HFRYHUDEOH5HVRXUFHV&ODVVHVDQG6XE&ODVVHV

&ODVV6XE&ODVV
5HVHUYHV

'HILQLWLRQ
5HVHUYHVDUHWKRVHTXDQWLWLHVRI
SHWUROHXPDQWLFLSDWHGWREH
FRPPHUFLDOO\UHFRYHUDEOHE\
DSSOLFDWLRQRIGHYHORSPHQW
SURMHFWVWRNQRZQDFFXPXODWLRQV
IURPDJLYHQGDWHIRUZDUGXQGHU
GHILQHGFRQGLWLRQV

*XLGHOLQHV
5HVHUYHV PXVW VDWLVI\ IRXU FULWHULD GLVFRYHUHG UHFRYHUDEOH
FRPPHUFLDO DQG UHPDLQLQJ EDVHG RQ WKH GHYHORSPHQW SURMHFW V 
DSSOLHG5HVHUYHVDUHIXUWKHUFDWHJRUL]HGLQDFFRUGDQFHZLWKWKHOHYHO
RI FHUWDLQW\ DVVRFLDWHG ZLWK WKH HVWLPDWHV DQG PD\ EH VXEFODVVLILHG
EDVHGRQSURMHFWPDWXULW\DQGRUFKDUDFWHUL]HGE\WKHGHYHORSPHQWDQG
SURGXFWLRQVWDWXV


7R EH LQFOXGHG LQ WKH 5HVHUYHV FODVV D SURMHFW PXVW EH VXIILFLHQWO\
GHILQHG WR HVWDEOLVK LWV FRPPHUFLDO YLDELOLW\ VHH 6HFWLRQ 
'HWHUPLQDWLRQ RI &RPPHUFLDOLW\   7KLV LQFOXGHV WKH UHTXLUHPHQW WKDW
WKHUHLVHYLGHQFHRIILUPLQWHQWLRQWRSURFHHGZLWKGHYHORSPHQWZLWKLQD
UHDVRQDEOHWLPHIUDPH


$UHDVRQDEOHWLPHIUDPHIRUWKHLQLWLDWLRQRIGHYHORSPHQWGHSHQGVRQ
WKH VSHFLILF FLUFXPVWDQFHV DQG YDULHV DFFRUGLQJ WR WKH VFRSH RI WKH
SURMHFW  :KLOH ILYH \HDUV LV UHFRPPHQGHGDVD EHQFKPDUN D ORQJHU
WLPHIUDPH FRXOG EH DSSOLHG ZKHUH IRU H[DPSOH GHYHORSPHQW RI DQ
HFRQRPLFSURMHFWLVGHIHUUHGDWWKHRSWLRQRIWKHSURGXFHUIRUDPRQJ
RWKHUWKLQJVPDUNHWUHODWHGUHDVRQVRUWRPHHWFRQWUDFWXDORUVWUDWHJLF
REMHFWLYHV,QDOOFDVHVWKHMXVWLILFDWLRQIRUFODVVLILFDWLRQDV5HVHUYHV
VKRXOGEHFOHDUO\GRFXPHQWHG


7REHLQFOXGHGLQWKH5HVHUYHVFODVVWKHUHPXVWEHDKLJKFRQILGHQFH
LQWKHFRPPHUFLDOPDWXULW\DQGHFRQRPLFSURGXFLELOLW\RIWKHUHVHUYRLU
DVVXSSRUWHGE\DFWXDOSURGXFWLRQRUIRUPDWLRQWHVWV,QFHUWDLQFDVHV
5HVHUYHV PD\ EH DVVLJQHG RQ WKH EDVLV RI ZHOO ORJV DQGRU FRUH
DQDO\VLVWKDWLQGLFDWHWKDWWKHVXEMHFWUHVHUYRLULVK\GURFDUERQEHDULQJ
DQGLVDQDORJRXVWRUHVHUYRLUVLQWKHVDPHDUHDWKDWDUHSURGXFLQJRU
KDYHGHPRQVWUDWHGWKHDELOLW\WRSURGXFHRQIRUPDWLRQWHVWV
2Q3URGXFWLRQ

$SSURYHGIRU
'HYHORSPHQW

7KHGHYHORSPHQWSURMHFWLV
FXUUHQWO\SURGXFLQJRUFDSDEOHRI
SURGXFLQJDQGVHOOLQJSHWUROHXPWR
PDUNHW
$OOQHFHVVDU\DSSURYDOVKDYH
EHHQREWDLQHGFDSLWDOIXQGVKDYH
EHHQFRPPLWWHGDQG
LPSOHPHQWDWLRQRIWKH
GHYHORSPHQWSURMHFWLVUHDG\WR
EHJLQRULVXQGHUZD\

7KH NH\ FULWHULRQ LV WKDW WKH SURMHFW LV UHFHLYLQJ LQFRPH IURP VDOHV
UDWKHU WKDQ WKDW WKH DSSURYHG GHYHORSPHQW SURMHFW LV QHFHVVDULO\
FRPSOHWH,QFOXGHV'HYHORSHG3URGXFLQJ5HVHUYHV


7KHSURMHFWGHFLVLRQJDWHLVWKHGHFLVLRQWRLQLWLDWHRUFRQWLQXHHFRQRPLF
SURGXFWLRQIURPWKHSURMHFW
$W WKLV SRLQW LWPXVW EH FHUWDLQ WKDW WKH GHYHORSPHQW SURMHFWLV JRLQJ
DKHDG7KHSURMHFWPXVWQRWEHVXEMHFWWRDQ\FRQWLQJHQFLHVVXFKDV
RXWVWDQGLQJUHJXODWRU\DSSURYDOVRUVDOHVFRQWUDFWV)RUHFDVWFDSLWDO
H[SHQGLWXUHV VKRXOG EH LQFOXGHG LQ WKH UHSRUWLQJ HQWLW\ V FXUUHQW RU
IROORZLQJ\HDU VDSSURYHGEXGJHW


7KHSURMHFWGHFLVLRQJDWHLVWKHGHFLVLRQWRVWDUWLQYHVWLQJFDSLWDOLQWKH
FRQVWUXFWLRQRISURGXFWLRQIDFLOLWLHVDQGRUGULOOLQJGHYHORSPHQWZHOOV
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&ODVV6XE&ODVV
-XVWLILHGIRU
'HYHORSPHQW

'HILQLWLRQ

*XLGHOLQHV

,PSOHPHQWDWLRQRIWKH
GHYHORSPHQWSURMHFWLVMXVWLILHGRQ
WKHEDVLVRIUHDVRQDEOHIRUHFDVW
FRPPHUFLDOFRQGLWLRQVDWWKHWLPH
RIUHSRUWLQJDQGWKHUHDUH
UHDVRQDEOHH[SHFWDWLRQVWKDWDOO
QHFHVVDU\DSSURYDOVFRQWUDFWVZLOO
EHREWDLQHG

7R PRYH WR WKLV OHYHO RI SURMHFW PDWXULW\ DQG KHQFH KDYH 5HVHUYHV
DVVRFLDWHGZLWKLWWKHGHYHORSPHQWSURMHFWPXVWEHFRPPHUFLDOO\YLDEOH
DW WKH WLPH RI UHSRUWLQJ VHH 6HFWLRQ  'HWHUPLQDWLRQ RI
&RPPHUFLDOLW\  DQG WKH VSHFLILF FLUFXPVWDQFHV RI WKH SURMHFW  $OO
SDUWLFLSDWLQJHQWLWLHVKDYHDJUHHGDQGWKHUHLVHYLGHQFHRIDFRPPLWWHG
SURMHFW ILUPLQWHQWLRQWRSURFHHGZLWKGHYHORSPHQWZLWKLQDUHDVRQDEOH
WLPHIUDPH   7KHUH PXVW EH QR NQRZQ FRQWLQJHQFLHV WKDW FRXOG
SUHFOXGHWKHGHYHORSPHQWIURPSURFHHGLQJ VHH5HVHUYHVFODVV 


7KHSURMHFWGHFLVLRQJDWHLVWKHGHFLVLRQE\WKHUHSRUWLQJHQWLW\DQGLWV
SDUWQHUV LI DQ\ WKDW WKH SURMHFW KDV UHDFKHG D OHYHO RI WHFKQLFDO DQG
FRPPHUFLDOPDWXULW\VXIILFLHQWWRMXVWLI\SURFHHGLQJZLWKGHYHORSPHQWDW
WKDWSRLQWLQWLPH
&RQWLQJHQW
5HVRXUFHV

'HYHORSPHQW
3HQGLQJ

7KRVHTXDQWLWLHVRISHWUROHXP
HVWLPDWHGDVRIDJLYHQGDWHWR
EHSRWHQWLDOO\UHFRYHUDEOHIURP
NQRZQDFFXPXODWLRQVE\
DSSOLFDWLRQRIGHYHORSPHQW
SURMHFWVEXWZKLFKDUHQRW
FXUUHQWO\FRQVLGHUHGWREH
FRPPHUFLDOO\UHFRYHUDEOHRZLQJ
WRRQHRUPRUHFRQWLQJHQFLHV
$GLVFRYHUHGDFFXPXODWLRQZKHUH
SURMHFWDFWLYLWLHVDUHRQJRLQJWR
MXVWLI\FRPPHUFLDOGHYHORSPHQWLQ
WKHIRUHVHHDEOHIXWXUH

&RQWLQJHQW 5HVRXUFHV PD\ LQFOXGH IRU H[DPSOH SURMHFWV IRU ZKLFK
WKHUH DUH FXUUHQWO\ QR YLDEOH PDUNHWV ZKHUH FRPPHUFLDO UHFRYHU\ LV
GHSHQGHQWRQWHFKQRORJ\XQGHUGHYHORSPHQWZKHUHHYDOXDWLRQRIWKH
DFFXPXODWLRQLVLQVXIILFLHQWWRFOHDUO\DVVHVVFRPPHUFLDOLW\ZKHUHWKH
GHYHORSPHQW SODQ LV QRW \HW DSSURYHG RU ZKHUH UHJXODWRU\ RU VRFLDO
DFFHSWDQFHLVVXHVPD\H[LVW


&RQWLQJHQW5HVRXUFHVDUHIXUWKHUFDWHJRUL]HGLQDFFRUGDQFHZLWKWKH
OHYHO RI FHUWDLQW\ DVVRFLDWHG ZLWK WKH HVWLPDWHV DQG PD\ EH VXE
FODVVLILHG EDVHG RQ SURMHFW PDWXULW\ DQGRU FKDUDFWHUL]HG E\ WKH
HFRQRPLFVWDWXV
7KH SURMHFW LV VHHQ WR KDYH UHDVRQDEOH SRWHQWLDO IRU HYHQWXDO
FRPPHUFLDO GHYHORSPHQW WR WKH H[WHQW WKDW IXUWKHU GDWD DFTXLVLWLRQ
HJ GULOOLQJ VHLVPLF GDWD  DQGRU HYDOXDWLRQV DUH FXUUHQWO\ RQJRLQJ
ZLWK D YLHZ WR FRQILUPLQJ WKDW WKH SURMHFW LV FRPPHUFLDOO\ YLDEOH DQG
SURYLGLQJ WKH EDVLV IRU VHOHFWLRQ RI DQ DSSURSULDWH GHYHORSPHQW SODQ
7KH FULWLFDO FRQWLQJHQFLHV KDYH EHHQ LGHQWLILHG DQG DUH UHDVRQDEO\
H[SHFWHG WR EH UHVROYHG ZLWKLQ D UHDVRQDEOH WLPHIUDPH  1RWH WKDW
GLVDSSRLQWLQJ DSSUDLVDOHYDOXDWLRQ UHVXOWV FRXOG OHDG WR D
UHFODVVLILFDWLRQRIWKHSURMHFWWR2Q+ROGRU1RW9LDEOHVWDWXV


7KH SURMHFW GHFLVLRQ JDWH LV WKH GHFLVLRQ WR XQGHUWDNH IXUWKHU GDWD
DFTXLVLWLRQ DQGRU VWXGLHV GHVLJQHG WR PRYH WKH SURMHFW WR D OHYHO RI
WHFKQLFDODQGFRPPHUFLDOPDWXULW\DWZKLFKDGHFLVLRQFDQEHPDGHWR
SURFHHGZLWKGHYHORSPHQWDQGSURGXFWLRQ
'HYHORSPHQWRQ
+ROG

$GLVFRYHUHGDFFXPXODWLRQZKHUH
SURMHFWDFWLYLWLHVDUHRQKROG
DQGRUZKHUHMXVWLILFDWLRQDVD
FRPPHUFLDOGHYHORSPHQWPD\EH
VXEMHFWWRVLJQLILFDQWGHOD\

7KH SURMHFW LV VHHQ WR KDYH SRWHQWLDO IRU FRPPHUFLDO GHYHORSPHQW
'HYHORSPHQWPD\EHVXEMHFWWRDVLJQLILFDQWWLPHGHOD\1RWHWKDWD
FKDQJH LQ FLUFXPVWDQFHV VXFK WKDW WKHUH LV QR ORQJHU D SUREDEOH
FKDQFHWKDWDFULWLFDOFRQWLQJHQF\FDQEHUHPRYHGLQWKHIRUHVHHDEOH
IXWXUHFRXOGOHDGWRDUHFODVVLILFDWLRQRIWKHSURMHFWWR1RW9LDEOHVWDWXV


7KH SURMHFW GHFLVLRQ JDWH LV WKH GHFLVLRQ WR HLWKHU SURFHHG ZLWK
DGGLWLRQDO HYDOXDWLRQ GHVLJQHG WR FODULI\ WKH SRWHQWLDO IRU HYHQWXDO
FRPPHUFLDO GHYHORSPHQW RU WR WHPSRUDULO\ VXVSHQG RU GHOD\ IXUWKHU
DFWLYLWLHVSHQGLQJUHVROXWLRQRIH[WHUQDOFRQWLQJHQFLHV
'HYHORSPHQW
8QFODULILHG

$GLVFRYHUHGDFFXPXODWLRQZKHUH
SURMHFWDFWLYLWLHVDUHXQGHU
HYDOXDWLRQDQGZKHUHMXVWLILFDWLRQ
DVDFRPPHUFLDOGHYHORSPHQWLV
XQNQRZQEDVHGRQDYDLODEOH
LQIRUPDWLRQ

7KH SURMHFW LV VHHQ WR KDYH SRWHQWLDO IRU HYHQWXDO FRPPHUFLDO
GHYHORSPHQWEXWIXUWKHUDSSUDLVDOHYDOXDWLRQDFWLYLWLHVDUHRQJRLQJWR
FODULI\WKHSRWHQWLDOIRUHYHQWXDOFRPPHUFLDOGHYHORSPHQW


7KLVVXEFODVVUHTXLUHVDFWLYHDSSUDLVDORUHYDOXDWLRQDQGVKRXOGQRWEH
PDLQWDLQHGZLWKRXWDSODQIRUIXWXUHHYDOXDWLRQ7KHVXEFODVVVKRXOG
UHIOHFW WKH DFWLRQV UHTXLUHG WR PRYH D SURMHFW WRZDUG FRPPHUFLDO
PDWXULW\DQGHFRQRPLFSURGXFWLRQ
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&ODVV6XE&ODVV

'HILQLWLRQ

*XLGHOLQHV

'HYHORSPHQW1RW
9LDEOH

$GLVFRYHUHGDFFXPXODWLRQIRU
ZKLFKWKHUHDUHQRFXUUHQWSODQV
WRGHYHORSRUWRDFTXLUHDGGLWLRQDO
GDWDDWWKHWLPHEHFDXVHRIOLPLWHG
SURGXFWLRQSRWHQWLDO

7KH SURMHFW LV QRW VHHQ WR KDYH SRWHQWLDO IRU HYHQWXDO FRPPHUFLDO
GHYHORSPHQWDWWKHWLPHRIUHSRUWLQJEXWWKHWKHRUHWLFDOO\UHFRYHUDEOH
TXDQWLWLHV DUH UHFRUGHG VR WKDW WKH SRWHQWLDO RSSRUWXQLW\ ZLOO EH
UHFRJQL]HGLQWKHHYHQWRIDPDMRUFKDQJHLQWHFKQRORJ\RUFRPPHUFLDO
FRQGLWLRQV


7KHSURMHFWGHFLVLRQJDWHLVWKHGHFLVLRQQRWWRXQGHUWDNHIXUWKHUGDWD
DFTXLVLWLRQRUVWXGLHVRQWKHSURMHFWIRUWKHIRUHVHHDEOHIXWXUH
3URVSHFWLYH
5HVRXUFHV

7KRVHTXDQWLWLHVRISHWUROHXPWKDW
DUHHVWLPDWHGDVRIDJLYHQGDWH
WREHSRWHQWLDOO\UHFRYHUDEOHIURP
XQGLVFRYHUHGDFFXPXODWLRQV

3RWHQWLDO DFFXPXODWLRQV DUH HYDOXDWHG DFFRUGLQJ WR WKH FKDQFH RI
JHRORJLFGLVFRYHU\DQGDVVXPLQJDGLVFRYHU\WKHHVWLPDWHGTXDQWLWLHV
WKDW ZRXOG EH UHFRYHUDEOH XQGHU GHILQHG GHYHORSPHQW SURMHFWV  ,W LV
UHFRJQL]HGWKDWWKHGHYHORSPHQWSURJUDPVZLOOEHRIVLJQLILFDQWO\OHVV
GHWDLODQGGHSHQGPRUHKHDYLO\RQDQDORJGHYHORSPHQWVLQWKHHDUOLHU
SKDVHVRIH[SORUDWLRQ

3URVSHFW

$SURMHFWDVVRFLDWHGZLWKD
SRWHQWLDODFFXPXODWLRQWKDWLV
VXIILFLHQWO\ZHOOGHILQHGWR
UHSUHVHQWDYLDEOHGULOOLQJWDUJHW

3URMHFW DFWLYLWLHV DUH IRFXVHG RQ DVVHVVLQJ WKH FKDQFH RI JHRORJLF
GLVFRYHU\DQGDVVXPLQJGLVFRYHU\WKHUDQJHRISRWHQWLDOUHFRYHUDEOH
TXDQWLWLHVXQGHUDFRPPHUFLDOGHYHORSPHQWSURJUDP

/HDG

$SURMHFWDVVRFLDWHGZLWKD
SRWHQWLDODFFXPXODWLRQWKDWLV
FXUUHQWO\SRRUO\GHILQHGDQG
UHTXLUHVPRUHGDWDDFTXLVLWLRQ
DQGRUHYDOXDWLRQWREHFODVVLILHG
DVD3URVSHFW

3URMHFW DFWLYLWLHV DUH IRFXVHG RQ DFTXLULQJ DGGLWLRQDO GDWD DQGRU
XQGHUWDNLQJIXUWKHUHYDOXDWLRQGHVLJQHGWRFRQILUPZKHWKHURUQRWWKH
/HDG FDQ EH PDWXUHG LQWR D 3URVSHFW  6XFK HYDOXDWLRQ LQFOXGHV WKH
DVVHVVPHQW RI WKH FKDQFH RI JHRORJLF GLVFRYHU\ DQG DVVXPLQJ
GLVFRYHU\WKHUDQJHRISRWHQWLDOUHFRYHU\XQGHUIHDVLEOHGHYHORSPHQW
VFHQDULRV

3OD\

$SURMHFWDVVRFLDWHGZLWKD
SURVSHFWLYHWUHQGRISRWHQWLDO
SURVSHFWVEXWWKDWUHTXLUHVPRUH
GDWDDFTXLVLWLRQDQGRUHYDOXDWLRQ
WRGHILQHVSHFLILF/HDGVRU
3URVSHFWV

3URMHFW DFWLYLWLHV DUH IRFXVHG RQ DFTXLULQJ DGGLWLRQDO GDWD DQGRU
XQGHUWDNLQJ IXUWKHU HYDOXDWLRQ GHVLJQHG WR GHILQH VSHFLILF /HDGV RU
3URVSHFWV IRU PRUH GHWDLOHG DQDO\VLV RI WKHLU FKDQFH RI JHRORJLF
GLVFRYHU\ DQG DVVXPLQJ GLVFRYHU\ WKH UDQJH RI SRWHQWLDO UHFRYHU\
XQGHUK\SRWKHWLFDOGHYHORSPHQWVFHQDULRV


7DEOH²5HVHUYHV6WDWXV'HILQLWLRQVDQG*XLGHOLQHV

6WDWXV

'HILQLWLRQ

*XLGHOLQHV

'HYHORSHG
5HVHUYHV

([SHFWHGTXDQWLWLHVWREH
UHFRYHUHGIURPH[LVWLQJZHOOV
DQGIDFLOLWLHV

5HVHUYHVDUHFRQVLGHUHGGHYHORSHGRQO\DIWHUWKHQHFHVVDU\HTXLSPHQW
KDV EHHQ LQVWDOOHG RU ZKHQ WKH FRVWV WR GR VR DUH UHODWLYHO\ PLQRU
FRPSDUHG WR WKH FRVW RI D ZHOO  :KHUH UHTXLUHG IDFLOLWLHV EHFRPH
XQDYDLODEOHLWPD\EHQHFHVVDU\WRUHFODVVLI\'HYHORSHG5HVHUYHVDV
8QGHYHORSHG  'HYHORSHG 5HVHUYHV PD\ EH IXUWKHU VXEFODVVLILHG DV
3URGXFLQJRU1RQSURGXFLQJ

'HYHORSHG
3URGXFLQJ
5HVHUYHV

([SHFWHGTXDQWLWLHVWREH
UHFRYHUHGIURPFRPSOHWLRQ
LQWHUYDOVWKDWDUHRSHQDQG
SURGXFLQJDWWKHHIIHFWLYHGDWHRI
WKHHVWLPDWH

,PSURYHG UHFRYHU\ 5HVHUYHV DUH FRQVLGHUHG SURGXFLQJ RQO\ DIWHU WKH
LPSURYHGUHFRYHU\SURMHFWLVLQRSHUDWLRQ

'HYHORSHG
1RQ3URGXFLQJ
5HVHUYHV

6KXWLQDQGEHKLQGSLSH
5HVHUYHV

6KXWLQ 5HVHUYHV DUH H[SHFWHG WR EH UHFRYHUHG IURP   FRPSOHWLRQ
LQWHUYDOVWKDWDUHRSHQDWWKHWLPHRIWKHHVWLPDWHEXWZKLFKKDYHQRW\HW
VWDUWHGSURGXFLQJ  ZHOOVZKLFKZHUHVKXWLQIRUPDUNHWFRQGLWLRQVRU
SLSHOLQH FRQQHFWLRQV RU   ZHOOV QRW FDSDEOH RI SURGXFWLRQ IRU
PHFKDQLFDO UHDVRQV  %HKLQGSLSH 5HVHUYHV DUH H[SHFWHG WR EH
UHFRYHUHG IURP ]RQHV LQ H[LVWLQJ ZHOOV WKDW ZLOO UHTXLUH DGGLWLRQDO
FRPSOHWLRQZRUNRUIXWXUHUHFRPSOHWLRQEHIRUHVWDUWRISURGXFWLRQZLWK
PLQRUFRVWWRDFFHVVWKHVHUHVHUYHV


,QDOOFDVHVSURGXFWLRQFDQEHLQLWLDWHGRUUHVWRUHGZLWKUHODWLYHO\ORZ
H[SHQGLWXUHFRPSDUHGWRWKHFRVWRIGULOOLQJDQHZZHOO

'HILQLWLRQV3DJHRI
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6WDWXV

'HILQLWLRQ

*XLGHOLQHV

8QGHYHORSHG
5HVHUYHV

4XDQWLWLHVH[SHFWHGWREH
UHFRYHUHGWKURXJKIXWXUH
VLJQLILFDQWLQYHVWPHQWV

8QGHYHORSHG 5HVHUYHV DUH WR EH SURGXFHG   IURP QHZ ZHOOV RQ
XQGULOOHGDFUHDJHLQNQRZQDFFXPXODWLRQV  IURPGHHSHQLQJH[LVWLQJ
ZHOOV WR D GLIIHUHQW EXW NQRZQ  UHVHUYRLU   IURP LQILOO ZHOOV WKDW ZLOO
LQFUHDVH UHFRYHU\ RU   ZKHUH D UHODWLYHO\ ODUJH H[SHQGLWXUH HJ
ZKHQ FRPSDUHG WR WKH FRVW RI GULOOLQJ D QHZ ZHOO  LV UHTXLUHG WR
D UHFRPSOHWHDQH[LVWLQJZHOORU E LQVWDOOSURGXFWLRQRUWUDQVSRUWDWLRQ
IDFLOLWLHVIRUSULPDU\RULPSURYHGUHFRYHU\SURMHFWV


7DEOH²5HVHUYHV&DWHJRU\'HILQLWLRQVDQG*XLGHOLQHV

&DWHJRU\

'HILQLWLRQ

*XLGHOLQHV

3URYHG5HVHUYHV

7KRVHTXDQWLWLHVRISHWUROHXP
WKDWE\DQDO\VLVRIJHRVFLHQFH
DQGHQJLQHHULQJGDWDFDQEH
HVWLPDWHGZLWKUHDVRQDEOH
FHUWDLQW\WREHFRPPHUFLDOO\
UHFRYHUDEOHIURPDJLYHQGDWH
IRUZDUGIURPNQRZQUHVHUYRLUV
DQGXQGHUGHILQHGHFRQRPLF
FRQGLWLRQVRSHUDWLQJPHWKRGV
DQGJRYHUQPHQWUHJXODWLRQV

,I GHWHUPLQLVWLF PHWKRGV DUH XVHG WKH WHUP UHDVRQDEOH FHUWDLQW\ LV
LQWHQGHGWRH[SUHVVDKLJKGHJUHHRIFRQILGHQFHWKDWWKHTXDQWLWLHVZLOO
EH UHFRYHUHG  ,I SUREDELOLVWLF PHWKRGV DUH XVHG WKHUH VKRXOG EH DW
OHDVWDSUREDELOLW\ 3 WKDWWKHTXDQWLWLHVDFWXDOO\UHFRYHUHGZLOO
HTXDORUH[FHHGWKHHVWLPDWH


7KHDUHDRIWKHUHVHUYRLUFRQVLGHUHGDV3URYHGLQFOXGHV  WKHDUHD
GHOLQHDWHG E\ GULOOLQJ DQG GHILQHG E\ IOXLG FRQWDFWV LI DQ\ DQG
 DGMDFHQWXQGULOOHGSRUWLRQVRIWKHUHVHUYRLUWKDWFDQUHDVRQDEO\EH
MXGJHGDVFRQWLQXRXVZLWKLWDQGFRPPHUFLDOO\SURGXFWLYHRQWKHEDVLV
RIDYDLODEOHJHRVFLHQFHDQGHQJLQHHULQJGDWD


,QWKHDEVHQFHRIGDWDRQIOXLGFRQWDFWV3URYHGTXDQWLWLHVLQDUHVHUYRLU
DUHOLPLWHGE\WKH/.+DVVHHQLQDZHOOSHQHWUDWLRQXQOHVVRWKHUZLVH
LQGLFDWHGE\GHILQLWLYHJHRVFLHQFHHQJLQHHULQJRUSHUIRUPDQFHGDWD
6XFKGHILQLWLYHLQIRUPDWLRQPD\LQFOXGHSUHVVXUHJUDGLHQWDQDO\VLVDQG
VHLVPLFLQGLFDWRUV6HLVPLFGDWDDORQHPD\QRWEHVXIILFLHQWWRGHILQH
IOXLGFRQWDFWVIRU3URYHGUHVHUYHV


5HVHUYHV LQ XQGHYHORSHG ORFDWLRQV PD\ EH FODVVLILHG DV 3URYHG
SURYLGHGWKDW
$ 7KHORFDWLRQVDUHLQXQGULOOHGDUHDVRIWKHUHVHUYRLUWKDWFDQ
EH MXGJHG ZLWK UHDVRQDEOH FHUWDLQW\ WR EH FRPPHUFLDOO\
PDWXUHDQGHFRQRPLFDOO\SURGXFWLYH
% ,QWHUSUHWDWLRQVRIDYDLODEOHJHRVFLHQFHDQGHQJLQHHULQJGDWD
LQGLFDWHZLWKUHDVRQDEOHFHUWDLQW\WKDWWKHREMHFWLYHIRUPDWLRQ
LVODWHUDOO\FRQWLQXRXVZLWKGULOOHG3URYHGORFDWLRQV


)RU 3URYHG 5HVHUYHV WKH UHFRYHU\ HIILFLHQF\ DSSOLHG WR WKHVH
UHVHUYRLUV VKRXOG EH GHILQHG EDVHG RQ D UDQJH RI SRVVLELOLWLHV
VXSSRUWHGE\DQDORJVDQGVRXQGHQJLQHHULQJMXGJPHQWFRQVLGHULQJWKH
FKDUDFWHULVWLFV RI WKH 3URYHG DUHD DQG WKH DSSOLHG GHYHORSPHQW
SURJUDP
3UREDEOH5HVHUYHV 7KRVHDGGLWLRQDO5HVHUYHVWKDW
DQDO\VLVRIJHRVFLHQFHDQG
HQJLQHHULQJGDWDLQGLFDWHVDUH
OHVVOLNHO\WREHUHFRYHUHGWKDQ
3URYHG5HVHUYHVEXWPRUH
FHUWDLQWREHUHFRYHUHGWKDQ
3RVVLEOH5HVHUYHV

,W LV HTXDOO\ OLNHO\ WKDW DFWXDO UHPDLQLQJ TXDQWLWLHV UHFRYHUHG ZLOO EH
JUHDWHUWKDQRUOHVVWKDQWKHVXPRIWKHHVWLPDWHG3URYHGSOXV3UREDEOH
5HVHUYHV 3 ,QWKLVFRQWH[WZKHQSUREDELOLVWLFPHWKRGVDUHXVHG
WKHUH VKRXOG EH DW OHDVW D  SUREDELOLW\ WKDW WKH DFWXDO TXDQWLWLHV
UHFRYHUHGZLOOHTXDORUH[FHHGWKH3HVWLPDWH


3UREDEOH5HVHUYHVPD\EHDVVLJQHGWRDUHDVRIDUHVHUYRLUDGMDFHQW
WR 3URYHG ZKHUH GDWD FRQWURO RU LQWHUSUHWDWLRQV RI DYDLODEOH GDWD DUH
OHVV FHUWDLQ  7KH LQWHUSUHWHG UHVHUYRLU FRQWLQXLW\ PD\ QRW PHHW WKH
UHDVRQDEOHFHUWDLQW\FULWHULD


3UREDEOHHVWLPDWHVDOVRLQFOXGHLQFUHPHQWDOUHFRYHULHVDVVRFLDWHGZLWK
SURMHFWUHFRYHU\HIILFLHQFLHVEH\RQGWKDWDVVXPHGIRU3URYHG
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&DWHJRU\

'HILQLWLRQ

*XLGHOLQHV

3RVVLEOH5HVHUYHV

7KRVHDGGLWLRQDOUHVHUYHVWKDW
DQDO\VLVRIJHRVFLHQFHDQG
HQJLQHHULQJGDWDLQGLFDWHVDUH
OHVVOLNHO\WREHUHFRYHUDEOHWKDQ
3UREDEOH5HVHUYHV

7KH WRWDO TXDQWLWLHV XOWLPDWHO\ UHFRYHUHG IURP WKH SURMHFW KDYH D ORZ
SUREDELOLW\WRH[FHHGWKHVXPRI3URYHGSOXV3UREDEOHSOXV3RVVLEOH
3  ZKLFK LV HTXLYDOHQW WR WKH KLJKHVWLPDWH VFHQDULR  :KHQ
SUREDELOLVWLF PHWKRGV DUH XVHG WKHUH VKRXOG EH DW OHDVW D 
SUREDELOLW\ 3  WKDW WKH DFWXDO TXDQWLWLHV UHFRYHUHG ZLOO HTXDO RU
H[FHHGWKH3HVWLPDWH


3RVVLEOH5HVHUYHVPD\EHDVVLJQHGWRDUHDVRIDUHVHUYRLUDGMDFHQWWR
3UREDEOHZKHUHGDWDFRQWURODQGLQWHUSUHWDWLRQVRIDYDLODEOHGDWDDUH
SURJUHVVLYHO\ OHVV FHUWDLQ  )UHTXHQWO\ WKLV PD\ EH LQ DUHDV ZKHUH
JHRVFLHQFHDQGHQJLQHHULQJGDWDDUHXQDEOHWRFOHDUO\GHILQHWKHDUHD
DQGYHUWLFDOUHVHUYRLUOLPLWVRIHFRQRPLFSURGXFWLRQIURPWKHUHVHUYRLU
E\DGHILQHGFRPPHUFLDOO\PDWXUHSURMHFW


3RVVLEOHHVWLPDWHVDOVRLQFOXGHLQFUHPHQWDOTXDQWLWLHVDVVRFLDWHGZLWK
SURMHFWUHFRYHU\HIILFLHQFLHVEH\RQGWKDWDVVXPHGIRU3UREDEOH
3UREDEOHDQG
3RVVLEOH5HVHUYHV

6HHDERYHIRUVHSDUDWHFULWHULD
IRU3UREDEOH5HVHUYHVDQG
3RVVLEOH5HVHUYHV

7KH 3 DQG 3 HVWLPDWHV PD\ EH EDVHG RQ UHDVRQDEOH DOWHUQDWLYH
WHFKQLFDOLQWHUSUHWDWLRQVZLWKLQWKHUHVHUYRLUDQGRUVXEMHFWSURMHFWWKDW
DUHFOHDUO\GRFXPHQWHGLQFOXGLQJFRPSDULVRQVWRUHVXOWVLQVXFFHVVIXO
VLPLODUSURMHFWV


,Q FRQYHQWLRQDO DFFXPXODWLRQV 3UREDEOH DQGRU 3RVVLEOH 5HVHUYHV
PD\ EH DVVLJQHG ZKHUH JHRVFLHQFH DQG HQJLQHHULQJ GDWD LGHQWLI\
GLUHFWO\DGMDFHQWSRUWLRQVRIDUHVHUYRLUZLWKLQWKHVDPHDFFXPXODWLRQ
WKDW PD\ EH VHSDUDWHG IURP 3URYHG DUHDV E\ PLQRU IDXOWLQJ RU RWKHU
JHRORJLFDOGLVFRQWLQXLWLHVDQGKDYHQRWEHHQSHQHWUDWHGE\DZHOOERUH
EXW DUH LQWHUSUHWHG WR EH LQ FRPPXQLFDWLRQ ZLWK WKH NQRZQ 3URYHG 
UHVHUYRLU 3UREDEOH RU 3RVVLEOH 5HVHUYHV PD\ EH DVVLJQHG WR DUHDV
WKDWDUHVWUXFWXUDOO\KLJKHUWKDQWKH3URYHGDUHD3RVVLEOH DQGLQVRPH
FDVHV 3UREDEOH  5HVHUYHV PD\ EH DVVLJQHG WR DUHDV WKDW DUH
VWUXFWXUDOO\ORZHUWKDQWKHDGMDFHQW3URYHGRU3DUHD


&DXWLRQ VKRXOG EH H[HUFLVHG LQ DVVLJQLQJ 5HVHUYHV WR DGMDFHQW
UHVHUYRLUVLVRODWHGE\PDMRUSRWHQWLDOO\VHDOLQJIDXOWVXQWLOWKLVUHVHUYRLU
LVSHQHWUDWHGDQGHYDOXDWHGDVFRPPHUFLDOO\PDWXUHDQGHFRQRPLFDOO\
SURGXFWLYH-XVWLILFDWLRQIRUDVVLJQLQJ5HVHUYHVLQVXFKFDVHVVKRXOG
EHFOHDUO\GRFXPHQWHG5HVHUYHVVKRXOGQRWEHDVVLJQHGWRDUHDVWKDW
DUH FOHDUO\ VHSDUDWHG IURP D NQRZQ DFFXPXODWLRQ E\ QRQSURGXFWLYH
UHVHUYRLU LH DEVHQFH RI UHVHUYRLU VWUXFWXUDOO\ ORZ UHVHUYRLU RU
QHJDWLYHWHVWUHVXOWV VXFKDUHDVPD\FRQWDLQ3URVSHFWLYH5HVRXUFHV


,Q FRQYHQWLRQDO DFFXPXODWLRQV ZKHUH GULOOLQJ KDV GHILQHG D KLJKHVW
NQRZQRLOHOHYDWLRQDQGWKHUHH[LVWVWKHSRWHQWLDOIRUDQDVVRFLDWHGJDV
FDS3URYHG5HVHUYHVRIRLOVKRXOGRQO\EHDVVLJQHGLQWKHVWUXFWXUDOO\
KLJKHUSRUWLRQVRIWKHUHVHUYRLULIWKHUHLVUHDVRQDEOHFHUWDLQW\WKDWVXFK
SRUWLRQVDUHLQLWLDOO\DERYHEXEEOHSRLQWSUHVVXUHEDVHGRQGRFXPHQWHG
HQJLQHHULQJDQDO\VHV5HVHUYRLUSRUWLRQVWKDWGRQRWPHHWWKLVFHUWDLQW\
PD\ EH DVVLJQHG DV 3UREDEOH DQG 3RVVLEOH RLO DQGRU JDV EDVHG RQ
UHVHUYRLUIOXLGSURSHUWLHVDQGSUHVVXUHJUDGLHQWLQWHUSUHWDWLRQV
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, -RKQ 5 &OLYHU /LFHQVHG 3URIHVVLRQDO (QJLQHHU  0F.LQQH\ 6WUHHW 6XLWH  +RXVWRQ 7H[DV
KHUHE\FHUWLI\

,DPDQHPSOR\HHRI1HWKHUODQG6HZHOO $VVRFLDWHV,QFZKLFKSUHSDUHGD&RPSHWHQW
3HUVRQ V5HSRUWIRU9$$/&2*DERQ6$7KHHIIHFWLYHGDWHRIWKLVHYDOXDWLRQLV0DUFK


,GRQRWKDYHQRUGR,H[SHFWWRUHFHLYHDQ\GLUHFWRULQGLUHFWLQWHUHVWLQWKHVHFXULWLHVRI
9$$/&2*DERQ6$RULWVDIILOLDWHGFRPSDQLHV

,JUDGXDWHGIURP5LFH8QLYHUVLW\LQZLWKD%DFKHORURI6FLHQFH'HJUHHLQ&KHPLFDO
(QJLQHHULQJ DQG IURP 8QLYHUVLW\ RI 7H[DV DW $XVWLQ LQ  ZLWK D 0DVWHU RI %XVLQHVV
$GPLQLVWUDWLRQ'HJUHH,DPD/LFHQVHG3URIHVVLRQDO(QJLQHHULQWKH6WDWHRI7H[DV8QLWHG
6WDWHVRI$PHULFDDQG,KDYHLQH[FHVVRI\HDUVRIH[SHULHQFHLQSHWUROHXPHQJLQHHULQJ
VWXGLHVDQGHYDOXDWLRQV



V-RKQ5&OLYHU
%\ BBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBB

-RKQ5&OLYHU3(

9LFH3UHVLGHQW

7H[DV/LFHQVH1R



6HSWHPEHU
+RXVWRQ7H[DV
3OHDVHEHDGYLVHGWKDWWKHGLJLWDOGRFXPHQW\RXDUHYLHZLQJLVSURYLGHGE\1HWKHUODQG6HZHOO $VVRFLDWHV,QF 16$, 
DVDFRQYHQLHQFHWRRXUFOLHQWV7KHGLJLWDOGRFXPHQWLVLQWHQGHGWREHVXEVWDQWLYHO\WKHVDPHDVWKHRULJLQDOVLJQHG
GRFXPHQWPDLQWDLQHGE\16$,7KHGLJLWDOGRFXPHQWLVVXEMHFWWRWKHSDUDPHWHUVOLPLWDWLRQVDQGFRQGLWLRQVVWDWHGLQ
WKHRULJLQDOGRFXPHQW,QWKHHYHQWRIDQ\GLIIHUHQFHVEHWZHHQWKHGLJLWDOGRFXPHQWDQGWKHRULJLQDOGRFXPHQWWKHRULJLQDO
GRFXPHQWVKDOOFRQWURODQGVXSHUVHGHWKHGLJLWDOGRFXPHQW
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&(57,),&$7(2)48$/,),&$7,21



,=DFKDU\5/RQJ/LFHQVHG3URIHVVLRQDO*HRVFLHQWLVW0F.LQQH\6WUHHW6XLWH+RXVWRQ7H[DV
KHUHE\FHUWLI\

,DPDQHPSOR\HHRI1HWKHUODQG6HZHOO $VVRFLDWHV,QFZKLFKSUHSDUHGD&RPSHWHQW
3HUVRQ V5HSRUWIRU9$$/&2*DERQ6$7KHHIIHFWLYHGDWHRIWKLVHYDOXDWLRQLV0DUFK


,GRQRWKDYHQRUGR,H[SHFWWRUHFHLYHDQ\GLUHFWRULQGLUHFWLQWHUHVWLQWKHVHFXULWLHVRI
9$$/&2*DERQ6$RULWVDIILOLDWHGFRPSDQLHV

,JUDGXDWHGIURP8QLYHUVLW\RI/RXLVLDQDDW/DID\HWWHLQZLWKD%DFKHORURI6FLHQFH
'HJUHH LQ *HRORJ\ DQG IURP 7H[DV $ 0 8QLYHUVLW\ LQ  ZLWK D 0DVWHU RI 6FLHQFH
'HJUHHLQ*HRSK\VLFV,DPD/LFHQVHG3URIHVVLRQDO*HRVFLHQWLVWLQWKH6WDWHRI7H[DV
8QLWHG6WDWHVRI$PHULFDDQG,KDYHLQH[FHVVRI\HDUVRIH[SHULHQFHLQJHRORJLFDODQG
JHRSK\VLFDOVWXGLHVDQGHYDOXDWLRQV



V=DFKDU\5/RQJ
%\ BBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBB

=DFKDU\5/RQJ3*

9LFH3UHVLGHQW

7H[DV/LFHQVH1R



6HSWHPEHU
+RXVWRQ7H[DV
3OHDVHEHDGYLVHGWKDWWKHGLJLWDOGRFXPHQW\RXDUHYLHZLQJLVSURYLGHGE\1HWKHUODQG6HZHOO $VVRFLDWHV,QF 16$, 
DVDFRQYHQLHQFHWRRXUFOLHQWV7KHGLJLWDOGRFXPHQWLVLQWHQGHGWREHVXEVWDQWLYHO\WKHVDPHDVWKHRULJLQDOVLJQHG
GRFXPHQWPDLQWDLQHGE\16$,7KHGLJLWDOGRFXPHQWLVVXEMHFWWRWKHSDUDPHWHUVOLPLWDWLRQVDQGFRQGLWLRQVVWDWHGLQ
WKHRULJLQDOGRFXPHQW,QWKHHYHQWRIDQ\GLIIHUHQFHVEHWZHHQWKHGLJLWDOGRFXPHQWDQGWKHRULJLQDOGRFXPHQWWKHRULJLQDO
GRFXPHQWVKDOOFRQWURODQGVXSHUVHGHWKHGLJLWDOGRFXPHQW
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8QLWHG6WDWHVGROODUV





SHUFHQW

&



ORZHVWLPDWHVFHQDULRRIFRQWLQJHQWUHVRXUFHV

&



EHVWHVWLPDWHVFHQDULRRIFRQWLQJHQWUHVRXUFHV

&



KLJKHVWLPDWHVFHQDULRRIFRQWLQJHQWUHVRXUFHV

3



SURYHG

3



SURYHGSOXVSUREDEOH

3



SURYHGSOXVSUREDEOHSOXVSRVVLEOH

8



ORZHVWLPDWHVFHQDULRRISURVSHFWLYHUHVRXUFHV

8



EHVWHVWLPDWHVFHQDULRRISURVSHFWLYHUHVRXUFHV

8



KLJKHVWLPDWHVFHQDULRRISURVSHFWLYHUHVRXUFHV

%%/



EDUUHOV

%%/'



EDUUHOVSHUGD\

%23'



EDUUHOVRIRLOSHUGD\

(($



H[FOXVLYHH[SORLWDWLRQDXWKRUL]DWLRQ

(60$



(XURSHDQ6HFXULWLHVDQG0DUNHWV$XWKRULW\

(63



HOHFWURQLFVXEPHUVLEOHSXPS

)%



IDXOWEORFN

)362



IORDWLQJSURGXFWLRQVWRUDJHDQGRIIORDGLQJYHVVHO

+6



K\GURJHQVXOILGH



NP 



VTXDUHNLORPHWHUV

/.2



ORZHVWNQRZQRLO

/6(



/RQGRQ6WRFN([FKDQJH

P



PHWHUV

0

 WKRXVDQGVRI8QLWHG6WDWHVGROODUV

0D[

 PD[LPXP

0%%/



WKRXVDQGVRIEDUUHOV

0%23'



WKRXVDQGVRIEDUUHOVRIRLOSHUGD\

0LQ



PLQLPXP

0/



PRVWOLNHO\

00%%/



PLOOLRQVRIEDUUHOV

075



PHWHUV

16$,



1HWKHUODQG6HZHOO $VVRFLDWHV,QF

22,3



RULJLQDORLOLQSODFH

2:&



RLOZDWHUFRQWDFW

3



SHUFHQWFRQILGHQFHOHYHO
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3



SHUFHQWFRQILGHQFHOHYHO

3J



SUREDELOLW\RIJHRORJLFVXFFHVV

3,'



3URYLVLRQSRXU,QYHVWLVVHPHQWV'LYHUVLILpHV

3,+



3URYLVLRQSRXU,QYHVWLVVHPHQWVHQ+\GURFDUEXUHV

SSP



SDUWVSHUPLOOLRQ

3506



3HWUROHXP5HVRXUFHV0DQDJHPHQW6\VWHP

36&



3URGXFWLRQ6KDULQJ&RQWUDFW

SVL



SRXQGVSHUVTXDUHLQFK

5%67%



UHVHUYRLUEDUUHOVSHUVWRFNWDQNEDUUHO

6((17



6RXWKHDVW(WDPHDQG1RUWK7FKLEDOD

63(



6RFLHW\RI3HWUROHXP(QJLQHHUV

63(6WDQGDUGV 

6WDQGDUGV3HUWDLQLQJWRWKH(VWLPDWLQJDQG$XGLWLQJRI2LO
DQG*DV5HVHUYHV,QIRUPDWLRQSURPXOJDWHGE\WKH63(

WKH6WDWH



*DERQHVHQDWLRQDOJRYHUQPHQW

8./$



8QLWHG.LQJGRP/LVWLQJ$XWKRULW\

9$$/&2



9$$/&2*DERQ6$
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6800$5<352-(&7,2162)5(6(59(6$1'5(9(18(

7RWDO3URYHG 3 5HVHUYHV
3URYHG'HYHORSHG3URGXFLQJ5HVHUYHV
3URYHG'HYHORSHG1RQ±3URGXFLQJ5HVHUYHV
3URYHG8QGHYHORSHG5HVHUYHV
3URYHG3UREDEOH 3 5HVHUYHV
3UREDEOH5HVHUYHV
3URYHG3UREDEOH3RVVLEOH 3 5HVHUYHV
3RVVLEOH5HVHUYHV


7(&+1,&$/',6&866,21

 *HQHUDO2YHUYLHZ
 *HRORJ\
 2YHUYLHZRI(WDPH0DULQ3HUPLW$UHDDQG'HYHORSPHQW
 $YRXPD6RXWK7FKLEDOD)LHOG
 (ERXUL)LHOG
 (WDPH)LHOG
 1RUWK7FKLEDOD)LHOG
 6RXWKHDVW(WDPH)LHOG
 :RUN3URJUDP±$GGLWLRQDO,QIRUPDWLRQ
 'DWDDQG0HWKRGRORJ\
 5HVHUYHV
 3URGXFWLRQ6KDULQJ&RQWUDFW
 5R\DOWLHV
 5HFRYHU\RI3HWUROHXP&RVWV &RVW2LO 
 3URGXFWLRQ6KDULQJ 3URILW2LO 
 (FRQRPLF3DUDPHWHUV
 %DVH&DVH2LO3ULFHV
 2SHUDWLQJ&RVWV
 &DSLWDODQG$EDQGRQPHQW&RVWV
 1HW5HVHUYHVDQG)XWXUH5HYHQXH
 6HQVLWLYLW\$QDO\VLV
 &RQWLQJHQW5HVRXUFHV
 $GGLWLRQDO9ROXPHV%H\RQG(FRQRPLF/LPLWRI5HVHUYHVRU36&([SLUDWLRQ
 &UXGH6ZHHWHQLQJ3URMHFW
 'HQWDOH)RUPDWLRQ±3UHVVXUH0DLQWHQDQFH
 'HQWDOH)RUPDWLRQ±$GGLWLRQDO'ULOOLQJ
 3URVSHFWLYH5HVRXUFHV


),*85(6

/RFDWLRQ0DS
6WUDWLJUDSKLFDQG/LWKRORJLF&ROXPQ
7\SH/RJ6HFWLRQ
.H\3URGXFWLRQ)DFLOLWLHV
6XPPDU\RI3URGXFWLRQ:HOOV
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),*85(6 &RQWLQXHG 

'HSWK6WUXFWXUHV

$YRXPD6RXWK7FKLEDOD)LHOG *DPED 

(ERXUL)LHOG *DPED 

(WDPH)LHOG *DPED 

1RUWK7FKLEDOD)LHOG 'HQWDOH 

6RXWKHDVW(WDPH)LHOG *DPED 
6XPPDU\RI%DVH&DVH9ROXPHWULF3DUDPHWHUV
*URVV6XPPDU\*UDSKV

(WDPH0DULQ3HUPLW

$YRXPD6RXWK7FKLEDOD)LHOG

(ERXUL)LHOG

(WDPH)LHOG

1RUWK7FKLEDOD)LHOG

6RXWKHDVW(WDPH)LHOG
+LVWRULFDO3URGXFWLRQDQG([SHQVH'DWD
/RZ3ULFH&DVH6HQVLWLYLW\

7RWDO3URYHG 3 5HVHUYHV

3URYHG'HYHORSHG3URGXFLQJ5HVHUYHV

3URYHG'HYHORSHG1RQ±3URGXFLQJ5HVHUYHV

3URYHG8QGHYHORSHG5HVHUYHV

3URYHG3UREDEOH 3 5HVHUYHV

3UREDEOH5HVHUYHV

3URYHG3UREDEOH3RVVLEOH 3 5HVHUYHV

3RVVLEOH5HVHUYHV
+LJK3ULFH&DVH6HQVLWLYLW\

7RWDO3URYHG 3 5HVHUYHV

3URYHG'HYHORSHG3URGXFLQJ5HVHUYHV

3URYHG'HYHORSHG1RQ±3URGXFLQJ5HVHUYHV

3URYHG8QGHYHORSHG5HVHUYHV

3URYHG3UREDEOH 3 5HVHUYHV

3UREDEOH5HVHUYHV

3URYHG3UREDEOH3RVVLEOH 3 5HVHUYHV

3RVVLEOH5HVHUYHV
6XPPDU\RI8QULVNHG*URVV 3HUFHQW &RQWLQJHQW5HVRXUFHV
/RFDWLRQ0DS±3URVSHFWV
6XPPDU\RI9ROXPHWULF3DUDPHWHUV
6XPPDU\RI8QULVNHG3URVSHFWLYH2LO5HVRXUFHV
6XPPDU\RI*HRORJLF5LVNLQJ
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Table I
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3HULRG
(QGLQJ












7RWDO













1HW
2SHUDWLQJ
([SHQVH
0



























3URGXFWLRQ

7D[HV 
0














*RYHUQPHQW6KDUH

,QFRPH7D[ 
5R\DOW\
0%%/
0%%/














5HLPEXUVHPHQW
)URP6WDWH
0














&RVW5HFRYHU\
0%%/














)XWXUH
1HW
5HYHQXH
0














1HW2LO5HVHUYHV
3URILW
0%%/














&XP3:
DW
0














7RWDO
0%%/














5HDOL]HG
2LO3ULFH
%%/














*URVV5HYHQXH
WR1HW,QWHUHVW
0





,QFRPHWD[EDUUHOVDUHFDOFXODWHGDVWKH*DERQHVHJRYHUQPHQW VVKDUHRISURILWRLOPXOWLSOLHGE\9$$/&2 VZRUNLQJLQWHUHVWQHWRIJRYHUQPHQWSDUWLFLSDWLRQ
9$$/&2 VVKDUHRIWKHVWDWHFDUU\FRVWVLVVKRZQDVFDSLWDOFRVWV

3URGXFWLRQWD[HVLQFOXGHERQXVHVDQGVWDWHIHHVIRUWUDLQLQJIXQGVK\GURFDUERQVXSSRUWIXQGVFRUSRUDWHVRFLDOUHVSRQVLELOLW\GRPHVWLFPDUNHWREOLJDWLRQVDQG3,'3,+



1RWHV7KHRLOYROXPHVVKRZQLQFOXGHFUXGHRLORQO\
1RWHV7RWDOVPD\QRWDGGEHFDXVHRIURXQGLQJ














1HW
$EDQGRQPHQW
&RVW
0



1HW
&DSLWDO
&RVW 
0












:RUNLQJ,QWHUHVW
2LO5HVHUYHV
0%%/














*URVV 
2LO5HVHUYHV
0%%/





7RWDO
&XP3URG
8OWLPDWH












3HULRG
(QGLQJ

727$/3529(' 3 5(6(59(6
$62)0$5&+

6800$5<352-(&7,212)5(6(59(6$1'5(9(18(%$6(35,&(&$6(
(7$0(0$5,13(50,72))6+25(*$%21
9$$/&2*$%216$,17(5(67

All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.
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3HULRG
(QGLQJ












7RWDO













1HW
2SHUDWLQJ
([SHQVH
0



























3URGXFWLRQ

7D[HV 
0














*RYHUQPHQW6KDUH

,QFRPH7D[ 
5R\DOW\
0%%/
0%%/














5HLPEXUVHPHQW
)URP6WDWH
0














&RVW5HFRYHU\
0%%/














)XWXUH
1HW
5HYHQXH
0














1HW2LO5HVHUYHV
3URILW
0%%/














&XP3:
DW
0














7RWDO
0%%/














5HDOL]HG
2LO3ULFH
%%/














*URVV5HYHQXH
WR1HW,QWHUHVW
0





,QFRPHWD[EDUUHOVDUHFDOFXODWHGDVWKH*DERQHVHJRYHUQPHQW VVKDUHRISURILWRLOPXOWLSOLHGE\9$$/&2 VZRUNLQJLQWHUHVWQHWRIJRYHUQPHQWSDUWLFLSDWLRQ
9$$/&2 VVKDUHRIWKHVWDWHFDUU\FRVWVLVVKRZQDVFDSLWDOFRVWV

3URGXFWLRQWD[HVLQFOXGHERQXVHVDQGVWDWHIHHVIRUWUDLQLQJIXQGVK\GURFDUERQVXSSRUWIXQGVFRUSRUDWHVRFLDOUHVSRQVLELOLW\GRPHVWLFPDUNHWREOLJDWLRQVDQG3,'3,+



1RWHV7KHRLOYROXPHVVKRZQLQFOXGHFUXGHRLORQO\
1RWHV7RWDOVPD\QRWDGGEHFDXVHRIURXQGLQJ














1HW
$EDQGRQPHQW
&RVW
0



1HW
&DSLWDO
&RVW 
0












:RUNLQJ,QWHUHVW
2LO5HVHUYHV
0%%/














*URVV 
2LO5HVHUYHV
0%%/





7RWDO
&XP3URG
8OWLPDWH












3HULRG
(QGLQJ

3529(''(9(/23('352'8&,1*5(6(59(6
$62)0$5&+

6800$5<352-(&7,212)5(6(59(6$1'5(9(18(%$6(35,&(&$6(
(7$0(0$5,13(50,72))6+25(*$%21
9$$/&2*$%216$,17(5(67

All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.





Table III
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1HW
$EDQGRQPHQW
&RVW
0

1HW
&DSLWDO
&RVW 
0












3HULRG
(QGLQJ












7RWDO

























1HW
2SHUDWLQJ
([SHQVH
0



























3URGXFWLRQ

7D[HV 
0














*RYHUQPHQW6KDUH

,QFRPH7D[ 
5R\DOW\
0%%/
0%%/














5HLPEXUVHPHQW
)URP6WDWH
0














&RVW5HFRYHU\
0%%/














)XWXUH
1HW
5HYHQXH
0














1HW2LO5HVHUYHV
3URILW
0%%/














&XP3:
DW
0














7RWDO
0%%/














5HDOL]HG
2LO3ULFH
%%/














*URVV5HYHQXH
WR1HW,QWHUHVW
0





,QFRPHWD[EDUUHOVDUHFDOFXODWHGDVWKH*DERQHVHJRYHUQPHQW VVKDUHRISURILWRLOPXOWLSOLHGE\9$$/&2 VZRUNLQJLQWHUHVWQHWRIJRYHUQPHQWSDUWLFLSDWLRQ
9$$/&2 VVKDUHRIWKHVWDWHFDUU\FRVWVLVVKRZQDVFDSLWDOFRVWV

3URGXFWLRQWD[HVLQFOXGHERQXVHVDQGVWDWHIHHVIRUWUDLQLQJIXQGVK\GURFDUERQVXSSRUWIXQGVFRUSRUDWHVRFLDOUHVSRQVLELOLW\GRPHVWLFPDUNHWREOLJDWLRQVDQG3,'3,+



1RWHV7KHRLOYROXPHVVKRZQLQFOXGHFUXGHRLORQO\
1RWHV7RWDOVPD\QRWDGGEHFDXVHRIURXQGLQJ









7RWDO
&XP3URG
8OWLPDWH


































:RUNLQJ,QWHUHVW
2LO5HVHUYHV
0%%/

*URVV 
2LO5HVHUYHV
0%%/

3HULRG
(QGLQJ

3529(''(9(/23('121352'8&,1*5(6(59(6
$62)0$5&+

6800$5<352-(&7,212)5(6(59(6$1'5(9(18(%$6(35,&(&$6(
(7$0(0$5,13(50,72))6+25(*$%21
9$$/&2*$%216$,17(5(67

All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.
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1HW
$EDQGRQPHQW
&RVW
0

1HW
&DSLWDO
&RVW 
0














3HULRG
(QGLQJ












7RWDO

























1HW
2SHUDWLQJ
([SHQVH
0



























3URGXFWLRQ

7D[HV 
0














*RYHUQPHQW6KDUH

,QFRPH7D[ 
5R\DOW\
0%%/
0%%/














5HLPEXUVHPHQW
)URP6WDWH
0














&RVW5HFRYHU\
0%%/














)XWXUH
1HW
5HYHQXH
0














1HW2LO5HVHUYHV
3URILW
0%%/














&XP3:
DW
0














7RWDO
0%%/














5HDOL]HG
2LO3ULFH
%%/














*URVV5HYHQXH
WR1HW,QWHUHVW
0





,QFRPHWD[EDUUHOVDUHFDOFXODWHGDVWKH*DERQHVHJRYHUQPHQW VVKDUHRISURILWRLOPXOWLSOLHGE\9$$/&2 VZRUNLQJLQWHUHVWQHWRIJRYHUQPHQWSDUWLFLSDWLRQ
9$$/&2 VVKDUHRIWKHVWDWHFDUU\FRVWVLVVKRZQDVFDSLWDOFRVWV

3URGXFWLRQWD[HVLQFOXGHERQXVHVDQGVWDWHIHHVIRUWUDLQLQJIXQGVK\GURFDUERQVXSSRUWIXQGVFRUSRUDWHVRFLDOUHVSRQVLELOLW\GRPHVWLFPDUNHWREOLJDWLRQVDQG3,'3,+



1RWHV7KHRLOYROXPHVVKRZQLQFOXGHFUXGHRLORQO\
1RWHV7RWDOVPD\QRWDGGEHFDXVHRIURXQGLQJ









7RWDO
&XP3URG
8OWLPDWH


































:RUNLQJ,QWHUHVW
2LO5HVHUYHV
0%%/

*URVV 
2LO5HVHUYHV
0%%/

3HULRG
(QGLQJ

3529('81'(9(/23('5(6(59(6
$62)0$5&+

6800$5<352-(&7,212)5(6(59(6$1'5(9(18(%$6(35,&(&$6(
(7$0(0$5,13(50,72))6+25(*$%21
9$$/&2*$%216$,17(5(67

All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.
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3HULRG
(QGLQJ












7RWDO













1HW
2SHUDWLQJ
([SHQVH
0



























3URGXFWLRQ

7D[HV 
0














*RYHUQPHQW6KDUH

,QFRPH7D[ 
5R\DOW\
0%%/
0%%/














5HLPEXUVHPHQW
)URP6WDWH
0














&RVW5HFRYHU\
0%%/














)XWXUH
1HW
5HYHQXH
0














1HW2LO5HVHUYHV
3URILW
0%%/














&XP3:
DW
0














7RWDO
0%%/














5HDOL]HG
2LO3ULFH
%%/














*URVV5HYHQXH
WR1HW,QWHUHVW
0





,QFRPHWD[EDUUHOVDUHFDOFXODWHGDVWKH*DERQHVHJRYHUQPHQW VVKDUHRISURILWRLOPXOWLSOLHGE\9$$/&2 VZRUNLQJLQWHUHVWQHWRIJRYHUQPHQWSDUWLFLSDWLRQ
9$$/&2 VVKDUHRIWKHVWDWHFDUU\FRVWVLVVKRZQDVFDSLWDOFRVWV

3URGXFWLRQWD[HVLQFOXGHERQXVHVDQGVWDWHIHHVIRUWUDLQLQJIXQGVK\GURFDUERQVXSSRUWIXQGVFRUSRUDWHVRFLDOUHVSRQVLELOLW\GRPHVWLFPDUNHWREOLJDWLRQVDQG3,'3,+



1RWHV7KHRLOYROXPHVVKRZQLQFOXGHFUXGHRLORQO\
1RWHV7RWDOVPD\QRWDGGEHFDXVHRIURXQGLQJ














1HW
$EDQGRQPHQW
&RVW
0



1HW
&DSLWDO
&RVW 
0












:RUNLQJ,QWHUHVW
2LO5HVHUYHV
0%%/














*URVV 
2LO5HVHUYHV
0%%/





7RWDO
&XP3URG
8OWLPDWH












3HULRG
(QGLQJ

3529('352%$%/( 3 5(6(59(6
$62)0$5&+

6800$5<352-(&7,212)5(6(59(6$1'5(9(18(%$6(35,&(&$6(
(7$0(0$5,13(50,72))6+25(*$%21
9$$/&2*$%216$,17(5(67

All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.





Table VI

181














3HULRG
(QGLQJ












7RWDO













1HW
2SHUDWLQJ
([SHQVH
0



























3URGXFWLRQ

7D[HV 
0














*RYHUQPHQW6KDUH

,QFRPH7D[ 
5R\DOW\
0%%/
0%%/














5HLPEXUVHPHQW
)URP6WDWH
0














&RVW5HFRYHU\
0%%/














)XWXUH
1HW
5HYHQXH
0














1HW2LO5HVHUYHV
3URILW
0%%/














&XP3:
DW
0














7RWDO
0%%/














5HDOL]HG
2LO3ULFH
%%/














*URVV5HYHQXH
WR1HW,QWHUHVW
0





,QFRPHWD[EDUUHOVDUHFDOFXODWHGDVWKH*DERQHVHJRYHUQPHQW VVKDUHRISURILWRLOPXOWLSOLHGE\9$$/&2 VZRUNLQJLQWHUHVWQHWRIJRYHUQPHQWSDUWLFLSDWLRQ
9$$/&2 VVKDUHRIWKHVWDWHFDUU\FRVWVLVVKRZQDVFDSLWDOFRVWV

3URGXFWLRQWD[HVLQFOXGHERQXVHVDQGVWDWHIHHVIRUWUDLQLQJIXQGVK\GURFDUERQVXSSRUWIXQGVFRUSRUDWHVRFLDOUHVSRQVLELOLW\GRPHVWLFPDUNHWREOLJDWLRQVDQG3,'3,+



1RWHV7KHRLOYROXPHVVKRZQLQFOXGHFUXGHRLORQO\
1RWHV7RWDOVPD\QRWDGGEHFDXVHRIURXQGLQJ














1HW
$EDQGRQPHQW
&RVW
0

1HW
&DSLWDO
&RVW 
0










































:RUNLQJ,QWHUHVW
2LO5HVHUYHV
0%%/

7RWDO
&XP3URG
8OWLPDWH

*URVV 
2LO5HVHUYHV
0%%/

3HULRG
(QGLQJ

352%$%/(5(6(59(6
$62)0$5&+

6800$5<352-(&7,212)5(6(59(6$1'5(9(18(%$6(35,&(&$6(
(7$0(0$5,13(50,72))6+25(*$%21
9$$/&2*$%216$,17(5(67

All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.
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3HULRG
(QGLQJ












7RWDO













1HW
2SHUDWLQJ
([SHQVH
0



























3URGXFWLRQ

7D[HV 
0














*RYHUQPHQW6KDUH

,QFRPH7D[ 
5R\DOW\
0%%/
0%%/














5HLPEXUVHPHQW
)URP6WDWH
0














&RVW5HFRYHU\
0%%/














)XWXUH
1HW
5HYHQXH
0














1HW2LO5HVHUYHV
3URILW
0%%/














&XP3:
DW
0














7RWDO
0%%/














5HDOL]HG
2LO3ULFH
%%/














*URVV5HYHQXH
WR1HW,QWHUHVW
0





,QFRPHWD[EDUUHOVDUHFDOFXODWHGDVWKH*DERQHVHJRYHUQPHQW VVKDUHRISURILWRLOPXOWLSOLHGE\9$$/&2 VZRUNLQJLQWHUHVWQHWRIJRYHUQPHQWSDUWLFLSDWLRQ
9$$/&2 VVKDUHRIWKHVWDWHFDUU\FRVWVLVVKRZQDVFDSLWDOFRVWV

3URGXFWLRQWD[HVLQFOXGHERQXVHVDQGVWDWHIHHVIRUWUDLQLQJIXQGVK\GURFDUERQVXSSRUWIXQGVFRUSRUDWHVRFLDOUHVSRQVLELOLW\GRPHVWLFPDUNHWREOLJDWLRQVDQG3,'3,+



1RWHV7KHRLOYROXPHVVKRZQLQFOXGHFUXGHRLORQO\
1RWHV7RWDOVPD\QRWDGGEHFDXVHRIURXQGLQJ














1HW
$EDQGRQPHQW
&RVW
0



1HW
&DSLWDO
&RVW 
0












:RUNLQJ,QWHUHVW
2LO5HVHUYHV
0%%/














*URVV 
2LO5HVHUYHV
0%%/





7RWDO
&XP3URG
8OWLPDWH












3HULRG
(QGLQJ

3529('352%$%/(3266,%/( 3 5(6(59(6
$62)0$5&+

6800$5<352-(&7,212)5(6(59(6$1'5(9(18(%$6(35,&(&$6(
(7$0(0$5,13(50,72))6+25(*$%21
9$$/&2*$%216$,17(5(67

All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.
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3HULRG
(QGLQJ












7RWDO













1HW
2SHUDWLQJ
([SHQVH
0



























3URGXFWLRQ

7D[HV 
0














*RYHUQPHQW6KDUH

,QFRPH7D[ 
5R\DOW\
0%%/
0%%/














5HLPEXUVHPHQW
)URP6WDWH
0














&RVW5HFRYHU\
0%%/














)XWXUH
1HW
5HYHQXH
0














1HW2LO5HVHUYHV
3URILW
0%%/














&XP3:
DW
0














7RWDO
0%%/














5HDOL]HG
2LO3ULFH
%%/














*URVV5HYHQXH
WR1HW,QWHUHVW
0





,QFRPHWD[EDUUHOVDUHFDOFXODWHGDVWKH*DERQHVHJRYHUQPHQW VVKDUHRISURILWRLOPXOWLSOLHGE\9$$/&2 VZRUNLQJLQWHUHVWQHWRIJRYHUQPHQWSDUWLFLSDWLRQ
9$$/&2 VVKDUHRIWKHVWDWHFDUU\FRVWVLVVKRZQDVFDSLWDOFRVWV

3URGXFWLRQWD[HVLQFOXGHERQXVHVDQGVWDWHIHHVIRUWUDLQLQJIXQGVK\GURFDUERQVXSSRUWIXQGVFRUSRUDWHVRFLDOUHVSRQVLELOLW\GRPHVWLFPDUNHWREOLJDWLRQVDQG3,'3,+



1RWHV7KHRLOYROXPHVVKRZQLQFOXGHFUXGHRLORQO\
1RWHV7RWDOVPD\QRWDGGEHFDXVHRIURXQGLQJ














1HW
$EDQGRQPHQW
&RVW
0

1HW
&DSLWDO
&RVW 
0










































:RUNLQJ,QWHUHVW
2LO5HVHUYHV
0%%/

7RWDO
&XP3URG
8OWLPDWH

*URVV 
2LO5HVHUYHV
0%%/

3HULRG
(QGLQJ

3266,%/(5(6(59(6
$62)0$5&+

6800$5<352-(&7,212)5(6(59(6$1'5(9(18(%$6(35,&(&$6(
(7$0(0$5,13(50,72))6+25(*$%21
9$$/&2*$%216$,17(5(67

All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.
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TECHNICAL DISCUSSION
ETAME MARIN PERMIT, OFFSHORE GABON



1.0

GENERAL OVERVIEW _________________________________________________________
1HWKHUODQG6HZHOO $VVRFLDWHV,QF 16$, KDVHVWLPDWHGWKHSURYHGSUREDEOHDQGSRVVLEOHUHVHUYHV
DQGIXWXUHUHYHQXHDVRI0DUFKWRWKH9$$/&2*DERQ6$ 9$$/&2 ZRUNLQJLQWHUHVWLQFHUWDLQ
RLOSURSHUWLHVORFDWHGLQWKH(WDPH0DULQ3HUPLWRIIVKRUH*DERQ:HKDYHDOVRHVWLPDWHGWKHXQULVNHG
FRQWLQJHQW DQG SURVSHFWLYH UHVRXUFHV DV RI 0DUFK   WR WKH 9$$/&2 ZRUNLQJ LQWHUHVW LQ WKHVH
SURSHUWLHV$ORFDWLRQPDSIRUWKH(WDPH0DULQ3HUPLWLVVKRZQRQ)LJXUH*URVVYROXPHVVKRZQLQWKLV
UHSRUWDUHSHUFHQWRIWKHYROXPHVH[SHFWHGWREHSURGXFHGIURPWKHSURSHUWLHV
7KLV&RPSHWHQW3HUVRQ V5HSRUW UHSRUW KDVEHHQSUHSDUHGLQDFFRUGDQFHZLWKWKHUHFRPPHQGDWLRQVRI
WKH(XURSHDQ6HFXULWLHVDQG0DUNHWV$XWKRULW\ (60$ DQGWKHGHILQLWLRQVDQGJXLGHOLQHVVHWIRUWKLQWKH
3HWUROHXP5HVRXUFHV0DQDJHPHQW6\VWHP 3506 DSSURYHGE\WKH6RFLHW\RI3HWUROHXP(QJLQHHUV
63( $VSUHVHQWHGLQWKH3506SHWUROHXPDFFXPXODWLRQVFDQEHFODVVLILHGLQGHFUHDVLQJRUGHU
RI OLNHOLKRRG RI FRPPHUFLDOLW\ DV UHVHUYHV FRQWLQJHQW UHVRXUFHV RU SURVSHFWLYH UHVRXUFHV  'LIIHUHQW
FODVVLILFDWLRQVRISHWUROHXPDFFXPXODWLRQVKDYHYDU\LQJGHJUHHVRIWHFKQLFDODQGFRPPHUFLDOULVNWKDWDUH
GLIILFXOW WR TXDQWLI\ WKXV UHVHUYHV FRQWLQJHQW UHVRXUFHV DQG SURVSHFWLYH UHVRXUFHV VKRXOG QRW EH
DJJUHJDWHGZLWKRXWH[WHQVLYHFRQVLGHUDWLRQRIWKHVHIDFWRUV
)RUWKHSXUSRVHVRIWKLVUHSRUWZHXVHGWHFKQLFDODQGHFRQRPLFGDWDLQFOXGLQJEXWQRWOLPLWHGWRZHOOORJV
JHRORJLF PDSV VHLVPLF GDWD ZHOO WHVW GDWD SURGXFWLRQ GDWD KLVWRULFDO SULFH LQIRUPDWLRQ DQG SURSHUW\
RZQHUVKLSLQWHUHVWV7KHUHVHUYHVFRQWLQJHQWUHVRXUFHVDQGSURVSHFWLYHUHVRXUFHVLQWKLVUHSRUWKDYH
EHHQHVWLPDWHGXVLQJDFRPELQDWLRQRIGHWHUPLQLVWLFDQGSUREDELOLVWLFPHWKRGVWKHVHHVWLPDWHVKDYHEHHQ
SUHSDUHGLQDFFRUGDQFHZLWKJHQHUDOO\DFFHSWHGSHWUROHXPHQJLQHHULQJDQGHYDOXDWLRQSULQFLSOHVVHWIRUWK
LQ WKH 6WDQGDUGV 3HUWDLQLQJ WR WKH (VWLPDWLQJ DQG $XGLWLQJ RI 2LO DQG *DV 5HVHUYHV ,QIRUPDWLRQ
SURPXOJDWHGE\WKH63(:HXVHGVWDQGDUGHQJLQHHULQJDQGJHRVFLHQFHPHWKRGVRUDFRPELQDWLRQRI
PHWKRGVLQFOXGLQJSHUIRUPDQFHDQDO\VLVYROXPHWULFDQDO\VLVDQDORJ\DQGUHVHUYRLUPRGHOLQJWKDWZH
FRQVLGHUHGWREHDSSURSULDWHDQGQHFHVVDU\WRFODVVLI\FDWHJRUL]HDQGHVWLPDWHYROXPHVLQDFFRUGDQFH
ZLWK WKH  3506 GHILQLWLRQV DQG JXLGHOLQHV  $V LQ DOO DVSHFWV RI RLO DQG JDV HYDOXDWLRQ WKHUH DUH
XQFHUWDLQWLHVLQKHUHQWLQWKHLQWHUSUHWDWLRQRIHQJLQHHULQJDQGJHRVFLHQFHGDWDWKHUHIRUHRXUFRQFOXVLRQV
QHFHVVDULO\UHSUHVHQWRQO\LQIRUPHGSURIHVVLRQDOMXGJPHQW

2.0

GEOLOGY ___________________________________________________________________
7KHFRDVWDOVHGLPHQWDU\EDVLQRI*DERQVWDUWHGIRUPLQJGXULQJWKH8SSHU-XUDVVLFSHULRGZLWKWKHRQVHW
RIULIWLQJDQGEUHDNXSRIWKH*RQGZDQDVXSHUFRQWLQHQW5LIWLQJVWDUWHGZLWKWKHIRUPDWLRQRIDVHULHVRI
WLOWHG KRUVW DQG JUDEHQ EORFNV DQG IOXYLRGHOWDLF GHSRVLWLRQ WKDW HQGHG ZLWK GHSRVLWLRQ RI WKH 'HQWDOH
)RUPDWLRQ7KHULIWSKDVHZDVWHUPLQDWHGE\PDMRUXSOLIWRIWKHZHVWHUQPDUJLQRI$IULFDWKDWFDXVHGDQ
HURVLRQDO HYHQW WKDW SODQHG RII WRSRJUDSKLF KLJKV DQG GHSRVLWHG WKH VHGLPHQWV LQ WKH ORZV FUHDWLQJ D
VXUIDFHZLWKOLWWOHRUQRWRSRJUDSKLFUHOLHI
7KHULIWSKDVHZDVIROORZHGE\DQ$SWLDQWUDQVLWLRQSKDVHLQLWLDWHGE\WUDQVJUHVVLRQRIPDULQHZDWHUVLQWR
WKHEDVLQZLWKGHSRVLWLRQRIWKHWUDQVJUHVVLYH*DPED6DQGVWRQHDQG9HPER6KDOH/DWHUGHSRVLWLRQRI
WKH(]DQJD6DOWRFFXUUHGLQWKHUHVWULFWHGVHDZD\WKDWIRUPHGDQGWKHQZDVFXWRIIIURPWKHPDLQERG\RI
WKHRFHDQ
7KHWUDQVLWLRQSKDVHZDVVXFFHHGHGE\WKHGULIWSKDVHLQZKLFK$OELDQRFHDQLFFUXVWVWDUWHGWRIRUPDQG
WKH0DGLHODFDUERQDWHVZHUHGHSRVLWHG7KHVHFDUERQDWHVDQGWKHFODVWLFVRIWKH&HQRPDQLDQ&DS/RSH]
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ZHUHGHIRUPHGE\EDVLQZDUGEORFNIDXOWLQJFDXVHGE\DVOLJKWZHVWZDUGWLOWRIWKHEDVLQDQGWKHPRELOLW\RI
WKHXQGHUO\LQJVDOW
)URPWKH&HQRPDQLDQRQZDUGDODUJHSURJUDGLQJZHGJHRIPDULQHDQGPDUJLQDOPDULQHFODVWLFVKDVEHHQ
GHSRVLWHGDORQJWKHZHVWFRDVWRI*DERQ7KLVVHGLPHQWZHGJHKDVEHHQEURNHQXSLQWRODUJHIDXOWEORFNV
)%V IRUPHGE\OLVWULFIDXOWLQJWKDWVROHVRXWLQWRWKH(]DQJD6DOW
$ JHQHUDOL]HG VWUDWLJUDSKLF DQG OLWKRORJLF FROXPQ RI VRXWK *DERQ LV VKRZQ RQ )LJXUH   7KH 'HQWDOH
)RUPDWLRQ *DPED )RUPDWLRQ 9HPER 6KDOH DQG (]DQJD 6DOW DUH RI SULQFLSDO LPSRUWDQFH  7KHVH
IRUPDWLRQVUHSUHVHQWWKHVRXUFHURFNUHVHUYRLUDQGVHDOIRUWKHILHOGVHYDOXDWHGLQWKLVUHSRUW$W\SHORJ
RIWKH'HQWDOHDQG*DPED)RUPDWLRQVLVVKRZQRQ)LJXUH
7KH 'HQWDOH )RUPDWLRQ FRQWDLQV D WKLFN VHTXHQFH RI IOXYLRGHOWDLF DQG IOXYLRODFXVWULQH VDQGVWRQHV DQG
VKDOHVRI%DUUHPLDQDJH7KHVRXUFHURFNIRUPXFKRIWKHRIIVKRUHDUHDLVIRXQGLQWKLVIRUPDWLRQ,WLV
DOVRRQHRIWKHPRUHSUROLILFRLOSURGXFLQJ]RQHVLQ*DERQ7KH'HQWDOH)RUPDWLRQLVSURGXFWLYHLQRIIVKRUH
(WDPH1RUWK7FKLEDODDQG7RUWXH)LHOGVDVZHOODVRQVKRUH2EDQJXHDQG7VLHQJXL)LHOGV
7KH *DPED )RUPDWLRQ XQFRQIRUPDEO\ RYHUOLHV WKH 'HQWDOH )RUPDWLRQ DQG ZDV GHSRVLWHG GXULQJ WKH
WUDQVJUHVVLYHHYHQWDIWHUHURVLRQRIWKH'HQWDOH)RUPDWLRQ7KH*DPED)RUPDWLRQLVFRPSRVHGRIDEDVDO
VDQGVWRQHDQGDQXSSHUFDUERQDWH7KHUHVHUYRLULVXVXDOO\FRQWDLQHGLQWKHVDQGVWRQHVLQFHWKHFDUERQDWH
LV W\SLFDOO\ YHU\ WLJKW XQOHVV D GRORPLWH ]RQH LV GHYHORSHG  7KH *DPED 6DQGVWRQH H[KLELWV H[FHOOHQW
UHVHUYRLUSURSHUWLHVZLWKSRURVLW\JHQHUDOO\EHWZHHQWRSHUFHQWDQGSHUPHDELOLW\RIWHQJUHDWHUWKDQ
GDUF\
&DSSLQJWKH*DPED)RUPDWLRQDUHWKH9HPER6KDOHDQGWKH(]DQJD6DOW7KH9HPERLVDGDUNFRORUHG
UHVWULFWHG PDULQH VKDOH  7KH (]DQJD 6DOW YDULHV LQ WKLFNQHVV IURP  WR RYHU  PHWHUV P   7KH
GUDVWLFFKDQJHLQWKLFNQHVVLVFDXVHGE\WKHPRELOLW\RIWKHVDOWWKDWKDVUHVXOWHGLQPXFKRIWKHVWUXFWXULQJ
REVHUYHGLQWKHSRVWVDOWVHTXHQFH7KH9HPER6KDOHDQG(]DQJD6DOWPDNHDQH[FHOOHQWVHDOIRUWKH
XQGHUO\LQJ*DPEDDQG'HQWDOH)RUPDWLRQV

3.0

OVERVIEW OF ETAME MARIN PERMIT AREA AND DEVELOPMENT __________________
7KH (WDPH 0DULQ 3HUPLW FRYHUV DQ DUHD RI DSSUR[LPDWHO\  VTXDUH NLORPHWHUV NP  LQ WKH FRDVWDO
EDVLQ RIIVKRUH VRXWKHUQ *DERQ  &XUUHQWO\ 9$$/&2 KROGV WKH OLFHQVH WR SURGXFH DQG GULOO ZLWKLQ WKUHH
([FOXVLYH([SORLWDWLRQ$XWKRUL]DWLRQV (($V LQWKHSHUPLWDUHDZKLFKFRPSULVHNPORFDWHGDURXQG
WKHSURGXFLQJILHOGDUHDV7KH(ERXUL(($LQFOXGHV(ERXUL)LHOGDQGFRPSULVHVNPWKH$YRXPD
(($LQFOXGHV$YRXPD6RXWK7FKLEDODDQG1RUWK7FKLEDOD)LHOGVDQGFRPSULVHVNPDQGWKH(WDPH
(($LQFOXGHV(WDPHDQG6RXWKHDVW(WDPH)LHOGVDQGFRPSULVHVNP7KHORFDWLRQPDSRQ)LJXUH
VKRZV WKHVH DUHDV  :DWHU GHSWKV UDQJH IURP  WR  P RYHU WKH ILHOGV  7KH SHUPLW LV ORFDWHG
DSSUR[LPDWHO\  NLORPHWHUV QRUWKZHVW RI WKH *DERQ&RQJR LQWHUQDWLRQDO ERXQGDU\  7KH WDEOH EHORZ
GHVFULEHVWKH(WDPH0DULQH3HUPLWDQGWKHILHOGVLWFRPSULVHV

/LFHQVH)LHOG

(WDPH0DULQ3HUPLW
 $YRXPD6RXWK7FKLEDOD)LHOG
 (ERXUL)LHOG
 (WDPH)LHOG
1RUWK7FKLEDOD)LHOG
 6RXWKHDVW(WDPH


2SHUDWRU


 9$$/&2*DERQ6$















9$$/&2
:RUNLQJ,QWHUHVW












/LFHQVH
/LFHQVH

([SLUDWLRQ
$UHD
6WDWXV  'DWH 
NP 








  

 3URGXFWLRQ 



 3URGXFWLRQ 



 3URGXFWLRQ 



 3URGXFWLRQ 



 3URGXFWLRQ 
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(OI*DERQWKHRULJLQDOOLFHQVHKROGHUGULOOHGVHYHUDOZHOOVGXULQJWKHVDQGVZKHQ6RXWK7FKLEDOD
DQG1RUWK7FKLEDOD)LHOGVZHUHGLVFRYHUHG9$$/&2LVWKHFXUUHQWRSHUDWRUZLWKDSHUFHQWZRUNLQJ
LQWHUHVWWKDWZDVDFTXLUHGLQ-XO\DQG1RYHPEHU9$$/&2FRQGXFWHGDNP'VHLVPLF
VXUYH\LQDQGGULOOHGWKHGLVFRYHU\ZHOOIRU(WDPH)LHOGLQ
7KH ILHOGV LQ WKH (WDPH 0DULQ 3HUPLW SURGXFH WR WKH 3HWUROHR 1DXWLSD IORDWLQJ SURGXFWLRQ VWRUDJH DQG
RIIORDGLQJYHVVHO )362 ZKLFKKDVDSURFHVVLQJFDSDFLW\RIEDUUHOVRIWRWDOIOXLGSHUGD\'U\WUHH
ZHOOVDUHXVHGWRGHYHORSWKHILHOGVIURPIRXUPDQQHGSURGXFWLRQSODWIRUPV7KH$YRXPD(ERXUL(WDPH
DQG6RXWKHDVW(WDPHDQG1RUWK7FKLEDOD 6((17 3ODWIRUPVDUHWLHGEDFNWKURXJKFDUERQVWHHOVXEVHD
SLSHOLQHVDQGXQERQGHGIOH[LEOHULVHUVWRWKHVSUHDGPRRUHG)3626RPHRIWKHRULJLQDOZHOOVLQ(WDPH
)LHOG KDYH VXEVHD WUHHV ZKLFK DUH WLHG GLUHFWO\ EDFN WR WKH )362  $ VXPPDU\ RI WKH NH\ SURGXFWLRQ
IDFLOLWLHVDQGWKHLUYDULRXVSURGXFWLRQFDSDFLWLHVLVVKRZQRQ)LJXUH
'HYHORSPHQWKLVWRU\DQGVWDWXVIRUHDFKRIWKHILHOGVLVLQFOXGHGEHORZDQGDWDEOHVKRZLQJWKHYDULRXV
ZHOOV WKHLU KLVWRULFDO SURGXFWLRQ DQG WKHLU FXUUHQW VWDWXV LV VKRZQ RQ )LJXUH   5HSUHVHQWDWLYH GHSWK
VWUXFWXUHPDSVIRUHDFKILHOGDUHVKRZQRQ)LJXUHVWKURXJK



$9280$6287+7&+,%$/$),(/'
7KHGLVFRYHU\ZHOOIRU6RXWK7FKLEDOD)LHOGZDVGULOOHGLQIROORZHGE\WKHGULOOLQJRIIRXUPRUHDSSUDLVDO
ZHOOV  7KH $YRXPD H[SORUDWLRQ ZHOO ZDV GULOOHG LQ -XO\  WR WKH VRXWKZHVW RI WKH H[LVWLQJ 6RXWK
7FKLEDOD)LHOGZHOOVDQGFRQILUPHGDVWUXFWXUHLQD)%DGMDFHQWWR6RXWK7FKLEDOD)LHOG7KLVILHOGLVQRZ
UHIHUUHGWRDV$YRXPD6RXWK7FKLEDOD)LHOG7KH$YRXPDZHOOGULOOVWHPWHVWHGDWDUDWHRIWKRXVDQG
EDUUHOVRIRLOSHUGD\ 0%23' VRWKHGHFLVLRQZDVPDGHWRFRPPHUFLDOO\GHYHORSWKLVILHOG7ZRKRUL]RQWDO
GHYHORSPHQWZHOOVZHUHGULOOHGLQWKHVHFRQGKDOIRI7KH(7%60ZHOOZDVGULOOHGWRWKH6RXWK
7FKLEDODVWUXFWXUHDQGWKH($920+ZHOOZDVGULOOHGWRWKH$YRXPDVWUXFWXUH$QXQPDQQHGSURGXFWLRQ
IDFLOLW\ZDVLQVWDOOHGDQGWLHGLQE\DVXEVHDSLSHOLQHWR(WDPH)LHOGGXULQJ(OHFWURQLFVXEPHUVLEOH
SXPSV (63V  LQVWDOOHG LQ WKH WZR SURGXFWLRQ ZHOOV SURYLGHG WKH DUWLILFLDO OLIW PHFKDQLVP IRU SURGXFWLRQ
3URGXFWLRQVWDUWHGIURPWKHWZRKRUL]RQWDOZHOOVLQ-DQXDU\7KHILHOGSURGXFWLRQUDWHLQ)HEUXDU\
ZDVDSSUR[LPDWHO\0%23'KRZHYHUWKLVUDWHZDVDUWLILFLDOO\UHVWULFWHGEHFDXVHRIRYHUDOOOLFHQVH
SURFHVVLQJOLPLWDWLRQV7KHILHOGSURGXFWLRQUDWHJUDGXDOO\LQFUHDVHGWKURXJKRXWWKH\HDUDVWKHUDWHIURP
(WDPH )LHOG GHFUHDVHG  7KH ILHOG SURGXFWLRQ UDWH UHDFKHG D SHDN RI  0%23' LQ $SULO   7KH
(7%60+ZHOOZKLFKWDUJHWHGDFHQWUDOSRUWLRQRIWKH6RXWK7FKLEDODDUHDZDVGULOOHGLQ2FWREHU
DQGSXWRQOLQHLQ'HFHPEHU7KH($920+ZHOOZDVGULOOHGLQWKHVRXWKHUQSRUWLRQRIWKH$YRXPD
VWUXFWXUHDQGSXWRQOLQHLQ$SULO,QWKH(7%60ZHOOZDVVLGHWUDFNHGWRWKH(7%60+%
ORFDWLRQWRPLWLJDWHDPHFKDQLFDOLVVXHLQWKHRULJLQDOZHOO$OORIWKH$YRXPD6RXWK7FKLEDODZHOOVDUH
SURGXFHG XVLQJ (63V DQG SXPS UHSODFHPHQW ZRUNRYHUV DUH D VLJQLILFDQW FRPSRQHQW RI WKH RQJRLQJ
RSHUDWLRQV LQ WKH ILHOG  16$, V HVWLPDWHV IRU WKLV ILHOG LQFOXGH WKH (7%60+ ZHOO ZKLFK ZLOO WDUJHW D
VWUXFWXUDOKLJKWRWKHQRUWKDQGZHVWRIWKHH[LVWLQJSURGXFLQJZHOOV



(%285,),(/'
(ERXUL)LHOGLVORFDWHGDORQJWKHERXQGDU\RIWKH(WDPH0DULQ3HUPLWDVVKRZQRQ)LJXUH7KHILHOGZDV
GLVFRYHUHGLQ'HFHPEHUZLWKWKHGULOOLQJRIWKH(%2ZHOO7KH(%2ZHOOZDVGULOOHGWRP
PHDVXUHGGHSWK PWUXHYHUWLFDOGHSWKVXEVHD DQGHQFRXQWHUHGDSSUR[LPDWHO\PRIRLOSD\LQWKH
*DPED)RUPDWLRQQHDUWKHFHQWHURIWKHVWUXFWXUH7KHRLOGLVFRYHU\ZDVFRQILUPHGE\WKHGULOOLQJRIWZR
VLGHWUDFNVWKH(%267ZHOORQWKHHDVWVLGHRIWKHVWUXFWXUHDQGWKH(%267ZHOOWRWKHZHVWRIWKH
GLVFRYHU\ZHOO(ERXULGHYHORSPHQWZDVWKHQDSSURYHGDQGWKH(ERXUL3ODWIRUPZDVLQVWDOOHG$WWKHHQG
RI  UHQHZHG DSSUDLVDO DQG GHYHORSPHQW EHJDQ ZLWK WKH GULOOLQJ RI WKH ((%20+3 ZHOO  7KH
((%20+3ZHOOFDPHLQKLJKWRSURJQRVLVDQGSXVKHGWKHRLOZDWHUFRQWDFWIXUWKHUZHVW$VHFRQGSLORW
KROH((%20+3ZDVWKHQGULOOHGIURPWKHSODWIRUPWRWKHQRUWKHQGRIWKHVWUXFWXUHDQGDOVRFDPHLQ
KLJKWRSURJQRVLV$KRUL]RQWDOGUDLQKROHWKH((%20+ZDVGULOOHGIURPWKLVSLORWKROHLQWKHQRUWKSDUW
RIWKHILHOG$WKLUGZHOOWKH((%210ZDVGULOOHGWRWKHQRUWKHDVWLQODWHWRWHVWDSRVVLEOHVHSDUDWH
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FORVXUH7KLVZHOOFDPHLQVOLJKWO\ORZWRSURJQRVLVZLWKWKHVDPHFRQWDFWDVVHHQLQ(ERXUL)LHOG7KH
((%210ZHOOZDVWKHQVLGHWUDFNHGWRWKHVRXWKZHVWRIWKHRULJLQDOKROHDQGHQFRXQWHUHGJRRGTXDOLW\
UHVHUYRLUVDQGVRLOILOOHGWREDVH$VHFRQGSURGXFLQJZHOOWKH((%20+ZDVGULOOHGLQHDUO\WR
SURGXFHWKHQRUWKHDVWDUHDRIWKHILHOG
7KH((%20+ZHOOEHJDQSURGXFLQJLQ-DQXDU\DQGWKH((%20+FDPHRQOLQHLQ$SULO
,QLWLDOILHOGUDWHVZHUH0%23',QHDUO\WKH((%20SLORWZDVGULOOHGLQWKHVRXWKZHVWSRUWLRQ
RI WKH (ERXUL VWUXFWXUH  7KLV ZHOO KHOSHG GHILQH WKH H[WHQW RI WKH VWUXFWXUH LQ WKLV DUHD EHIRUH EHLQJ
VLGHWUDFNHGWRWKH((%20+SURGXFLQJORFDWLRQLQWKHHDVWHUQSDUWRIWKHILHOG,Q0D\WKHZHOOZDV
EURXJKWRQOLQHZLWKLQLWLDOUDWHVRIRYHU0%23'3HDNSURGXFWLRQUDWHVRIRYHU0%23'IURPWKH
WKUHHSURGXFLQJZHOOVRFFXUUHGLQ-XQH
,Q -XO\  LW ZDV IRXQG WKDW K\GURJHQ VXOILGH +6  ZDV EHLQJ SURGXFHG IURP WKH ((%20+ DQG
((%20+ZHOOV$OOSURGXFWLRQSULRUWRWKLVHYHQWZDVVZHHWFUXGHEHFDXVHWKHIDFLOLWLHVDQGZHOOERUHV
ZHUHQRWGHVLJQHGWRKDQGOHVRXUSURGXFWLRQWKHZHOOVZHUHVKXWLQ$OWKRXJKWKHVHZHOOVKDYHEHHQVKXW
LQVLQFHWKDWWLPHWKH((%20+ZHOOKDVFRQWLQXHGWRSURGXFHDWORZOHYHOVRI+6ZKLFKDUHDEOHWREH
WUHDWHGE\FKHPLFDOLQMHFWLRQ16$, VIRUHFDVWVLQFOXGHDZRUNRYHURQWKLVZHOOWRUHSDLUDWXELQJOHDNDQG
UHSODFHWKH(63V'LVFXVVLRQVDERXWDFUXGHVZHHWHQLQJSURMHFWDUHRQJRLQJDQGDWVRPHSRLQWIDFLOLWLHV
PRGLILFDWLRQV FRXOG EH PDGH LQ RUGHU WR UHVWRUH WKH VRXU FUXGH SURGXFWLRQ IURP WKH ((%20+ DQG
((%20+ZHOOV



(7$0(),(/'
(WDPH)LHOGZDVGLVFRYHUHGLQZLWKWKHGULOOLQJRIWKH(7$0(9ZHOOZKLFKGLVFRYHUHGRLOLQWKH
*DPED)RUPDWLRQ$IWHUWKH(7$0(9ZHOOZDVGULOOHGLQWKH'VHLVPLFGDWDZHUHUHSURFHVVHG
7KH(7$0(9ZHOOZDVGULOOHGLQ)HEUXDU\DQGWKH(7$0(9ZHOOZDVGULOOHGLQ0D\)URP
$SULOWR-XO\WKH(7$0(9DQG(7$0(9ZHOOVZHUHUHHQWHUHGDQGGULOOHGDVWKH(7$0(+DQG
(7$0(+KRUL]RQWDOSURGXFWLRQZHOOV3URGXFWLRQIURPWKHILHOGFRPPHQFHGLQ6HSWHPEHUIURPWKH
(7$0(9(7$0(+DQG(7$0(+ZHOOV,WEHFDPHDSSDUHQWWKDWWKHILHOGLVGLYLGHGLQWRWZRUHJLRQV
VHSDUDWHG E\ D QRUWKHDVWWRVRXWKZHVWWUHQGLQJ VHDOLQJ IDXOW  )OXLG SURSHUWLHV SDUWLFXODUO\ JDVRLO UDWLR
GLIIHUDFURVVWKLVIDXOW7KHUHJLRQVDUHNQRZQDVWKH9)%DQGWKH0DLQ)%DVVKRZQRQ)LJXUH
$GGLWLRQDO UHSURFHVVLQJ RI WKH ' VHLVPLF GDWD ZDV SHUIRUPHG LQ   7KH (7$0(+3LORW DQG
(7$0(+ZHOOVZHUHGULOOHGLQWRWKH0DLQ)%LQ-XQHDQG-XO\DQGWKH(7$0(+ZHOOZDVSODFHG
RQSURGXFWLRQ7KH(7$0(+DQG(7$0(+67ZHOOVZHUHGULOOHGLQWRWKH0DLQ)%LQPLGDQGWKH
(7$0(+67ZDVSODFHGRQSURGXFWLRQ3URGXFWLRQIURPWKH(7$0(+ZHOOFHDVHGLQ6HSWHPEHU
EHFDXVHRIZDWHUSURGXFWLRQDQGVXEVHTXHQWORVVRIIORZLQJWXELQJSUHVVXUH7KH(7$0(+ZHOOZDV
GULOOHGLQWRWKH9)%GXULQJ$XJXVWDQG6HSWHPEHUDQGFRPPHQFHGSURGXFWLRQLQ'HFHPEHU
6XEVHTXHQW WR WKH (7$0(+ FRPLQJ RQOLQH WKH SURGXFWLRQ UDWH IURP WKH (7$0(9 ZHOO ZHQW RQ D
VLJQLILFDQWO\VWHHSHUGHFOLQHDQGWKHZHOOVWRSSHGSURGXFLQJLQ$SULO7KH(7$0(+(7$0(+67
DQG(7$0(+ZHOOVDUHILWWHGZLWKJDVOLIWYDOYHV
3URGXFWLRQIURP(WDPH)LHOGKDGDOZD\VEHHQVZHHWFUXGHZLWKQR+6+RZHYHUDIWHUWKHGLVFRYHU\RI
+6LQWZRRIWKHWKUHH(ERXULZHOOVLQ-XO\DGGLWLRQDOPRQLWRULQJRIDOOZHOOVLQWKH(WDPH0DULQ3HUPLW
ZDVLPSOHPHQWHG,QHDUO\+6ZDVGLVFRYHUHGRQWKH(7$0(+ZHOODQGLWZDVVXEVHTXHQWO\VKXW
LQ
,QVWDOODWLRQRIDIRXUSLOHSODWIRUPZDVFRPSOHWHGLQWKHWKLUGTXDUWHURI7KHSODWIRUPKDVWKHFDSDELOLW\
WRVHUYHDVDILUVWVWDJHSURFHVVLQJIDFLOLW\IRUXSWRHLJKWGU\WUHH(63OLIWHGZHOOV7KUHHZHOOVKDYHEHHQ
GULOOHG IURP WKLV SODWIRUP WR (WDPH )LHOG WKH (7$0(+ LQWR WKH 0DLQ )% DQG WKH (7$0(+ DQG
(7$0(+LQWRWKH9)%7KH(7$0(+ZDVGULOOHGLQEXWHQFRXQWHUHG+6DQGDVDUHVXOWWKH
ZHOOKDVUHPDLQHGVKXWLQ7KH(7$0(+ZDVGULOOHGQHDUWKHHQGRIFRPSOHWHGLQ-DQXDU\
DQGVWDUWHGSURGXFWLRQLQ)HEUXDU\7KH(7$0(+ZDVGULOOHGLQWKHILUVWTXDUWHURIDQGZDV
FRPSOHWHGDQGVWDUWHGSURGXFWLRQLQ$SULO
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16$, VHVWLPDWHVIRU(WDPH)LHOGLQFOXGHDZRUNRYHURIWKH(7$0(+67ZHOODQGWKHGULOOLQJRIDWOHDVW
RQHDGGLWLRQDOKRUL]RQWDOSURGXFWLRQZHOOLQWKH0DLQ)%7KH(7$0(+67ZRUNRYHUSODQLVWRXVHDOLJKW
LQWHUYHQWLRQ YHVVHO WR UHSODFH DQG UHORFDWH WKH H[LVWLQJ JDVOLIW YDOYHV LQ DQ DWWHPSW WR LPSURYH JDV OLIW
HIILFLHQF\  7KH QHZ SURGXFWLRQ ZHOOV ZLOO EH WKH (7$0(+ DQG SRWHQWLDOO\ WKH (7$0(+ ERWK LQILOO
KRUL]RQWDOZHOOVLQWKH*DPED)RUPDWLRQ,WLVRXUXQGHUVWDQGLQJWKDW9$$/&2KDVDOVRGHFLGHGWRSURFHHG
ZLWK DGGLWLRQDO DSSUDLVDO GULOOLQJ LQWR WKH 'HQWDOH )RUPDWLRQ LQ (WDPH )LHOG DV SDUW RI WKH ZRUN SURJUDP
GHVFULEHGLQ6HFWLRQEXWWKHH[SHQGLWXUHVDQGSRWHQWLDOYROXPHVDVVRFLDWHGZLWKWKLVGULOOLQJKDYHQRW
EHHQLQFOXGHGLQRXUHVWLPDWHVRIUHVHUYHVDQGIXWXUHQHWUHYHQXH



1257+7&+,%$/$),(/'
$ FRPSOH[ RI VWDFNHG 'HQWDOH VDQGV NQRZQ DV 1RUWK 7FKLEDOD )LHOG LV ORFDWHG VRXWKHDVW RI 6RXWKHDVW
(WDPH )LHOG DQG QRUWKZHVW RI $YRXPD6RXWK 7FKLEDOD )LHOG  7KH 1RUWK 7FKLEDOD VWUXFWXUH LV D SUHVDOW
DQWLFOLQDOIHDWXUHLQZKLFKVHYHUDOVDQGVWRQHVZLWKLQWKH'HQWDOH)RUPDWLRQZHUHIRXQGWREHK\GURFDUERQ
EHDULQJ*XOI2LORI*DERQGULOOHGDGLVFRYHU\ZHOODQGWZRDSSUDLVDOZHOOVGXULQJWKHV(OI*DERQ
GULOOHGDQDGGLWLRQDODSSUDLVDOZHOOLQWKDWIXUWKHUGHILQHGWKHILHOG
,QWKHWKLUGTXDUWHURI9$$/&2FRPSOHWHGWKHLQVWDOODWLRQRIDIRXUSLOHIL[HGOHJSODWIRUPWRGHYHORS
6RXWKHDVW (WDPH DQG1RUWK 7FKLEDOD )LHOGV  7ZR ZHOOV KDYH EHHQ GULOOHG IURP WKLV SODWIRUP LQWR 1RUWK
7FKLEDOD )LHOG  7KH (7%10+ ZDV GULOOHG LQ  DQG ZDV FRPSOHWHG DQG VWDUWHG SURGXFWLRQ LQ
6HSWHPEHU,WLVDKRUL]RQWDOZHOOFRPSOHWHGLQWKHFRPPLQJOHG'DQG'LQWHUYDOVLQWKH'HQWDOH
)RUPDWLRQ  (7%10+ ZDV GULOOHG LQ  FRPSOHWHG LQ 1RYHPEHU  DQG VWDUWHG SURGXFWLRQ LQ
'HFHPEHU,WLVDKRUL]RQWDOZHOOFRPSOHWHGLQWKHFRPPLQJOHG'DQG'LQWHUYDOVLQWKH'HQWDOH
)RUPDWLRQ7KH(7%10+DQG(7%10+ZHOOVDUHERWKILWWHGZLWKXSSHUDQGORZHU(63VZKLFKDUH
RSHUDWLRQDOLIQHHGHGEXWERWKZHOOVFXUUHQWO\IORZQDWXUDOO\



6287+($67(7$0(
6RXWKHDVW (WDPH )LHOG ZDV LGHQWLILHG DV D VRXWKHUQ H[WHQVLRQ WR (WDPH )LHOG RQ D VHSDUDWH DQWLFOLQDO
VWUXFWXUH'XULQJWKH(76(0H[SORUDWLRQZHOOZDVGULOOHGDQGHQFRXQWHUHGRLOSD\LQWKH*DPED
)RUPDWLRQ  7KH GHSRVLW ZDV IXUWKHU GHILQHG E\ WZR DSSUDLVDO VLGHWUDFNV WKH (76(0 67 DQG WKH
(76(0677KHGLVFRYHU\ZHOOHQFRXQWHUHGDUHVHUYRLULQWKH*DPEDWKDWZDVPWKLFNWKLVUHVHUYRLU
ZDVRLOEHDULQJDQGILOOHGWREDVH
)ROORZLQJWKHLQVWDOODWLRQRI WKH6((173ODWIRUPWKH(76(0+GHYHORSPHQWZHOOZDVGULOOHGLQ
7KHZHOOZDVFRPSOHWHGDQGVWDUWHGSURGXFWLRQLQ-XO\DQGLVILWWHGZLWKXSSHUDQGORZHU(63VWKDW
DUHRSHUDWLRQDODQGLQXVH,WLVRXUXQGHUVWDQGLQJWKDW9$$/&2KDVFRQVLGHUHGGULOOLQJDQDSSUDLVDOZHOO
LQWKH6RXWKHDVW(WDPHDUHDWKLVZHOOZRXOGWDUJHWYROXPHVLQWKH*DPED)RUPDWLRQWKDWDUHQRWFXUUHQWO\
LQFOXGHGLQWKH16$,UHVHUYHVHVWLPDWHV,IVXFFHVVIXO9$$/&2PD\GULOODGHYHORSPHQWZHOOWRSURGXFH
WKHVHSRWHQWLDOYROXPHV+RZHYHUWKHH[SHQGLWXUHVDQGYROXPHVDVVRFLDWHGZLWKWKHVHDFWLYLWLHVDUHQRW
LQFOXGHGLQRXUHVWLPDWHVRIUHVHUYHVDQGIXWXUHQHWUHYHQXH



:25.352*5$0$'',7,21$/,1)250$7,21
7KLVUHSRUWKDVEHHQSUHSDUHGIRUXVHE\9$$/&2LQILOLQJZLWKWKH8QLWHG.LQJGRP/LVWLQJ$XWKRULW\ 8./$ 
DQG WKH /RQGRQ 6WRFN ([FKDQJH /6(  DQG ZLOO EH LQFOXGHG LQ D SURVSHFWXV WKDW ZLOO EH SXEOLVKHG E\
9$$/&2 RQ RU DERXW WKH GDWH RI WKLV UHSRUW  7KH GHYHORSPHQW SODQV LQFOXGHG LQ WKLV UHSRUW UHIOHFW WKH
ZRUNRYHUDQGGULOOLQJSODQVDVRI0DUFK (IIHFWLYH'DWH :HDUHDZDUHRIFHUWDLQGHYHORSPHQW
SODQRSWLRQVWKDW9$$/&2KDVGHVFULEHGLQPRUHGHWDLOLQWKHLUSURVSHFWXV:HXQGHUVWDQGWKDWWKHVH
GHYHORSPHQWSODQRSWLRQVLQFOXGHWZRDSSUDLVDOZHOOVDQGWZRGHYHORSPHQWZHOOVLQDFFRUGDQFHZLWKWKH
UHTXLUHPHQWV RI WKH (WDPH SURGXFWLRQ VKDULQJ FRQWUDFW 36&   )RU WKH DSSUDLVDO ZHOOV QHLWKHU IXWXUH
H[SHQGLWXUHVQRUYROXPHVDVVRFLDWHGZLWKWKLVGULOOLQJKDYHEHHQLQFOXGHGLQRXUHVWLPDWHVRIUHVHUYHVDQG
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IXWXUH QHW UHYHQXH  'HSHQGLQJ RQ WKH UHVXOWV RI WKH DSSUDLVDO GULOOLQJ ZH H[SHFW 9$$/&2 WR RSWLPL]H
GHYHORSPHQWGULOOLQJIRUDWOHDVWWZRGHYHORSPHQWZHOOV([SHQGLWXUHVDQGYROXPHVIRUWKHVHZHOOVKDYH
EHHQLQFOXGHGLQRXUHVWLPDWHVRIUHVHUYHVDQGIXWXUHQHWUHYHQXHIRUWKHPRVWOLNHO\GHYHORSPHQWVFHQDULR
DV RI WKH (IIHFWLYH 'DWH DOWKRXJK WKH UHVXOWV RI WKH DSSUDLVDO GULOOLQJ PD\ KDYH DQ LPSDFW RQ ZKLFK
GHYHORSPHQWVFHQDULR9$$/&2DFWXDOO\SXUVXHV9$$/&2KDVFRQILUPHGWRXVWKDWWKHUHKDYHEHHQQR
PDWHULDOFKDQJHVVLQFHWKH(IIHFWLYH'DWHWKHRPLVVLRQRIZKLFKZRXOGPDNHWKLVUHSRUWPLVOHDGLQJ

4.0

DATA AND METHODOLOGY____________________________________________________
16$,KDVHYDOXDWHGWKHUHVHUYHVDQGUHVRXUFHVSRWHQWLDOIRUWKHILHOGVORFDWHGLQWKH(WDPH0DULQ3HUPLW
VLQFHWKHLULQLWLDOGHYHORSPHQW'XULQJDQQXDOXSGDWHVHDFK\HDUZHKDYHUHFHLYHGIURP9$$/&2YDULRXV
VHLVPLFGDWDZHOOORJVFRUHDQGIOXLGVDPSOHVDQGGDLO\SURGXFWLRQDQGSUHVVXUHJDXJHGDWD(DUO\LQWKH
OLYHVRIWKHILHOGVZHUHOLHGKHDYLO\RQLQGHSHQGHQWJHRORJLFPDSSLQJYROXPHWULFVDQGUHVHUYRLUVLPXODWLRQ
WR HVWLPDWH UHFRYHULHV DQG H[SHFWHG SURGXFWLRQ SURILOHV  5HFHQWO\ ZH KDYH UHOLHG PRUH KHDYLO\ RQ
SHUIRUPDQFH DQDO\VLV GHFOLQH FXUYH DQDO\VLV  IRU UHVHUYHV IRUHFDVWV ZKLFK DUH WKHQ FKHFNHG DJDLQVW
16$, VDQG9$$/&2 VLQWHUQDOVLPXODWLRQPRGHOVDQGYROXPHWULFV,QJHQHUDORXUUHVHUYHVSURMHFWLRQVDUH
EDVHGRQGHFOLQHFXUYHDQDO\VLVIRUWKHZHOOVZLWKSURGXFWLRQKLVWRU\DQGIXWXUHGULOOZHOOORFDWLRQYROXPHV
DUHEDVHGRQDFRPELQDWLRQRIUHVHUYRLUVLPXODWLRQDQGYROXPHWULFVDQGDQDORJ\$WDEOHLQFOXGLQJRXU
EDVH FDVH YROXPHWULF LQSXWV DQG RULJLQDO RLOLQSODFH 22,3  HVWLPDWHV LV VKRZQ RQ )LJXUH   2XU
SURMHFWLRQVRIIXWXUHRLOUDWHVSULRUWRHFRQRPLFDQGOLFHQVHWHUPOLPLWVKDYHEHHQVXPPDUL]HGDWWKHSHUPLW
OHYHODQGE\ILHOGDQGFDWHJRU\RQWKHRLOUDWHYHUVXVWLPHJUDSKVVKRZQRQ)LJXUHVWKURXJK

5.0

RESERVES __________________________________________________________________
5HVHUYHV DUH WKRVH TXDQWLWLHV RI SHWUROHXP DQWLFLSDWHG WR EH FRPPHUFLDOO\ UHFRYHUDEOH IURP NQRZQ
DFFXPXODWLRQVE\DSSOLFDWLRQRIGHYHORSPHQWSURMHFWVIURPDJLYHQGDWHIRUZDUGXQGHUGHILQHGFRQGLWLRQV
5HVHUYHVPXVWEHGLVFRYHUHGUHFRYHUDEOHFRPPHUFLDODQGUHPDLQLQJDVRIWKHHYDOXDWLRQGDWHEDVHGRQ
WKHSODQQHGGHYHORSPHQWSURMHFWVWREHDSSOLHG3URYHGUHVHUYHVDUHWKRVHTXDQWLWLHVRIRLODQGJDVZKLFK
E\ DQDO\VLV RI HQJLQHHULQJ DQG JHRVFLHQFH GDWD FDQ EH HVWLPDWHG ZLWK UHDVRQDEOH FHUWDLQW\ WR EH
FRPPHUFLDOO\ UHFRYHUDEOH SUREDEOH DQG SRVVLEOH UHVHUYHV DUH WKRVH DGGLWLRQDO UHVHUYHV ZKLFK DUH
VHTXHQWLDOO\OHVVFHUWDLQWREHUHFRYHUHGWKDQSURYHGUHVHUYHV
)RUWKHSXUSRVHVRIWKLVUHSRUWSURMHFWLRQVDUHSULRUWRWKHDSSOLFDWLRQRIWKHHFRQRPLFOLYHVDQGWKHWHUPV
RIWKH36&:HPRGHOWKHHFRQRPLFVRIWKH(WDPH0DULQ3HUPLWLQDVSUHDGVKHHWZKLFKLQFRUSRUDWHVDOO
RIWKHWHUPVRIWKH36&7KHSULPDU\WHUPVRIWKH36&DUHVXPPDUL]HGLQWKHIROORZLQJVHFWLRQ



352'8&7,216+$5,1*&2175$&7
(VWLPDWHVRIUHVHUYHVDQGIXWXUHQHWUHYHQXHLQWKLVUHSRUWDUHEDVHGRQSURMHFWLRQVWRWKHOLFHQVHOLIHRUWR
WKH HFRQRPLF OLPLW ZLWK UHVSHFW WR WKH RLO VDOHV DQG RSHUDWLQJ FRVWV XQGHU WKH WHUPV RI WKH 36& WKHVH
SURMHFWLRQVLQFOXGHWRWDOSURYHG 3 SURYHGSOXVSUREDEOH 3 DQGSURYHGSOXVSUREDEOHSOXVSRVVLEOH
3 UHVHUYHV7KH36&JRYHUQLQJWKH(WDPH0DULQ3HUPLWEHFDPHHIIHFWLYHRQ-XO\DQGKDV
VLQFHEHHQDPHQGHGVL[WLPHV7KHFXUUHQW36&WHUPVZHUHVHWRXWLQWKHPRVWUHFHQWDPHQGPHQWVLJQHG
6HSWHPEHU7KLV36&H[SLUHVRQ6HSWHPEHUZLWKSURYLVLRQVDOORZLQJIRUXSWRWZR
ILYH\HDUH[WHQVLRQVSURYLGHGFHUWDLQFRQGLWLRQVDUHPHW1RUHVHUYHVRUUHYHQXHDUHLQFOXGHGDIWHUWKH
36&H[SLUDWLRQGDWHLQ5HYHQXHLQWHUHVWIDFWRUVDUHXVHGWRGHWHUPLQHWKHQHWRLOUHVHUYHVWRWKH
9$$/&2LQWHUHVWDQGDUHFDOFXODWHGEDVHGRQLQFOXGLQJGHGXFWLRQVXQGHUWKH36&IRUSURILWRLODQGUR\DOW\
RLOSD\PHQWVWRWKH5HSXEOLFRI*DERQ7KHWRWDODPRXQWRIRLODWWULEXWDEOHWR9$$/&2LVGHILQHGWRDOORZ
WKHUHFRYHU\RIFRVWV FRVWRLO DQGWKHVKDULQJRIDIWHUWD[SURILWV SURILWRLO 3URILWRLOLVWKHEDODQFHRI
DYDLODEOHRLODIWHUGHGXFWLQJUR\DOW\RLODQGFRVWRLO
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5R\DOWLHV

5R\DOW\SD\PHQWVDUHSDLGLQNLQGWRWKH5HSXEOLFRI*DERQDVDSHUFHQWDJHRIWKHJURVVSURGXFWLRQ7KH
UR\DOW\UDWHLVGHILQHGLQWKH36&DQGFDOFXODWHGRQDQDQQXDOEDVLV7KHUR\DOW\UDWHIRUWKH(WDPH0DULQ
3HUPLWLVSHUFHQW



5HFRYHU\RI3HWUROHXP&RVWV &RVW2LO 

&HUWDLQ RSHUDWLQJ DQG FDSLWDO FRVWV DUH FODVVLILHG DV FRVWUHFRYHUDEOH LQ WKH 36&  7KHVH FRVWV DUH
DFFXPXODWHGLQDFRVWUHFRYHU\DFFRXQWZKLFKZLOOEHUHFRYHUHGE\OLIWLQJDSRUWLRQRIRLOSURGXFWLRQ7KH
RLOXVHGWRUHFRYHUWKHVHFRVWVLVFDOOHGFRVWRLO7KLVFRVWRLOLVOLPLWHGWRWKHDPRXQWRIUHFRYHUDEOHFRVWV
DQGLVFDSSHGDWSHUFHQWRIWKHJURVVSURGXFWLRQDIWHUUR\DOWLHV,QWKHHYHQWWKDWWKH36&LVH[WHQGHG
EH\RQG LWV FXUUHQW H[SLUDWLRQ GDWH RI 6HSWHPEHU   WKH FDS RQ WKH UHFRYHUDEOH FRVWV GXULQJ WKH
H[WHQVLRQSHULRGZRXOGEHUHGXFHGWRSHUFHQWRIWKHJURVVSURGXFWLRQDIWHUUR\DOWLHV



3URGXFWLRQ6KDULQJ 3URILW2LO 

3URILWRLOLVWKHUHPDLQLQJSRUWLRQRIWKHJURVVRLOSURGXFWLRQDIWHUGHGXFWLRQVIRUUR\DOW\RLODQGFRVWRLODQG
LVVKDUHGEHWZHHQWKH6WDWHDQGWKHFRQWUDFWRUVDFFRUGLQJWRDVOLGLQJVFDOHEDVHGRQSURGXFWLRQUDWHVLQ
EDUUHOVRIRLOSHUGD\ %23' 7KHSHUFHQWDJHVIRUWKH6WDWHVKDUHRISURILWRLODUHVKRZQLQWKHIROORZLQJ
WDEOH


3URGXFWLRQ5DWH
%23' 







±
!



6WDWH6KDUH
3URILW2LO












(&2120,&3$5$0(7(56 
:H KDYH IRUHFDVWHG SURGXFWLRQ IRU HDFK UHVHUYHV FDWHJRU\ XVLQJ WKH GHYHORSPHQW SODQ SURYLGHG E\
9$$/&27KHVHJURVVSURGXFWLRQIRUHFDVWVZHUHLQSXWLQWRHFRQRPLFPRGHOVWKDWFDSWXUHWKHFRQWUDFWXDO
WHUPVRIWKH36&.H\HFRQRPLFDVVXPSWLRQVDUHGHVFULEHGEHORZ0RQHWDU\YDOXHVVKRZQLQWKLVUHSRUW
DUH H[SUHVVHG LQ 8QLWHG 6WDWHV GROODUV   RU WKRXVDQGV RI 8QLWHG 6WDWHV GROODUV 0   2XU HFRQRPLF
PRGHOLQJ LV FDOLEUDWHG WR UHFHQW RSHUDWLQJ KLVWRU\  $ WDEOH VKRZLQJ KLVWRULFDO SURGXFWLRQ UHYHQXH DQG
H[SHQVHVIRUWKH(WDPH0DULQ3HUPLWLVVKRZQRQ)LJXUH



%DVH&DVH2LO3ULFHV

7KLVUHSRUWKDVEHHQSUHSDUHGXVLQJRLOSULFHSDUDPHWHUVVSHFLILHGE\9$$/&22LOSULFHVDUHEDVHGRQ
0DUFK%UHQW&UXGHIXWXUHVSULFHVDQGDUHDGMXVWHGIRUTXDOLW\WUDQVSRUWDWLRQIHHVDQGPDUNHW
GLIIHUHQWLDOV%DVH&DVHRLOSULFHVEHIRUHDGMXVWPHQWVDUHVKRZQLQWKHIROORZLQJWDEOH


3HULRG
(QGLQJ











7KHUHDIWHU


2LO3ULFH
%DUUHO 
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2SHUDWLQJ&RVWV

2SHUDWLQJFRVWVXVHGLQWKLVUHSRUWDUHEDVHGRQRSHUDWLQJH[SHQVHUHFRUGVRI9$$/&2WKHRSHUDWRURI
WKHSURSHUWLHV7KHVHFRVWVDUHOLPLWHGWRGLUHFWSHUPLWDQGILHOGOHYHOFRVWVDQG9$$/&2 VHVWLPDWHRIWKH
SRUWLRQ RI LWV KHDGTXDUWHUV JHQHUDO DQG DGPLQLVWUDWLYH RYHUKHDG H[SHQVHV QHFHVVDU\ WR RSHUDWH WKH
SURSHUWLHV  2SHUDWLQJ FRVWV KDYH EHHQ GLYLGHG LQWR ILHOGOHYHO FRVWV SHUZHOO FRVWV DQG SHUXQLWRI
SURGXFWLRQFRVWVDQGLQFOXGHWKHFRVWRIZRUNRYHUVDQGUHFXUULQJ(63UHSODFHPHQWV2SHUDWLQJFRVWVDUH
QRWHVFDODWHGIRULQIODWLRQ



&DSLWDODQG$EDQGRQPHQW&RVWV

&DSLWDO FRVWV XVHG LQ WKLV UHSRUW ZHUH SURYLGHG E\ 9$$/&2 DQG DUH EDVHG RQ DXWKRUL]DWLRQV IRU
H[SHQGLWXUHDFWXDOFRVWVIURPUHFHQWDFWLYLW\DQGLQWHUQDOSODQQLQJEXGJHWV&DSLWDOFRVWVDUHLQFOXGHGDV
UHTXLUHG IRU QHZ GHYHORSPHQW ZHOOV DQG SURGXFWLRQ HTXLSPHQW  %DVHG RQ RXU XQGHUVWDQGLQJ RI IXWXUH
GHYHORSPHQWSODQVDUHYLHZRIWKHUHFRUGVSURYLGHGWRXVDQGRXUNQRZOHGJHRIVLPLODUSURSHUWLHVZH
UHJDUG WKHVH HVWLPDWHG FDSLWDO FRVWV WR EH UHDVRQDEOH  $EDQGRQPHQW FRVWV XVHG LQ WKLV UHSRUW DUH
9$$/&2 VHVWLPDWHVRIWKHFRVWVWRDEDQGRQWKHZHOOVSODWIRUPVDQGSURGXFWLRQIDFLOLWLHVWKHVHHVWLPDWHV
GRQRWLQFOXGHDQ\VDOYDJHYDOXHIRUWKHSODWIRUPDQGZHOOHTXLSPHQW,WLVRXUXQGHUVWDQGLQJWKDW9$$/&2
KDVHVWDEOLVKHGHVFURZDFFRXQWVIRUDEDQGRQPHQWOLDELOLW\DQGH[SHFWVWKHVHDFFRXQWVWREHIXOO\IXQGHG
E\'HFHPEHU:HIXUWKHUXQGHUVWDQGWKDWLIWKHHFRQRPLFOLPLWIRUWKHSHUPLWDUHDLVUHDFKHG
EHIRUHWKLVGDWHWKHQDOODEDQGRQPHQWFRVWVQRW\HWSUHIXQGHGZLOOEHVSHQWE\'HFHPEHURIWKH\HDU
DIWHUWKHHFRQRPLFOLPLWGDWH&DSLWDOFRVWVDQGDEDQGRQPHQWFRVWVDUHQRWHVFDODWHGIRULQIODWLRQ



1HW5HVHUYHVDQG)XWXUH5HYHQXH

*URVVUHVHUYHVZHUHLQSXWLQWRDQHFRQRPLFPRGHOWKDWFDSWXUHVWKHFRQWUDFWXDOWHUPVRIWKH36&WKLV
PRGHO ZDV XVHG WR FDOFXODWH WKH HVWLPDWHG QHW UHVHUYHV IXWXUH QHW UHYHQXH DQG GLVFRXQWHG IXWXUH QHW
UHYHQXHIRUWKH(WDPH0DULQ3HUPLW1HWUHVHUYHVDUHGHILQHGDVWKHVXPRI9$$/&2 VVKDUHRIWKHFRVW
DQGSURILWRLO*URVVUHYHQXHLV9$$/&2 VQHWUHVHUYHVPXOWLSOLHGE\WKHUHDOL]HGSULFH)XWXUHQHWUHYHQXH
LVDIWHUGHGXFWLRQVIRU9$$/&2 VVKDUHRIRSHUDWLQJH[SHQVHVFDSLWDOFRVWVDQGVWDWHFDUU\DEDQGRQPHQW
FRVWV DQG FUHGLWV IRU 9$$/&2 V VKDUH RI UHLPEXUVHPHQW RI VWDWH FDUU\ EXW EHIRUH DGMXVWPHQWV IRU DQ\
8QLWHG6WDWHVLQFRPHWD[HV
,WVKRXOGEHQRWHGWKDWQHWUHVHUYHVUHSRUWHGE\9$$/&2WRWKH866HFXULWLHVDQG([FKDQJH&RPPLVVLRQ
LQFOXGHWKHQHWUHVHUYHVDVVKRZQLQWKHWDEOHVLQWKLVUHSRUWSOXVLQFRPHWD[EDUUHOV



6(16,7,9,7<$1$/<6,6
,Q DFFRUGDQFH ZLWK (60$ UHFRPPHQGDWLRQV /RZ DQG +LJK &DVH SULFH VHQVLWLYLWLHV ZHUH SUHSDUHG
6XPPDU\SURMHFWLRQVRIUHVHUYHVDQGUHYHQXHE\UHVHUYHVFDWHJRU\IRUWKH/RZDQG+LJK3ULFH&DVHVDUH
VKRZQRQ)LJXUHVWKURXJK2LOSULFHVIRUWKH/RZDQG+LJK&DVHVDUHSHUFHQWORZHUDQGKLJKHU
WKDQWKH%DVH&DVHSULFHVUHVSHFWLYHO\2LOSULFHVIRUWKH/RZDQG+LJK&DVHVEHIRUHDGMXVWPHQWVDUH
VKRZQLQWKHIROORZLQJWDEOH



3HULRG
(QGLQJ


 /RZ&DVH  +LJK&DVH
 2LO3ULFH  2LO3ULFH
 %DUUHO   %DUUHO 
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6.0

CONTINGENT RESOURCES ____________________________________________________
&RQWLQJHQW UHVRXUFHV DUH WKRVH TXDQWLWLHV RI SHWUROHXP HVWLPDWHG DV RI D JLYHQ GDWH WR EH SRWHQWLDOO\
UHFRYHUDEOH IURP NQRZQ DFFXPXODWLRQV E\ WKH DSSOLFDWLRQ RI GHYHORSPHQW SURMHFW V  QRW FXUUHQWO\
FRQVLGHUHGWREHFRPPHUFLDORZLQJWRRQHRUPRUHFRQWLQJHQFLHV7KHFRQWLQJHQWUHVRXUFHVVKRZQLQWKLV
UHSRUW DUH FRQWLQJHQW XSRQ DSSURYDO RI D GHYHORSPHQW SODQ ZLWK VXIILFLHQW GHYHORSPHQW ZHOOV WR
HFRQRPLFDOO\ SURGXFH WKH YROXPHV SULRU WR WHUPLQDWLRQ RI WKH 36& DQG FRPPLWPHQW WR GHYHORS WKH
UHVRXUFHV  $V UHTXHVWHG ZH GLG QRW SHUIRUP DQ HFRQRPLF DQDO\VLV RQ WKHVH UHVRXUFHV DV VXFK WKH
HFRQRPLFVWDWXVRIWKHVHUHVRXUFHVLVXQGHWHUPLQHG,IWKHVHFRQWLQJHQFLHVDUHVXFFHVVIXOO\DGGUHVVHG
VRPH SRUWLRQ RI WKH FRQWLQJHQW UHVRXUFHV HVWLPDWHG LQ WKLV UHSRUW PD\ EH UHFODVVLILHG DV UHVHUYHV RXU
HVWLPDWHVKDYHQRWEHHQULVNHGWRDFFRXQWIRUWKHSRVVLELOLW\WKDWWKHFRQWLQJHQFLHVDUHQRWVXFFHVVIXOO\
DGGUHVVHG7KHSURMHFWPDWXULW\VXEFODVVIRUWKHVHFRQWLQJHQWUHVRXUFHVLVGHYHORSPHQWXQFODULILHG
$WDEOHVKRZLQJRXUHVWLPDWHVRIWKHXQULVNHGJURVVFRQWLQJHQWRLOUHVRXUFHVIRUWKH(WDPH0DULQ3HUPLWLV
VKRZQRQ)LJXUH



$'',7,21$/92/80(6%(<21'(&2120,&/,0,72)5(6(59(62536&(;3,5$7,21
$OO ZHOOV LQFOXGHG LQ RXU UHVHUYHV IRUHFDVW KDYH WHFKQLFDO SURMHFWLRQV ZKLFK PD\ FRQWLQXH EH\RQG WKH
HFRQRPLFHQGRIILHOGOLIHDQGRUWKHHQGRIWKH36&OLFHQVHWHUP7KHILUVWFRPSRQHQWRIRXUFRQWLQJHQW
UHVRXUFHVLVIRUWKHYROXPHVWKDWDUHRQO\UHFRYHUDEOHEH\RQGWKHHFRQRPLFDQG36&WHUPOLPLWVRQH[LVWLQJ
ZHOOVRUXQGHYHORSHGZHOOVLQFOXGHGLQRXUUHVHUYHVSURMHFWLRQV6KRXOGHFRQRPLFFRQGLWLRQVLPSURYHRU
WKH 36& WHUP EH H[WHQGHG EH\RQG 6HSWHPEHU   VRPH SRUWLRQ RI WKHVH YROXPHV FRXOG EH
UHFODVVLILHGDVUHVHUYHV



&58'(6:((7(1,1*352-(&7
7KHRULJLQDOZHOOVDQGIDFLOLWLHVLQWKH(WDPH0DULQ3HUPLWZHUHGHVLJQHGWRKDQGOHVZHHWFUXGHSURGXFWLRQ
,Q9$$/&2REVHUYHG+6SURGXFWLRQIURPWKH(ERXUL((%20+DQG((%20+ZHOOV6LQFHWKH
ZHOOVDQGIDFLOLWLHVZHUHQRWGHVLJQHGWRKDQGOHVRXUSURGXFWLRQWKHVHZHOOVKDYHEHHQVKXWLQVLQFHWKDW
WLPH7KH(ERXUL((%20+ZHOOKDVFRQWLQXHGWRSURGXFHDQG+6SURGXFWLRQRQLWKDVEHHQPRQLWRUHG
+6 FRQFHQWUDWLRQ IURP WKLV ZHOO KDV ULVHQ VORZO\ IURP DSSUR[LPDWHO\  SDUWV SHU PLOOLRQ SSP  DW WKH
EHJLQQLQJRIWRDSSUR[LPDWHO\SSPDWWKHHQGRI:KLOHLWLVH[SHFWHGWKDWWKHVHOHYHOVRI
+6FDQFRQWLQXHWREHWUHDWHGFKHPLFDOO\UHVWRULQJDOOZHOOVEDFNWRIXOOSURGXFWLRQDW(ERXULFRXOGUHTXLUH
DGGLWLRQDOLQYHVWPHQW,WLVRXUXQGHUVWDQGLQJWKDW9$$/&2LVFXUUHQWO\LQYHVWLJDWLQJYDULRXVRSWLRQV:H
KDYHLQFOXGHGFRQWLQJHQWUHVRXUFHVIRUWKHWZRVKXWLQ(ERXULZHOOVDVVXPLQJWKDWWKRVHZHOOVDUHEURXJKW
EDFNRQOLQHDQGSURGXFHGWRGHSOHWLRQ,I9$$/&2FDQGHVLJQDQHFRQRPLFSURMHFWWRSURGXFHWKLVVRXU
SURGXFWLRQDQGFRPPLWWRH[HFXWLQJLWVRPHSRUWLRQRIWKHVHFRQWLQJHQWUHVRXUFHVFRXOGEHUHFODVVLILHGDV
UHVHUYHV



'(17$/()250$7,21±35(6685(0$,17(1$1&(
7KH(7%10+ZHOOSURGXFHVIURPWKH'HQWDOH)RUPDWLRQLQWKH'DQG'LQWHUYDOV6LQFHWKLVZHOO
ZDVEURXJKWRQOLQHLQWKHERWWRPKROHSUHVVXUHKDVGHFOLQHGVWHDGLO\IURPDSSUR[LPDWHO\SVLWR
DSSUR[LPDWHO\SVLDWWKHHQGRI16$,PDSSLQJRQWKHVHUHVHUYRLUVLQGLFDWHVDUDQJHRI22,3
IURP  WR  PLOOLRQ EDUUHOV DQG H[SHFWHG UHFRYHU\ IDFWRUV EHWZHHQ  DQG  SHUFHQW  ,W LV RXU
XQGHUVWDQGLQJ WKDW 9$$/&2 LV FRQVLGHULQJ YDULRXV RSWLRQV IRU SUHVVXUH PDLQWHQDQFH VXFK DV ZDWHU
LQMHFWLRQWKDWZRXOGKHOSFXUEWKHSUHVVXUHGHFOLQHDQGLQFUHDVHWKHUHFRYHU\IDFWRUIURPWKHVHUHVHUYRLUV
6KRXOG9$$/&2GHILQHDQGFRPPLWWRGHYHORSLQJDQHFRQRPLFSURMHFWWRDFKLHYHSUHVVXUHPDLQWHQDQFH
VRPHSRUWLRQRIWKHVHFRQWLQJHQWUHVRXUFHVFRXOGEHUHFODVVLILHGDVUHVHUYHV
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'(17$/()250$7,21±$'',7,21$/'5,//,1*
7KH(7%10+ZHOOSURGXFHVIURPWKH'HQWDOH)RUPDWLRQLQWKH'DQG'LQWHUYDOV6LQFHWKLVZHOO
ZDVEURXJKWRQOLQHLWVSURGXFWLRQUDWHKDVEHHQDSSUR[LPDWHO\%23'DQGWKHGUDZGRZQKDVEHHQ
KLJKZKLFK9$$/&2EHOLHYHVLVGXHWRKLJKVNLQRQWKHFRPSOHWLRQ%DVHGRQFXUUHQWGHFOLQHWUHQGVZH
H[SHFWWKDWWKLVZHOOZLOOUHFRYHURQO\DSSUR[LPDWHO\SHUFHQWRIWKH22,3LQWKHVHUHVHUYRLUV,WLVRXU
XQGHUVWDQGLQJWKDW9$$/&2KDVFRQVLGHUHGGULOOLQJWZRDGGLWLRQDOZHOOVWDUJHWLQJWKHVHUHVHUYRLUVWRPRUH
HIIHFWLYHO\GHSOHWHWKH22,36KRXOGWKHVHZHOOVEHHFRQRPLFDQGJHWWKHFRPPLWPHQWDQGDSSURYDOE\
DOOSDUWLHVVRPHSRUWLRQRIWKHHVWLPDWHGFRQWLQJHQWUHVRXUFHVFRXOGEHUHFODVVLILHGDVUHVHUYHV

7.0

PROSPECTIVE RESOURCES ___________________________________________________
3URVSHFWLYHUHVRXUFHV DUHWKRVHTXDQWLWLHVRISHWUROHXPZKLFKDUHHVWLPDWHGDVRIDJLYHQGDWHWREH
SRWHQWLDOO\ UHFRYHUDEOH IURP XQGLVFRYHUHG DFFXPXODWLRQV E\ DSSOLFDWLRQ RI IXWXUH GHYHORSPHQW SURMHFWV
7KH SURVSHFWLYH UHVRXUFHV LQFOXGHG LQ WKLV UHSRUW VKRXOG QRW EH FRQVWUXHG DV UHVHUYHV RU FRQWLQJHQW
UHVRXUFHVWKH\UHSUHVHQWH[SORUDWLRQRSSRUWXQLWLHVDQGTXDQWLI\WKHGHYHORSPHQWSRWHQWLDOLQWKHHYHQWD
SHWUROHXPGLVFRYHU\LVPDGH$JHRORJLFULVNDVVHVVPHQWZDVSHUIRUPHGIRUWKHVHSURVSHFWV7KLVUHSRUW
GRHV QRW LQFOXGH HFRQRPLF DQDO\VLV IRU WKHVH SURVSHFWV  %DVHG RQ DQDORJRXV ILHOG GHYHORSPHQWV LW
DSSHDUVWKDWDVVXPLQJDGLVFRYHU\LVPDGHWKHXQULVNHGEHVWHVWLPDWHSURVSHFWLYHUHVRXUFHVLQWKLVUHSRUW
KDYHDUHDVRQDEOHFKDQFHRIEHLQJHFRQRPLFDOO\YLDEOH
7KHSURVSHFWLYHUHVRXUFHVVKRZQLQWKLVUHSRUWKDYHEHHQHVWLPDWHGXVLQJSUREDELOLVWLFPHWKRGVDQGDUH
GHSHQGHQWRQDSHWUROHXPGLVFRYHU\EHLQJPDGH,IDGLVFRYHU\LVPDGHDQGGHYHORSPHQWLVXQGHUWDNHQ
WKHSUREDELOLW\WKDW WKHUHFRYHUDEOHYROXPHVZLOOHTXDORUH[FHHGWKHXQULVNHGHVWLPDWHGDPRXQWVLV
SHUFHQWIRUWKHORZHVWLPDWHSHUFHQWIRUWKHEHVWHVWLPDWHDQGSHUFHQWIRUWKHKLJKHVWLPDWH
(DFK SURVSHFW LV EDVHG RQ VWUXFWXUDOPDSSLQJ GHULYHG IURP VHLVPLF LQWHUSUHWDWLRQ  $ PDS VKRZLQJ WKH
SURVSHFW ORFDWLRQV LV VKRZQ RQ )LJXUH   )RU HDFK SURVSHFW D UDQJH RI JURVV URFN YROXPHV ZDV
GHWHUPLQHGXVLQJYDULRXVDVVXPSWLRQVIRUSHUFHQWDJHRIVWUXFWXUDOILOORQWKHLQWHUSUHWHGVWUXFWXUHV1HW
WRJURVVUDWLRSRURVLW\ZDWHUVDWXUDWLRQRLOIRUPDWLRQYROXPHIDFWRUDQGUHFRYHU\UDQJHVZHUHEDVHGRQ
DQDORJ\WRWKHSURGXFLQJILHOGVLQWKH(WDPH0DULQ3HUPLW7KHJURVVURFNYROXPHLVEDVHGRQDQDVVXPHG
JURVVWKLFNQHVVRIWKHPDSSHGLQWHUYDO7RDFFRXQWIRUXQFHUWDLQW\LQWKHQHWWKLFNQHVVDEURDGHUUDQJHRI
QHWWRJURVVUDWLRVZDVXVHGWKDQWKHRQHVHHQLQWKHSURGXFLQJILHOGV$VXPPDU\RIWKHLQSXWVIRURXU
SUREDELOLVWLF DQDO\VLV LV VKRZQ RQ )LJXUH  DQG WKH RXWSXW UDQJHV IRU WKH XQULVNHG JURVV RULJLQDO
K\GURFDUERQVLQSODFHDQGWKHXQULVNHGJURVVDQGZRUNLQJLQWHUHVWSURVSHFWLYHUHVRXUFHVDUHVKRZQRQ
)LJXUH
8QULVNHGSURVSHFWLYHUHVRXUFHVDUHHVWLPDWHGUDQJHVRIUHFRYHUDEOHRLODQGJDVYROXPHVDVVXPLQJWKHLU
GLVFRYHU\ DQG GHYHORSPHQW DQG DUH EDVHG RQ HVWLPDWHG UDQJHV RI XQGLVFRYHUHG LQSODFH YROXPHV
*HRORJLF ULVNLQJ RI SURVSHFWLYH UHVRXUFHV DGGUHVVHV WKH SUREDELOLW\ RI VXFFHVV IRU WKH GLVFRYHU\ RI D
VLJQLILFDQW TXDQWLW\ RI SRWHQWLDOO\ PRYHDEOH SHWUROHXP WKLV ULVN DQDO\VLV LV FRQGXFWHG LQGHSHQGHQW RI
HVWLPDWLRQVRISHWUROHXPYROXPHVDQGZLWKRXWUHJDUGWRWKHFKDQFHRIGHYHORSPHQW3ULQFLSDOJHRORJLFULVN
HOHPHQWV RI WKH SHWUROHXP V\VWHP LQFOXGH   WUDS DQG VHDO FKDUDFWHULVWLFV   UHVHUYRLU SUHVHQFH DQG
TXDOLW\   VRXUFH URFN FDSDFLW\ TXDOLW\ DQG PDWXULW\ DQG   WLPLQJ PLJUDWLRQ DQG SUHVHUYDWLRQ RI
SHWUROHXPLQUHODWLRQWRWUDSDQGVHDOIRUPDWLRQ5LVNDVVHVVPHQWLVDKLJKO\VXEMHFWLYHSURFHVVGHSHQGHQW
XSRQWKHH[SHULHQFHDQGMXGJPHQWRIWKHHYDOXDWRUVDQGLVVXEMHFWWRUHYLVLRQZLWKIXUWKHUGDWDDFTXLVLWLRQ
RULQWHUSUHWDWLRQ$VXPPDU\RIWKHJHRORJLFULVNLQJIRUHDFKSURVSHFWLVVKRZQRQ)LJXUH
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All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.
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NETHERLAND, SEWELL
& ASSOCIATES, INC.
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All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.
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Figure 2

NETHERLAND, SEWELL
& ASSOCIATES, INC.

Type Log Section
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All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.
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Figure 3

Figure 4
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All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.
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All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.
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All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.
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Figure 6

NETHERLAND, SEWELL
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All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.
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All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.
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All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.
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All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.
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7KHVH UHVRXUFHV DUH WKH DGGLWLRQDO YROXPHV HVWLPDWHG WR EH UHFRYHUHG EH\RQG WKH HFRQRPLF
OLPLW RI WKH UHVHUYHV RU H[SLUDWLRQ GDWH RI WKH 36& DQG DUH GHSHQGHQW RQ WKH SULFH DQG FRVW
SDUDPHWHUVXVHGLQWKHUHVHUYHVHVWLPDWHV
5HVRXUFHVDVVRFLDWHGZLWKSUHVVXUHPDLQWHQDQFHRQWKH'DQG'LQWHUYDOV
5HVRXUFHVDVVRFLDWHGZLWKDGGLWLRQDOGULOOLQJWDUJHWLQJWKH'DQG'LQWHUYDOV

All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.
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All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.
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All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.
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All estimates and exhibits herein are part of this NSAI report and are subject to its parameters and conditions.
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6HSWHPEHU


9$$/&2(QHUJ\,QF
5LFKPRQG$YHQXH6XLWH
+RXVWRQ7H[DV

/DGLHVDQG*HQWOHPHQ

,QDFFRUGDQFHZLWKWKHUHTXHVWRI9$$/&2(QHUJ\,QF 9$$/&2 ZHKDYHHVWLPDWHGWKHXQULVNHGFRQWLQJHQWDQG
SURVSHFWLYHUHVRXUFHVDVRI0DUFKWRWKH9$$/&2ZRUNLQJLQWHUHVWLQWKH9HQXV'LVFRYHU\DQGSURVSHFWV
ORFDWHGLQ%ORFN3RIIVKRUH(TXDWRULDO*XLQHD:HFRPSOHWHGRXUHYDOXDWLRQRQRUDERXWWKHGDWHRIWKLVOHWWHU
*URVVYROXPHVVKRZQLQWKLVUHSRUWDUHSHUFHQWRIWKHYROXPHVH[SHFWHGWREHSURGXFHGIURPWKHGLVFRYHU\
DQGSURVSHFWV

7KH HVWLPDWHV LQ WKLV &RPSHWHQW 3HUVRQ V 5HSRUW UHSRUW  KDYH EHHQ SUHSDUHG LQ DFFRUGDQFH ZLWK WKH
UHFRPPHQGDWLRQVRIWKH(XURSHDQ6HFXULWLHVDQG0DUNHWV$XWKRULW\ (60$ DQGWKHGHILQLWLRQVDQGJXLGHOLQHVVHW
IRUWK LQ WKH  3HWUROHXP 5HVRXUFHV 0DQDJHPHQW 6\VWHP 3506  DSSURYHG E\ WKH 6RFLHW\ RI 3HWUROHXP
(QJLQHHUV 63( $VSUHVHQWHGLQWKH3506SHWUROHXPDFFXPXODWLRQVFDQEHFODVVLILHGLQGHFUHDVLQJRUGHU
RIOLNHOLKRRGRIFRPPHUFLDOLW\DVUHVHUYHVFRQWLQJHQWUHVRXUFHVRUSURVSHFWLYHUHVRXUFHV'LIIHUHQWFODVVLILFDWLRQV
RISHWUROHXPDFFXPXODWLRQVKDYHYDU\LQJGHJUHHVRIWHFKQLFDODQGFRPPHUFLDOULVNWKDWDUHGLIILFXOWWRTXDQWLI\WKXV
UHVHUYHV FRQWLQJHQW UHVRXUFHV DQG SURVSHFWLYH UHVRXUFHV VKRXOG QRW EH DJJUHJDWHG ZLWKRXW H[WHQVLYH
FRQVLGHUDWLRQRIWKHVHIDFWRUV'HILQLWLRQVDUHSUHVHQWHGLPPHGLDWHO\IROORZLQJWKLVOHWWHU)ROORZLQJWKHGHILQLWLRQV
DUHFHUWLILFDWHVRITXDOLILFDWLRQIRUWKHHYDOXDWRUVZKRFRQWULEXWHGWRWKLVUHSRUWDQGDOLVWRIDEEUHYLDWLRQVXVHGLQ
WKLVUHSRUW7KLVUHSRUWKDVEHHQSUHSDUHGIRUXVHE\9$$/&2LQILOLQJZLWKWKH/RQGRQ6WRFN([FKDQJHLQRXU
RSLQLRQWKHDVVXPSWLRQVGDWDPHWKRGVDQGSURFHGXUHVXVHGLQWKHSUHSDUDWLRQRIWKLVUHSRUWDUHDSSURSULDWHIRU
VXFKSXUSRVH


&217,1*(175(6285&(6BBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBB

&RQWLQJHQWUHVRXUFHVDUHWKRVHTXDQWLWLHVRISHWUROHXPHVWLPDWHGDVRIDJLYHQGDWHWREHSRWHQWLDOO\UHFRYHUDEOH
IURPNQRZQDFFXPXODWLRQVE\WKHDSSOLFDWLRQRIGHYHORSPHQWSURMHFW V QRWFXUUHQWO\FRQVLGHUHGWREHFRPPHUFLDO
RZLQJWRRQHRUPRUHFRQWLQJHQFLHV7KHFRQWLQJHQWUHVRXUFHVVKRZQLQWKLVUHSRUWDUHFRQWLQJHQWXSRQILQDOL]DWLRQ
DQG DSSURYDO RI D GHYHORSPHQW SODQ DQG FRPPLWPHQW WR GHYHORS WKH UHVRXUFHV  ,I WKHVH FRQWLQJHQFLHV DUH
VXFFHVVIXOO\DGGUHVVHGVRPHSRUWLRQRIWKHFRQWLQJHQWUHVRXUFHVHVWLPDWHGLQWKLVUHSRUWPD\EHUHFODVVLILHGDV
UHVHUYHV RXU HVWLPDWHV KDYH QRW EHHQ ULVNHG WR DFFRXQW IRU WKH SRVVLELOLW\ WKDW WKH FRQWLQJHQFLHV DUH QRW
VXFFHVVIXOO\DGGUHVVHG7KLVUHSRUWGRHVQRWLQFOXGHHFRQRPLFDQDO\VLVIRUWKHVHSURSHUWLHV%DVHGRQDQDORJRXV
ILHOGGHYHORSPHQWVLWDSSHDUVWKDWWKHEHVWHVWLPDWHFRQWLQJHQWUHVRXUFHVLQWKLVUHSRUWKDYHDUHDVRQDEOHFKDQFH
RI EHLQJ HFRQRPLFDOO\ YLDEOH  7KH SURMHFW PDWXULW\ VXEFODVV IRU WKHVH FRQWLQJHQW UHVRXUFHV LV GHYHORSPHQW
XQFODULILHG

:HHVWLPDWHWKHXQULVNHGJURVVFRQWLQJHQWRLOUHVRXUFHVDQGWKH9$$/&2XQULVNHGZRUNLQJLQWHUHVWFRQWLQJHQWRLO
UHVRXUFHVIRUWKH9HQXV'LVFRYHU\DVRI0DUFKWREH
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7KHRLOYROXPHVVKRZQLQFOXGHFUXGHRLORQO\2LOYROXPHVDUHH[SUHVVHGLQPLOOLRQVRIEDUUHOV 00%%/ DEDUUHO
LVHTXLYDOHQWWR8QLWHG6WDWHVJDOORQV$VUHTXHVWHGWKHVFRSHRIWKLVSURMHFWGRHVQRWLQFOXGHFRQWLQJHQWJDV
UHVRXUFHV

7KH FRQWLQJHQW UHVRXUFHV VKRZQ LQ WKLV UHSRUW KDYH EHHQ HVWLPDWHG XVLQJ GHWHUPLQLVWLF PHWKRGV  2QFH DOO
FRQWLQJHQFLHV KDYH EHHQ VXFFHVVIXOO\ DGGUHVVHG WKH DSSUR[LPDWH SUREDELOLW\ WKDW WKH TXDQWLWLHV RI FRQWLQJHQW
UHVRXUFHVDFWXDOO\UHFRYHUHGZLOOHTXDORUH[FHHGWKHHVWLPDWHGDPRXQWVLVJHQHUDOO\LQIHUUHGWREHSHUFHQWIRU
WKHORZHVWLPDWHSHUFHQWIRUWKHEHVWHVWLPDWHDQGSHUFHQWIRUWKHKLJKHVWLPDWH7KHHVWLPDWHVRIFRQWLQJHQW
UHVRXUFHVLQFOXGHGKHUHLQKDYHQRWEHHQDGMXVWHGIRUGHYHORSPHQWULVN


35263(&7,9(5(6285&(6BBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBB

3URVSHFWLYHUHVRXUFHVDUHWKRVHTXDQWLWLHVRISHWUROHXPZKLFKDUHHVWLPDWHGDVRIDJLYHQGDWHWREHSRWHQWLDOO\
UHFRYHUDEOH IURP XQGLVFRYHUHG DFFXPXODWLRQV E\ DSSOLFDWLRQ RI IXWXUH GHYHORSPHQW SURMHFWV  7KH SURVSHFWLYH
UHVRXUFHV LQFOXGHG LQ WKLV UHSRUW VKRXOG QRW EH FRQVWUXHG DV UHVHUYHV RU FRQWLQJHQW UHVRXUFHV WKH\ UHSUHVHQW
H[SORUDWLRQRSSRUWXQLWLHVDQGTXDQWLI\WKHGHYHORSPHQWSRWHQWLDOLQWKHHYHQWDSHWUROHXPGLVFRYHU\LVPDGH$
JHRORJLFULVNDVVHVVPHQWZDVSHUIRUPHGIRUWKHVHSURVSHFWVDVGLVFXVVHGLQVXEVHTXHQWSDUDJUDSKV7KLVUHSRUW
GRHVQRWLQFOXGHHFRQRPLFDQDO\VLVIRUWKHVHSURVSHFWV%DVHGRQDQDORJRXVILHOGGHYHORSPHQWVLWDSSHDUVWKDW
DVVXPLQJDGLVFRYHU\LVPDGHWKHXQULVNHGEHVWHVWLPDWHSURVSHFWLYHUHVRXUFHVLQWKLVUHSRUWKDYHDUHDVRQDEOH
FKDQFHRIEHLQJHFRQRPLFDOO\YLDEOH

7RWDOV RI XQULVNHG SURVSHFWLYH UHVRXUFHV EH\RQG WKH SURVSHFW OHYHO DUH QRW UHIOHFWLYH RI YROXPHV WKDW FDQ EH
H[SHFWHGWREHUHFRYHUHGDQGDUHWKHUHIRUHQRWVKRZQ%HFDXVHRIWKHJHRORJLFULVNDVVRFLDWHGZLWKHDFKSURVSHFW
PHDQLQJIXOWRWDOVEH\RQGWKLVOHYHOFDQEHGHILQHGRQO\E\VXPPLQJULVNHGSURVSHFWLYHUHVRXUFHV6XFKULVNLV
RIWHQVLJQLILFDQW

:HHVWLPDWHWKHXQULVNHGJURVVSURVSHFWLYHRLOUHVRXUFHVDQGWKH9$$/&2XQULVNHGZRUNLQJLQWHUHVWSURVSHFWLYH
RLOUHVRXUFHVIRUWKHVHSURVSHFWVDORQJZLWKWKHSUREDELOLW\RIJHRORJLFVXFFHVV 3J DVRI0DUFKWREH
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7KHRLOYROXPHVVKRZQLQFOXGHFUXGHRLORQO\$VUHTXHVWHGWKHVFRSHRIWKLVSURMHFWGRHVQRWLQFOXGHSURVSHFWLYH
JDVUHVRXUFHV

7KHSURVSHFWLYHUHVRXUFHVVKRZQLQWKLVUHSRUWKDYHEHHQHVWLPDWHGXVLQJSUREDELOLVWLFPHWKRGVDQGDUHGHSHQGHQW
RQDSHWUROHXPGLVFRYHU\EHLQJPDGH,IDGLVFRYHU\LVPDGHDQGGHYHORSPHQWLVXQGHUWDNHQWKHSUREDELOLW\WKDW
WKHUHFRYHUDEOHYROXPHVZLOOHTXDORUH[FHHGWKHXQULVNHGHVWLPDWHGDPRXQWVLVSHUFHQWIRUWKHORZHVWLPDWH
SHUFHQWIRUWKHEHVWHVWLPDWHDQGSHUFHQWIRUWKHKLJKHVWLPDWH7KHSURVSHFWVLQWKLVUHSRUWKDYHEHHQVL]HG
DWWKHLUIXOOWHFKQLFDOYROXPHDQGWKHLUYROXPHVKDYHQRWEHHQWUXQFDWHGE\WKH%ORFN3ERXQGDU\ZKHUHDSSOLFDEOH
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8QULVNHG SURVSHFWLYH UHVRXUFHV DUH HVWLPDWHG UDQJHV RI UHFRYHUDEOH RLO YROXPHV DVVXPLQJ WKHLU GLVFRYHU\ DQG
GHYHORSPHQWDQGDUHEDVHGRQHVWLPDWHGUDQJHVRIXQGLVFRYHUHGLQSODFHYROXPHV*HRORJLFULVNLQJRISURVSHFWLYH
UHVRXUFHVDGGUHVVHVWKHSUREDELOLW\RIVXFFHVVIRUWKHGLVFRYHU\RIDVLJQLILFDQWTXDQWLW\RISRWHQWLDOO\UHFRYHUDEOH
SHWUROHXPWKLVULVNDQDO\VLVLVFRQGXFWHGLQGHSHQGHQWRIHVWLPDWLRQVRISHWUROHXPYROXPHVDQGZLWKRXWUHJDUGWR
WKHFKDQFHRIGHYHORSPHQW3ULQFLSDOJHRORJLFULVNHOHPHQWVRIWKHSHWUROHXPV\VWHPLQFOXGH  WUDSDQGVHDO
FKDUDFWHULVWLFV  UHVHUYRLUSUHVHQFHDQGTXDOLW\  VRXUFHURFNFDSDFLW\TXDOLW\DQGPDWXULW\DQG  WLPLQJ
PLJUDWLRQ DQG SUHVHUYDWLRQ RI SHWUROHXP LQ UHODWLRQ WR WUDS DQG VHDO IRUPDWLRQ  5LVN DVVHVVPHQW LV D KLJKO\
VXEMHFWLYHSURFHVVGHSHQGHQWXSRQWKHH[SHULHQFHDQGMXGJPHQWRIWKHHYDOXDWRUVDQGLVVXEMHFWWRUHYLVLRQZLWK
IXUWKHUGDWDDFTXLVLWLRQRULQWHUSUHWDWLRQ,QFOXGHGLQWKLVUHSRUWLVDGLVFXVVLRQRIWKHSULPDU\JHRORJLFULVNHOHPHQWV

(DFKSURVSHFWZDVHYDOXDWHGWRGHWHUPLQHUDQJHVRILQSODFHDQGUHFRYHUDEOHSHWUROHXPDQGZDVULVNHGDVDQ
LQGHSHQGHQWHQWLW\ZLWKRXWGHSHQGHQF\EHWZHHQSRWHQWLDOSURVSHFWGULOOLQJRXWFRPHV,ISHWUROHXPGLVFRYHULHVDUH
PDGHVPDOOHUYROXPH SURVSHFWVPD\ QRW EH FRPPHUFLDO WR LQGHSHQGHQWO\ GHYHORS DOWKRXJK WKH\ PD\ EHFRPH
FDQGLGDWHVIRUVDWHOOLWHGHYHORSPHQWVDQGWLHEDFNVWRH[LVWLQJLQIUDVWUXFWXUHDWVRPHIXWXUHGDWH7KHGHYHORSPHQW
LQIUDVWUXFWXUH DQG GDWD REWDLQHG IURP HDUO\ GLVFRYHULHV ZLOO DOWHU ERWK JHRORJLF ULVN DQG IXWXUH HFRQRPLFV RI
VXEVHTXHQWGLVFRYHULHVDQGGHYHORSPHQWV

,WVKRXOGEHXQGHUVWRRGWKDWWKHSURVSHFWLYHUHVRXUFHVGLVFXVVHGDQGVKRZQKHUHLQDUHWKRVHXQGLVFRYHUHGKLJKO\
VSHFXODWLYHUHVRXUFHVHVWLPDWHGEH\RQGUHVHUYHVRUFRQWLQJHQWUHVRXUFHVZKHUHJHRORJLFDODQGJHRSK\VLFDOGDWD
VXJJHVW WKH SRWHQWLDO IRU GLVFRYHU\ RI SHWUROHXP EXW ZKHUH WKH OHYHO RI SURRI LV LQVXIILFLHQW IRU FODVVLILFDWLRQ DV
UHVHUYHVRUFRQWLQJHQWUHVRXUFHV7KHXQULVNHGSURVSHFWLYHUHVRXUFHVVKRZQLQWKLVUHSRUWDUHWKHUDQJHRIYROXPHV
WKDW FRXOG UHDVRQDEO\ EH H[SHFWHG WR EH UHFRYHUHG LQ WKH HYHQW RI WKH GLVFRYHU\ DQG GHYHORSPHQW RI WKHVH
SURVSHFWV


*(1(5$/,1)250$7,21BBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBB

$VVKRZQLQWKH7DEOHRI&RQWHQWVWKLVUHSRUWLQFOXGHVDWHFKQLFDOGLVFXVVLRQDQGSHUWLQHQWILJXUHV

)RUWKHSXUSRVHVRIWKLVUHSRUWZHGLGQRWSHUIRUPDQ\ILHOGLQVSHFWLRQRIWKHGLVFRYHU\DQGSURVSHFWV:HKDYH
QRWLQYHVWLJDWHGSRVVLEOHHQYLURQPHQWDOOLDELOLW\UHODWHGWRWKHGLVFRYHU\DQGSURVSHFWV

7KHFRQWLQJHQWDQGSURVSHFWLYHUHVRXUFHVVKRZQLQWKLVUHSRUWDUHHVWLPDWHVRQO\DQGVKRXOGQRWEHFRQVWUXHGDV
H[DFWTXDQWLWLHV(VWLPDWHVPD\LQFUHDVHRUGHFUHDVHDVDUHVXOWRIPDUNHWFRQGLWLRQVIXWXUHRSHUDWLRQVFKDQJHV
LQUHJXODWLRQVRUDFWXDOUHVHUYRLUSHUIRUPDQFH

)RUWKHSXUSRVHVRIWKLVUHSRUWZHXVHGWHFKQLFDODQGHFRQRPLFGDWDLQFOXGLQJEXWQRWOLPLWHGWRZHOOORJVJHRORJLF
PDSVVHLVPLFGDWDZHOOWHVWGDWDDQGSURSHUW\RZQHUVKLSLQWHUHVWV7KHFRQWLQJHQWDQGSURVSHFWLYHUHVRXUFHVLQ
WKLVUHSRUWKDYHEHHQHVWLPDWHGXVLQJDFRPELQDWLRQRIGHWHUPLQLVWLFDQGSUREDELOLVWLFPHWKRGVWKHVHHVWLPDWHV
KDYHEHHQSUHSDUHGLQDFFRUGDQFHZLWKJHQHUDOO\DFFHSWHGSHWUROHXPHQJLQHHULQJDQGHYDOXDWLRQSULQFLSOHVVHW
IRUWKLQWKH6WDQGDUGV3HUWDLQLQJWRWKH(VWLPDWLQJDQG$XGLWLQJRI2LODQG*DV5HVHUYHV,QIRUPDWLRQSURPXOJDWHG
E\ WKH 63( 63( 6WDQGDUGV   :H XVHG VWDQGDUG HQJLQHHULQJ DQG JHRVFLHQFH PHWKRGV RU D FRPELQDWLRQ RI
PHWKRGVLQFOXGLQJYROXPHWULFDQDO\VLVDQDORJ\DQGUHVHUYRLUPRGHOLQJWKDWZHFRQVLGHUHGWREHDSSURSULDWHDQG
QHFHVVDU\ WR FODVVLI\ FDWHJRUL]H DQG HVWLPDWH YROXPHV LQ DFFRUGDQFH ZLWK WKH  3506 GHILQLWLRQV DQG
JXLGHOLQHV  $V LQ DOO DVSHFWV RI RLO DQG JDV HYDOXDWLRQ WKHUH DUH XQFHUWDLQWLHV LQKHUHQW LQ WKH LQWHUSUHWDWLRQ RI
HQJLQHHULQJ DQG JHRVFLHQFH GDWD WKHUHIRUH RXU FRQFOXVLRQV QHFHVVDULO\ UHSUHVHQW RQO\ LQIRUPHG SURIHVVLRQDO
MXGJPHQW

7KHGDWDXVHGLQRXUHVWLPDWHVZHUHREWDLQHGIURP9$$/&2SXEOLFGDWDVRXUFHVDQGWKHQRQFRQILGHQWLDOILOHVRI
1HWKHUODQG6HZHOO $VVRFLDWHV,QFDQGZHUHDFFHSWHGDVDFFXUDWH6XSSRUWLQJZRUNGDWDDUHRQILOHLQRXU
RIILFH:HKDYHQRWH[DPLQHGWKHFRQWUDFWXDOULJKWVWRWKHSURSHUWLHVRULQGHSHQGHQWO\FRQILUPHGWKHDFWXDOGHJUHH
RUW\SHRILQWHUHVWRZQHG7KHWHFKQLFDOSHUVRQVSULPDULO\UHVSRQVLEOHIRUSUHSDULQJWKHHVWLPDWHVSUHVHQWHGKHUHLQ
PHHWWKHUHTXLUHPHQWVUHJDUGLQJTXDOLILFDWLRQVLQGHSHQGHQFHREMHFWLYLW\DQGFRQILGHQWLDOLW\VHWIRUWKLQWKH63(
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6WDQGDUGV:HDUHLQGHSHQGHQWSHWUROHXPHQJLQHHUVJHRORJLVWVJHRSK\VLFLVWVDQGSHWURSK\VLFLVWVZHGRQRW
RZQDQLQWHUHVWLQWKHVHSURSHUWLHVQRUDUHZHHPSOR\HGRQDFRQWLQJHQWEDVLV

7KHHIIHFWLYHGDWHRIWKLVUHSRUWLV0DUFK (IIHFWLYH'DWH 7KHSXEOLFDWLRQRIWKLVUHSRUWLVDVVXPHGWR
EHFRQVLVWHQWZLWKWKHSXEOLFDWLRQGDWHRIWKHSURVSHFWXVWREHSXEOLVKHGE\9$$/&29$$/&2KDVFRQILUPHGWR
XVWKDWWKHUHKDYHEHHQQRPDWHULDOFKDQJHVVLQFHWKH(IIHFWLYH'DWHWKHRPLVVLRQRIZKLFKZRXOGPDNHWKLVUHSRUW
PLVOHDGLQJ


6LQFHUHO\


1(7+(5/$1'6(:(// $662&,$7(6,1&

7H[DV5HJLVWHUHG(QJLQHHULQJ)LUP)





V&+ 6FRWW 5HHV,,,



%\




&+ 6FRWW 5HHV,,,3(



&KDLUPDQDQG&KLHI([HFXWLYH2IILFHU





V-RKQ5&OLYHU

V=DFKDU\5/RQJ
%\

%\


-RKQ5&OLYHU3(

=DFKDU\5/RQJ3*

9LFH3UHVLGHQW

9LFH3UHVLGHQW

'DWH6LJQHG6HSWHPEHU
'DWH6LJQHG6HSWHPEHU

-5&56

3OHDVHEHDGYLVHGWKDWWKHGLJLWDOGRFXPHQW\RXDUHYLHZLQJLVSURYLGHGE\1HWKHUODQG6HZHOO $VVRFLDWHV,QF 16$, DVDFRQYHQLHQFH
WRRXUFOLHQWV7KHGLJLWDOGRFXPHQWLVLQWHQGHGWREHVXEVWDQWLYHO\WKHVDPHDVWKHRULJLQDOVLJQHGGRFXPHQWPDLQWDLQHGE\16$,7KH
GLJLWDOGRFXPHQWLVVXEMHFWWRWKHSDUDPHWHUVOLPLWDWLRQVDQGFRQGLWLRQVVWDWHGLQWKHRULJLQDOGRFXPHQW,QWKHHYHQWRIDQ\GLIIHUHQFHV
EHWZHHQWKHGLJLWDOGRFXPHQWDQGWKHRULJLQDOGRFXPHQWWKHRULJLQDOGRFXPHQWVKDOOFRQWURODQGVXSHUVHGHWKHGLJLWDOGRFXPHQW



240

3(752/(805(6(59(6$1'5(6285&(6&/$66,),&$7,21$1''(),1,7,216
([FHUSWHGIURPWKH3HWUROHXP5HVRXUFHV0DQDJHPHQW6\VWHP$SSURYHGE\
WKH6RFLHW\RI3HWUROHXP(QJLQHHUV 63( %RDUGRI'LUHFWRUV-XQH



7KLVGRFXPHQWFRQWDLQVLQIRUPDWLRQH[FHUSWHGIURPGHILQLWLRQVDQGJXLGHOLQHVSUHSDUHGE\WKH2LODQG*DV5HVHUYHV&RPPLWWHHRIWKH
6RFLHW\RI3HWUROHXP(QJLQHHUV 63( DQGUHYLHZHGDQGMRLQWO\VSRQVRUHGE\WKH63(:RUOG3HWUROHXP&RXQFLO$PHULFDQ$VVRFLDWLRQ
RI3HWUROHXP*HRORJLVWV6RFLHW\RI3HWUROHXP(YDOXDWLRQ(QJLQHHUV6RFLHW\RI([SORUDWLRQ*HRSK\VLFLVWV6RFLHW\RI3HWURSK\VLFLVWV
DQG:HOO/RJ$QDO\VWVDQG(XURSHDQ$VVRFLDWLRQRI*HRVFLHQWLVWV (QJLQHHUV


3UHDPEOH
3HWUROHXPUHVRXUFHVDUHWKHTXDQWLWLHVRIK\GURFDUERQVQDWXUDOO\RFFXUULQJRQRUZLWKLQWKH(DUWK VFUXVW5HVRXUFHVDVVHVVPHQWV
HVWLPDWHTXDQWLWLHVLQNQRZQDQG\HWWREHGLVFRYHUHGDFFXPXODWLRQV5HVRXUFHVHYDOXDWLRQVDUHIRFXVHGRQWKRVHTXDQWLWLHVWKDWFDQ
SRWHQWLDOO\ EH UHFRYHUHG DQGPDUNHWHG E\ FRPPHUFLDOSURMHFWV  $ SHWUROHXP UHVRXUFHV PDQDJHPHQW V\VWHP SURYLGHV DFRQVLVWHQW
DSSURDFK WR HVWLPDWLQJ SHWUROHXP TXDQWLWLHV HYDOXDWLQJ SURMHFWV DQG SUHVHQWLQJ UHVXOWV ZLWKLQ D FRPSUHKHQVLYH FODVVLILFDWLRQ
IUDPHZRUN


7KLVXSGDWHG3506SURYLGHVIXQGDPHQWDOSULQFLSOHVIRUWKHHYDOXDWLRQDQGFODVVLILFDWLRQRISHWUROHXPUHVHUYHVDQGUHVRXUFHV,IWKHUH
LVDQ\FRQIOLFWZLWKSULRU63(DQG3506JXLGDQFHDSSURYHGWUDLQLQJRUWKH$SSOLFDWLRQ*XLGHOLQHVWKHFXUUHQW3506VKDOOSUHYDLO,W
LVXQGHUVWRRGWKDWWKHVHGHILQLWLRQVDQGJXLGHOLQHVDOORZIOH[LELOLW\IRUHQWLWLHVJRYHUQPHQWVDQGUHJXODWRU\DJHQFLHVWRWDLORUDSSOLFDWLRQ
IRUWKHLUSDUWLFXODUQHHGVKRZHYHUDQ\PRGLILFDWLRQVWRWKHJXLGDQFHFRQWDLQHGKHUHLQPXVWEHFOHDUO\LGHQWLILHG7KHWHUPVVKDOORU
PXVWLQGLFDWHWKDWDSURYLVLRQKHUHLQLVPDQGDWRU\IRU3506FRPSOLDQFHZKLOHVKRXOGLQGLFDWHVDUHFRPPHQGHGSUDFWLFHDQGPD\
LQGLFDWHVWKDWDFRXUVHRIDFWLRQLVSHUPLVVLEOH7KHGHILQLWLRQVDQGJXLGHOLQHVFRQWDLQHGLQWKLVGRFXPHQWPXVWQRWEHFRQVWUXHGDV
PRGLI\LQJWKHLQWHUSUHWDWLRQRUDSSOLFDWLRQRIDQ\H[LVWLQJUHJXODWRU\UHSRUWLQJUHTXLUHPHQWV


%DVLF3ULQFLSOHVDQG'HILQLWLRQV
$FODVVLILFDWLRQV\VWHPRISHWUROHXPUHVRXUFHVLVDIXQGDPHQWDOHOHPHQWWKDWSURYLGHVDFRPPRQODQJXDJHIRUFRPPXQLFDWLQJ
ERWKWKHFRQILGHQFHRIDSURMHFW VUHVRXUFHVPDWXUDWLRQVWDWXVDQGWKHUDQJHRISRWHQWLDORXWFRPHVWRWKHYDULRXVHQWLWLHV7KH3506
SURYLGHVWUDQVSDUHQF\E\UHTXLULQJWKHDVVHVVPHQWRIYDULRXVFULWHULDWKDWDOORZIRUWKHFODVVLILFDWLRQDQGFDWHJRUL]DWLRQRIDSURMHFW V
UHVRXUFHV7KHHYDOXDWLRQHOHPHQWVFRQVLGHUWKHULVNRIJHRORJLFGLVFRYHU\DQGWKHWHFKQLFDOXQFHUWDLQWLHVWRJHWKHUZLWKDGHWHUPLQDWLRQ
RIWKHFKDQFHRIDFKLHYLQJWKHFRPPHUFLDOPDWXUDWLRQVWDWXVRIDSHWUROHXPSURMHFW


7KH WHFKQLFDO HVWLPDWLRQ RI SHWUROHXP UHVRXUFHV TXDQWLWLHV LQYROYHV WKH DVVHVVPHQW RI TXDQWLWLHV DQG YDOXHV WKDW KDYH DQ
LQKHUHQWGHJUHHRIXQFHUWDLQW\7KHVHTXDQWLWLHVDUHDVVRFLDWHGZLWKH[SORUDWLRQDSSUDLVDODQGGHYHORSPHQWSURMHFWVDWYDULRXVVWDJHV
RIGHVLJQDQGLPSOHPHQWDWLRQ7KHFRPPHUFLDODVSHFWVFRQVLGHUHGZLOOUHODWHWKHSURMHFW VPDWXULW\VWDWXV HJWHFKQLFDOHFRQRPLFDO
UHJXODWRU\DQGOHJDO WRWKHFKDQFHRISURMHFWLPSOHPHQWDWLRQ


7KHXVHRIDFRQVLVWHQWFODVVLILFDWLRQV\VWHPHQKDQFHVFRPSDULVRQVEHWZHHQSURMHFWVJURXSVRISURMHFWVDQGWRWDOFRPSDQ\
SRUWIROLRV  7KH DSSOLFDWLRQ RI 3506 PXVW FRQVLGHU ERWK WHFKQLFDO DQG FRPPHUFLDO IDFWRUV WKDW LPSDFW WKH SURMHFW V IHDVLELOLW\ LWV
SURGXFWLYHOLIHDQGLWVUHODWHGFDVKIORZV


3HWUROHXP5HVRXUFHV&ODVVLILFDWLRQ)UDPHZRUN
3HWUROHXP LV GHILQHG DV D QDWXUDOO\ RFFXUULQJ PL[WXUH
FRQVLVWLQJ RI K\GURFDUERQV LQ WKH JDVHRXV OLTXLG RU VROLG VWDWH
3HWUROHXPPD\DOVRFRQWDLQQRQK\GURFDUERQVFRPPRQH[DPSOHV
RIZKLFKDUHFDUERQGLR[LGHQLWURJHQK\GURJHQVXOILGHDQGVXOIXU
,QUDUHFDVHVQRQK\GURFDUERQFRQWHQWFDQEHJUHDWHUWKDQ


7KH WHUP UHVRXUFHV DV XVHG KHUHLQ LV LQWHQGHG WR
HQFRPSDVVDOOTXDQWLWLHVRISHWUROHXPQDWXUDOO\RFFXUULQJZLWKLQWKH
(DUWK V FUXVW ERWK GLVFRYHUHG DQG XQGLVFRYHUHG ZKHWKHU
UHFRYHUDEOH RU XQUHFRYHUDEOH  SOXV WKRVH TXDQWLWLHV DOUHDG\
SURGXFHG  )XUWKHU LW LQFOXGHV DOO W\SHV RI SHWUROHXP ZKHWKHU
FXUUHQWO\FRQVLGHUHGDVFRQYHQWLRQDORUXQFRQYHQWLRQDOUHVRXUFHV


)LJXUH  JUDSKLFDOO\ UHSUHVHQWV WKH 3506 UHVRXUFHV
FODVVLILFDWLRQ V\VWHP  7KH V\VWHP FODVVLILHV UHVRXUFHV LQWR
GLVFRYHUHG DQG XQGLVFRYHUHG DQG GHILQHV WKH UHFRYHUDEOH
UHVRXUFHV FODVVHV 3URGXFWLRQ 5HVHUYHV &RQWLQJHQW 5HVRXUFHV
DQG3URVSHFWLYH5HVRXUFHVDVZHOODV8QUHFRYHUDEOH3HWUROHXP


7KH KRUL]RQWDO D[LV UHIOHFWV WKH UDQJH RI XQFHUWDLQW\ RI
HVWLPDWHG TXDQWLWLHV SRWHQWLDOO\ UHFRYHUDEOH IURP DQ DFFXPXODWLRQ
E\ D SURMHFW ZKLOH WKH YHUWLFDO D[LV UHSUHVHQWV WKH FKDQFH RI
FRPPHUFLDOLW\ 3F ZKLFK LV WKH FKDQFH WKDW D SURMHFW ZLOO EH
FRPPLWWHGIRUGHYHORSPHQWDQGUHDFKFRPPHUFLDOSURGXFLQJVWDWXV


'HILQLWLRQV3DJHRI
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7KHIROORZLQJGHILQLWLRQVDSSO\WRWKHPDMRUVXEGLYLVLRQVZLWKLQWKHUHVRXUFHVFODVVLILFDWLRQ
$ 7RWDO3HWUROHXP,QLWLDOO\,Q3ODFH 3,,3 LVDOOTXDQWLWLHVRISHWUROHXPWKDWDUHHVWLPDWHGWRH[LVWRULJLQDOO\LQQDWXUDOO\RFFXUULQJ
DFFXPXODWLRQVGLVFRYHUHGDQGXQGLVFRYHUHGEHIRUHSURGXFWLRQ
% 'LVFRYHUHG3,,3LVWKHTXDQWLW\RISHWUROHXPWKDWLVHVWLPDWHGDVRIDJLYHQGDWHWREHFRQWDLQHGLQNQRZQDFFXPXODWLRQV
EHIRUHSURGXFWLRQ
& 3URGXFWLRQLVWKHFXPXODWLYHTXDQWLWLHVRISHWUROHXPWKDWKDYHEHHQUHFRYHUHGDWDJLYHQGDWH:KLOHDOOUHFRYHUDEOHUHVRXUFHV
DUHHVWLPDWHGDQGSURGXFWLRQLVPHDVXUHGLQWHUPVRIWKHVDOHVSURGXFWVSHFLILFDWLRQVUDZSURGXFWLRQ VDOHVSOXVQRQVDOHV 
TXDQWLWLHV DUH DOVR PHDVXUHG DQG UHTXLUHG WR VXSSRUW HQJLQHHULQJ DQDO\VHV EDVHG RQ UHVHUYRLU YRLGDJH VHH 6HFWLRQ 
3URGXFWLRQ0HDVXUHPHQW 


0XOWLSOHGHYHORSPHQWSURMHFWVPD\EHDSSOLHGWRHDFKNQRZQRUXQNQRZQDFFXPXODWLRQDQGHDFKSURMHFWZLOOEHIRUHFDVWWR
UHFRYHUDQHVWLPDWHGSRUWLRQRIWKHLQLWLDOO\LQSODFHTXDQWLWLHV7KHSURMHFWVVKDOOEHVXEGLYLGHGLQWRFRPPHUFLDOVXEFRPPHUFLDODQG
XQGLVFRYHUHGZLWKWKHHVWLPDWHGUHFRYHUDEOHTXDQWLWLHVEHLQJFODVVLILHGDV5HVHUYHV&RQWLQJHQW5HVRXUFHVRU3URVSHFWLYH5HVRXUFHV
UHVSHFWLYHO\DVGHILQHGEHORZ
$  5HVHUYHV DUH WKRVH TXDQWLWLHV RI SHWUROHXP DQWLFLSDWHG WR EH FRPPHUFLDOO\ UHFRYHUDEOH E\ DSSOLFDWLRQ RI GHYHORSPHQW
SURMHFWV WR NQRZQ DFFXPXODWLRQV IURP D JLYHQ GDWH IRUZDUG XQGHU GHILQHG FRQGLWLRQV  5HVHUYHV PXVW VDWLVI\ IRXU FULWHULD
GLVFRYHUHGUHFRYHUDEOHFRPPHUFLDODQGUHPDLQLQJ DVRIWKHHYDOXDWLRQ VHIIHFWLYHGDWH EDVHGRQWKHGHYHORSPHQWSURMHFW V 
DSSOLHG
 5HVHUYHV DUH UHFRPPHQGHG DV VDOHV TXDQWLWLHV DV PHWHUHG DW WKH UHIHUHQFH SRLQW  :KHUH WKH HQWLW\ DOVR UHFRJQL]HV
TXDQWLWLHVFRQVXPHGLQRSHUDWLRQV &L2  VHH6HFWLRQ DV5HVHUYHVWKHVHTXDQWLWLHVPXVWEHUHFRUGHGVHSDUDWHO\1RQ
K\GURFDUERQ TXDQWLWLHV DUH UHFRJQL]HG DV 5HVHUYHV RQO\ ZKHQ VROG WRJHWKHU ZLWK K\GURFDUERQV RU &L2 DVVRFLDWHG ZLWK
SHWUROHXPSURGXFWLRQ,IWKHQRQK\GURFDUERQLVVHSDUDWHGEHIRUHVDOHVLWLVH[FOXGHGIURP5HVHUYHV
 5HVHUYHVDUHIXUWKHUFDWHJRUL]HGLQDFFRUGDQFHZLWKWKHUDQJHRIXQFHUWDLQW\DQGVKRXOGEHVXEFODVVLILHGEDVHGRQSURMHFW
PDWXULW\DQGRUFKDUDFWHUL]HGE\GHYHORSPHQWDQGSURGXFWLRQVWDWXV
% &RQWLQJHQW5HVRXUFHVDUHWKRVHTXDQWLWLHVRISHWUROHXPHVWLPDWHGDVRID JLYHQGDWHWREHSRWHQWLDOO\UHFRYHUDEOHIURP
NQRZQDFFXPXODWLRQVE\WKHDSSOLFDWLRQRIGHYHORSPHQWSURMHFW V QRWFXUUHQWO\FRQVLGHUHGWREHFRPPHUFLDORZLQJWRRQHRU
PRUHFRQWLQJHQFLHV&RQWLQJHQW5HVRXUFHVKDYHDQDVVRFLDWHGFKDQFHRIGHYHORSPHQW&RQWLQJHQW5HVRXUFHVPD\LQFOXGH
IRUH[DPSOHSURMHFWVIRUZKLFKWKHUHDUHFXUUHQWO\QRYLDEOHPDUNHWVRUZKHUHFRPPHUFLDOUHFRYHU\LVGHSHQGHQWRQWHFKQRORJ\
XQGHU GHYHORSPHQW RU ZKHUH HYDOXDWLRQ RI WKH DFFXPXODWLRQ LV LQVXIILFLHQW WR FOHDUO\ DVVHVV FRPPHUFLDOLW\  &RQWLQJHQW
5HVRXUFHVDUHIXUWKHUFDWHJRUL]HGLQDFFRUGDQFHZLWKWKHUDQJHRIXQFHUWDLQW\DVVRFLDWHGZLWKWKHHVWLPDWHVDQGVKRXOGEH
VXEFODVVLILHGEDVHGRQSURMHFWPDWXULW\DQGRUHFRQRPLFVWDWXV
& 8QGLVFRYHUHG3,,3LVWKDWTXDQWLW\RISHWUROHXPHVWLPDWHGDVRIDJLYHQGDWHWREHFRQWDLQHGZLWKLQDFFXPXODWLRQV\HWWREH
GLVFRYHUHG
' 3URVSHFWLYH5HVRXUFHVDUHWKRVHTXDQWLWLHVRISHWUROHXPHVWLPDWHGDVRIDJLYHQGDWHWREHSRWHQWLDOO\UHFRYHUDEOHIURP
XQGLVFRYHUHGDFFXPXODWLRQVE\DSSOLFDWLRQRIIXWXUHGHYHORSPHQWSURMHFWV3URVSHFWLYH5HVRXUFHVKDYHERWKDQDVVRFLDWHG
FKDQFHRIJHRORJLFGLVFRYHU\DQGDFKDQFHRIGHYHORSPHQW3URVSHFWLYH5HVRXUFHVDUHIXUWKHUFDWHJRUL]HGLQDFFRUGDQFHZLWK
WKH UDQJH RI XQFHUWDLQW\ DVVRFLDWHG ZLWK UHFRYHUDEOH HVWLPDWHV DVVXPLQJ GLVFRYHU\ DQG GHYHORSPHQW DQG PD\ EH VXE
FODVVLILHGEDVHGRQSURMHFWPDWXULW\
( 8QUHFRYHUDEOH5HVRXUFHVDUHWKDWSRUWLRQRIHLWKHUGLVFRYHUHGRUXQGLVFRYHUHG3,,3HYDOXDWHGDVRIDJLYHQGDWHWREH
XQUHFRYHUDEOH E\ WKH FXUUHQWO\ GHILQHG SURMHFW V   $ SRUWLRQ RI WKHVH TXDQWLWLHV PD\ EHFRPH UHFRYHUDEOH LQ WKH IXWXUH DV
FRPPHUFLDOFLUFXPVWDQFHVFKDQJHWHFKQRORJ\LVGHYHORSHGRUDGGLWLRQDOGDWDDUHDFTXLUHG7KHUHPDLQLQJSRUWLRQPD\QHYHU
EHUHFRYHUHGEHFDXVHRISK\VLFDOFKHPLFDOFRQVWUDLQWVUHSUHVHQWHGE\VXEVXUIDFHLQWHUDFWLRQRIIOXLGVDQGUHVHUYRLUURFNV


7KH VXP RI 5HVHUYHV &RQWLQJHQW 5HVRXUFHV DQG 3URVSHFWLYH 5HVRXUFHV PD\ EH UHIHUUHG WR DV UHPDLQLQJ UHFRYHUDEOH
UHVRXUFHV  ,PSRUWDQWO\ WKHVH TXDQWLWLHV VKRXOG QRW EH DJJUHJDWHG ZLWKRXW GXH FRQVLGHUDWLRQRI WKH WHFKQLFDO DQG FRPPHUFLDO ULVN
LQYROYHGZLWKWKHLUFODVVLILFDWLRQ:KHQVXFKWHUPVDUHXVHGHDFKFODVVLILFDWLRQFRPSRQHQWRIWKHVXPPDWLRQPXVWEHSURYLGHG


2WKHUWHUPVXVHGLQUHVRXUFHDVVHVVPHQWVLQFOXGHWKHIROORZLQJ


$ (VWLPDWHG8OWLPDWH5HFRYHU\ (85 LVQRWDUHVRXUFHVFDWHJRU\RUFODVVEXWDWHUPWKDWFDQEHDSSOLHGWRDQDFFXPXODWLRQ
RUJURXSRIDFFXPXODWLRQV GLVFRYHUHGRUXQGLVFRYHUHG WRGHILQHWKRVHTXDQWLWLHVRISHWUROHXPHVWLPDWHGDVRIDJLYHQGDWH
WREHSRWHQWLDOO\UHFRYHUDEOHSOXVWKRVHTXDQWLWLHVDOUHDG\SURGXFHGIURPWKHDFFXPXODWLRQRUJURXSRIDFFXPXODWLRQV)RU
FODULW\(85PXVWUHIHUHQFHWKHDVVRFLDWHGWHFKQLFDODQGFRPPHUFLDOFRQGLWLRQVIRUWKHUHVRXUFHVIRUH[DPSOHSURYHG(85LV
3URYHG5HVHUYHVSOXVSULRUSURGXFWLRQ
% 7HFKQLFDOO\5HFRYHUDEOH5HVRXUFHV 755 DUHWKRVHTXDQWLWLHVRISHWUROHXPSURGXFLEOHXVLQJFXUUHQWO\DYDLODEOHWHFKQRORJ\
DQG LQGXVWU\ SUDFWLFHV UHJDUGOHVV RI FRPPHUFLDO FRQVLGHUDWLRQV  755 PD\ EH XVHG IRU VSHFLILF 3URMHFWV RU IRU JURXSV RI
3URMHFWVRUFDQEHDQXQGLIIHUHQWLDWHGHVWLPDWHZLWKLQDQDUHD RIWHQEDVLQZLGH RIUHFRYHU\SRWHQWLDO
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3URMHFW%DVHG5HVRXUFHV(YDOXDWLRQV
7KHUHVRXUFHVHYDOXDWLRQSURFHVVFRQVLVWVRILGHQWLI\LQJDUHFRYHU\SURMHFWRUSURMHFWVDVVRFLDWHGZLWKRQHRUPRUHSHWUROHXP
DFFXPXODWLRQV HVWLPDWLQJ WKH TXDQWLWLHV RI 3,,3 HVWLPDWLQJ WKDW SRUWLRQ RI WKRVH LQSODFH TXDQWLWLHV WKDW FDQ EH UHFRYHUHG E\ HDFK
SURMHFWDQGFODVVLI\LQJWKHSURMHFW V EDVHGRQPDWXULW\VWDWXVRUFKDQFHRIFRPPHUFLDOLW\


7KHFRQFHSWRIDSURMHFWEDVHGFODVVLILFDWLRQV\VWHPLVIXUWKHUFODULILHGE\H[DPLQLQJWKHHOHPHQWVFRQWULEXWLQJWRDQHYDOXDWLRQ
RIQHWUHFRYHUDEOHUHVRXUFHV VHH)LJXUH 



















5(6(592,5
LQSODFHYROXPHV 

1HW
5HFRYHUDEOH
5HVRXUFHV

352-(&7
SURGXFWLRQFDVKIORZ 

(QWLWOHPHQW
3523(57<
RZQHUVKLSFRQWUDFWWHUPV 
)LJXUH²5HVRXUFHVHYDOXDWLRQ

7KHUHVHUYRLU FRQWDLQVWKHSHWUROHXPDFFXPXODWLRQ .H\DWWULEXWHVLQFOXGHWKHW\SHVDQGTXDQWLWLHVRI3,,3DQGWKHIOXLGDQG
URFNSURSHUWLHVWKDWDIIHFWSHWUROHXPUHFRYHU\


7KHSURMHFW$SURMHFWPD\FRQVWLWXWHWKHGHYHORSPHQWRIDZHOODVLQJOHUHVHUYRLURUDVPDOOILHOGDQLQFUHPHQWDOGHYHORSPHQW
LQDSURGXFLQJILHOGRUWKHLQWHJUDWHGGHYHORSPHQWRIDILHOGRUVHYHUDOILHOGVWRJHWKHUZLWKWKHDVVRFLDWHGSURFHVVLQJIDFLOLWLHV HJ
FRPSUHVVLRQ :LWKLQDSURMHFWDVSHFLILFUHVHUYRLU VGHYHORSPHQWJHQHUDWHVDXQLTXHSURGXFWLRQDQGFDVKIORZVFKHGXOHDWHDFKOHYHO
RI FHUWDLQW\  7KH LQWHJUDWLRQ RI WKHVH VFKHGXOHV WDNHQ WR WKH SURMHFW V HDUOLHVW WUXQFDWLRQ FDXVHG E\ WHFKQLFDO HFRQRPLF RU WKH
FRQWUDFWXDOOLPLWGHILQHVWKHHVWLPDWHGUHFRYHUDEOHUHVRXUFHVDQGDVVRFLDWHGIXWXUHQHWFDVKIORZSURMHFWLRQVIRUHDFKSURMHFW7KHUDWLR
RI(85WRWRWDO3,,3TXDQWLWLHVGHILQHVWKHSURMHFW VUHFRYHU\HIILFLHQF\(DFKSURMHFWVKRXOGKDYHDQDVVRFLDWHGUHFRYHUDEOHUHVRXUFHV
UDQJH ORZEHVWDQGKLJKHVWLPDWH 


7KHSURSHUW\ OHDVHRUOLFHQVHDUHD (DFKSURSHUW\PD\KDYHXQLTXHDVVRFLDWHGFRQWUDFWXDOULJKWVDQGREOLJDWLRQVLQFOXGLQJ
WKHILVFDOWHUPV7KLVLQIRUPDWLRQDOORZVGHILQLWLRQRIHDFKSDUWLFLSDWLQJHQWLW\ VVKDUHRISURGXFHGTXDQWLWLHV HQWLWOHPHQW DQGVKDUHRI
LQYHVWPHQWVH[SHQVHVDQGUHYHQXHVIRUHDFKUHFRYHU\SURMHFWDQGWKHUHVHUYRLUWRZKLFKLWLVDSSOLHG2QHSURSHUW\PD\HQFRPSDVV
PDQ\UHVHUYRLUVRURQHUHVHUYRLUPD\VSDQVHYHUDOGLIIHUHQWSURSHUWLHV$SURSHUW\PD\FRQWDLQERWKGLVFRYHUHGDQGXQGLVFRYHUHG
DFFXPXODWLRQVWKDWPD\EHVSDWLDOO\XQUHODWHGWRDSRWHQWLDOVLQJOHILHOGGHVLJQDWLRQ


$Q HQWLW\ V QHW UHFRYHUDEOH UHVRXUFHV DUH WKH HQWLWOHPHQW VKDUH RI IXWXUH SURGXFWLRQ OHJDOO\ DFFUXLQJ XQGHU WKH WHUPV RI WKH
GHYHORSPHQWDQGSURGXFWLRQFRQWUDFWRUOLFHQVH


,Q WKH FRQWH[W RI WKLV UHODWLRQVKLS WKH SURMHFW LV WKH SULPDU\ HOHPHQW FRQVLGHUHG LQ WKH UHVRXUFHV FODVVLILFDWLRQ DQG WKH QHW
UHFRYHUDEOHUHVRXUFHVDUHWKHTXDQWLWLHVGHULYHGIURPHDFKSURMHFW$SURMHFWUHSUHVHQWVDGHILQHGDFWLYLW\RUVHWRIDFWLYLWLHVWRGHYHORS
WKHSHWUROHXPDFFXPXODWLRQ V DQGWKHGHFLVLRQVWDNHQWRPDWXUHWKHUHVRXUFHVWRUHVHUYHV,QJHQHUDOLWLVUHFRPPHQGHGWKDWDQ
LQGLYLGXDOSURMHFWKDVDVVLJQHGWRLWDVSHFLILFPDWXULW\OHYHOVXEFODVV 6HH6HFWLRQ3URMHFW0DWXULW\6XE&ODVVHV DWZKLFKD
GHFLVLRQLVPDGHZKHWKHURUQRWWRSURFHHG LHVSHQGPRUHPRQH\ DQGWKHUHVKRXOGEHDQDVVRFLDWHGUDQJHRIHVWLPDWHGUHFRYHUDEOH
TXDQWLWLHVIRUWKHSURMHFW 6HH6HFWLRQ5DQJHRI8QFHUWDLQW\ )RUFRPSOHWHQHVVDGHYHORSHGILHOGLVDOVRFRQVLGHUHGWREHD
SURMHFW


$QDFFXPXODWLRQRUSRWHQWLDODFFXPXODWLRQRISHWUROHXPLVRIWHQVXEMHFWWRVHYHUDOVHSDUDWHDQGGLVWLQFWSURMHFWVWKDWDUHDW
GLIIHUHQWVWDJHVRIH[SORUDWLRQRUGHYHORSPHQW7KXVDQDFFXPXODWLRQPD\KDYHUHFRYHUDEOHTXDQWLWLHVLQVHYHUDOUHVRXUFHVFODVVHV
VLPXOWDQHRXVO\


1RWDOOWHFKQLFDOO\IHDVLEOHGHYHORSPHQWSURMHFWVZLOOEHFRPPHUFLDO7KHFRPPHUFLDOYLDELOLW\RIDGHYHORSPHQWSURMHFWZLWKLQ
DILHOG VGHYHORSPHQWSODQLVGHSHQGHQWRQDIRUHFDVWRIWKHFRQGLWLRQVWKDWZLOOH[LVWGXULQJWKHWLPHSHULRGHQFRPSDVVHGE\WKHSURMHFW
VHH 6HFWLRQ $VVHVVPHQW RI &RPPHUFLDOLW\   &RQGLWLRQV LQFOXGH WHFKQLFDO HFRQRPLF HJ KXUGOH UDWHV FRPPRGLW\ SULFHV 
RSHUDWLQJDQGFDSLWDOFRVWVPDUNHWLQJVDOHVURXWH V DQGOHJDOHQYLURQPHQWDOVRFLDODQGJRYHUQPHQWDOIDFWRUVIRUHFDVWWRH[LVWDQG
LPSDFWWKHSURMHFWGXULQJWKHWLPHSHULRGEHLQJHYDOXDWHG:KLOHHFRQRPLFIDFWRUVFDQEHVXPPDUL]HGDVIRUHFDVWFRVWVDQGSURGXFW
SULFHVWKHXQGHUO\LQJLQIOXHQFHVLQFOXGHEXWDUHQRWOLPLWHGWRPDUNHWFRQGLWLRQV HJLQIODWLRQPDUNHWIDFWRUVDQGFRQWLQJHQFLHV 
H[FKDQJHUDWHVWUDQVSRUWDWLRQDQGSURFHVVLQJLQIUDVWUXFWXUHILVFDOWHUPVDQGWD[HV


7KHUHVRXUFHVEHLQJHVWLPDWHGDUHWKRVHTXDQWLWLHVSURGXFLEOHIURPDSURMHFWDVPHDVXUHGDFFRUGLQJWRGHOLYHU\VSHFLILFDWLRQV
DW WKH SRLQW RI VDOH RU FXVWRG\ WUDQVIHU VHH 6HFWLRQ  5HIHUHQFH 3RLQW  DQG PD\ SHUPLW IRUHFDVWV RI &L2 TXDQWLWLHV VHH
6HFWLRQ&RQVXPHGLQ2SHUDWLRQV 7KHFXPXODWLYHSURGXFWLRQIRUHFDVWIURPWKHHIIHFWLYHGDWHIRUZDUGWRFHVVDWLRQRISURGXFWLRQ
LVWKHUHPDLQLQJUHFRYHUDEOHUHVRXUFHVTXDQWLW\ VHH6HFWLRQ1HW&DVK)ORZ(YDOXDWLRQ 
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7KH VXSSRUWLQJ GDWD DQDO\WLFDO SURFHVVHV DQG DVVXPSWLRQV GHVFULELQJ WKH WHFKQLFDO DQG FRPPHUFLDO EDVLV XVHG LQ DQ
HYDOXDWLRQPXVWEHGRFXPHQWHGLQVXIILFLHQWGHWDLOWRDOORZDVQHHGHGDTXDOLILHGUHVHUYHVHYDOXDWRURUTXDOLILHGUHVHUYHVDXGLWRUWR
FOHDUO\XQGHUVWDQGHDFKSURMHFW VEDVLVIRUWKHHVWLPDWLRQFDWHJRUL]DWLRQDQGFODVVLILFDWLRQRIUHFRYHUDEOHUHVRXUFHVTXDQWLWLHVDQGLI
DSSURSULDWHDVVRFLDWHGFRPPHUFLDODVVHVVPHQW


&ODVVLILFDWLRQDQG&DWHJRUL]DWLRQ*XLGHOLQHV


5HVRXUFHV&ODVVLILFDWLRQ
7KH3506FODVVLILFDWLRQHVWDEOLVKHVFULWHULDIRUWKHFODVVLILFDWLRQRIWKHWRWDO3,,3$GHWHUPLQDWLRQRIDGLVFRYHU\GLIIHUHQWLDWHV
EHWZHHQ GLVFRYHUHG DQG XQGLVFRYHUHG 3,,3  7KH DSSOLFDWLRQ RI D SURMHFW IXUWKHU GLIIHUHQWLDWHV WKH UHFRYHUDEOH IURP XQUHFRYHUDEOH
UHVRXUFHV7KHSURMHFWLVWKHQHYDOXDWHGWRGHWHUPLQHLWVPDWXULW\VWDWXVWRDOORZWKHFODVVLILFDWLRQGLVWLQFWLRQEHWZHHQFRPPHUFLDODQG
VXEFRPPHUFLDOSURMHFWV3506UHTXLUHVWKHSURMHFW VUHFRYHUDEOHUHVRXUFHVTXDQWLWLHVWREHFODVVLILHGDVHLWKHU5HVHUYHV&RQWLQJHQW
5HVRXUFHVRU3URVSHFWLYH5HVRXUFHV


'HWHUPLQDWLRQRI'LVFRYHU\6WDWXV
$ GLVFRYHUHG SHWUROHXP DFFXPXODWLRQ LV GHWHUPLQHG WR H[LVW ZKHQ RQH RU PRUH H[SORUDWRU\ ZHOOV KDYH HVWDEOLVKHG WKURXJK
WHVWLQJ VDPSOLQJ DQGRU ORJJLQJ WKH H[LVWHQFH RI D VLJQLILFDQW TXDQWLW\ RI SRWHQWLDOO\ UHFRYHUDEOH K\GURFDUERQV DQG WKXV KDYH
HVWDEOLVKHGDNQRZQDFFXPXODWLRQ,QWKHDEVHQFHRIDIORZWHVWRUVDPSOLQJWKHGLVFRYHU\GHWHUPLQDWLRQUHTXLUHVFRQILGHQFHLQWKH
SUHVHQFHRIK\GURFDUERQVDQGHYLGHQFHRISURGXFLELOLW\ZKLFKPD\EHVXSSRUWHGE\VXLWDEOHSURGXFLQJDQDORJV VHH6HFWLRQ
$QDORJV ,QWKLVFRQWH[WVLJQLILFDQWLPSOLHVWKDWWKHUHLVHYLGHQFHRIDVXIILFLHQWTXDQWLW\RISHWUROHXPWRMXVWLI\HVWLPDWLQJWKHLQSODFH
TXDQWLW\GHPRQVWUDWHGE\WKHZHOO V DQGIRUHYDOXDWLQJWKHSRWHQWLDOIRUFRPPHUFLDOUHFRYHU\


:KHUHDGLVFRYHU\KDVLGHQWLILHGSRWHQWLDOO\UHFRYHUDEOHK\GURFDUERQVEXWLWLVQRWFRQVLGHUHGYLDEOHWRDSSO\DSURMHFWZLWK
HVWDEOLVKHGWHFKQRORJ\RUZLWKWHFKQRORJ\XQGHUGHYHORSPHQWVXFKTXDQWLWLHVPD\EHFODVVLILHGDV'LVFRYHUHG8QUHFRYHUDEOHZLWKQR
&RQWLQJHQW 5HVRXUFHV  ,Q IXWXUH HYDOXDWLRQV DV DSSURSULDWH IRU SHWUROHXP UHVRXUFHV PDQDJHPHQW SXUSRVHV D SRUWLRQ RI WKHVH
XQUHFRYHUDEOH TXDQWLWLHV PD\ EHFRPH UHFRYHUDEOH UHVRXUFHV DV HLWKHU FRPPHUFLDO FLUFXPVWDQFHV FKDQJH RU WHFKQRORJLFDO
GHYHORSPHQWVRFFXU


'HWHUPLQDWLRQRI&RPPHUFLDOLW\
'LVFRYHUHGUHFRYHUDEOHTXDQWLWLHV &RQWLQJHQW5HVRXUFHV PD\EHFRQVLGHUHGFRPPHUFLDOO\PDWXUHDQGWKXVDWWDLQ5HVHUYHV
FODVVLILFDWLRQLIWKHHQWLW\FODLPLQJFRPPHUFLDOLW\KDVGHPRQVWUDWHGDILUPLQWHQWLRQWRSURFHHGZLWKGHYHORSPHQW7KLVPHDQVWKHHQWLW\
KDVVDWLVILHGWKHLQWHUQDOGHFLVLRQFULWHULD W\SLFDOO\UDWHRIUHWXUQDWRUDERYHWKHZHLJKWHGDYHUDJHFRVWRIFDSLWDORUWKHKXUGOHUDWH 
&RPPHUFLDOLW\LVDFKLHYHGZLWKWKHHQWLW\ VFRPPLWPHQWWRWKHSURMHFWDQGDOORIWKHIROORZLQJFULWHULD


$ (YLGHQFHRIDWHFKQLFDOO\PDWXUHIHDVLEOHGHYHORSPHQWSODQ
% (YLGHQFHRIILQDQFLDODSSURSULDWLRQVHLWKHUEHLQJLQSODFHRUKDYLQJDKLJKOLNHOLKRRGRIEHLQJVHFXUHGWRLPSOHPHQWWKHSURMHFW
& (YLGHQFHWRVXSSRUWDUHDVRQDEOHWLPHIUDPHIRUGHYHORSPHQW
' $ UHDVRQDEOH DVVHVVPHQW WKDW WKH GHYHORSPHQW SURMHFWV ZLOO KDYH SRVLWLYH HFRQRPLFV DQG PHHW GHILQHG LQYHVWPHQW DQG
RSHUDWLQJFULWHULD7KLVDVVHVVPHQWLVSHUIRUPHGRQWKHHVWLPDWHGHQWLWOHPHQWIRUHFDVWTXDQWLWLHVDQGDVVRFLDWHGFDVKIORZRQ
ZKLFKWKHLQYHVWPHQWGHFLVLRQLVPDGH VHH6HFWLRQ1HW&DVK)ORZ(YDOXDWLRQ 
( $ UHDVRQDEOH H[SHFWDWLRQ WKDW WKHUH ZLOO EH D PDUNHW IRU IRUHFDVW VDOHV TXDQWLWLHV RI WKH SURGXFWLRQ UHTXLUHG WR MXVWLI\
GHYHORSPHQW7KHUHVKRXOGDOVREHVLPLODUFRQILGHQFHWKDWDOOSURGXFHGVWUHDPV HJRLOJDVZDWHU&2 FDQEHVROGVWRUHG
UHLQMHFWHGRURWKHUZLVHDSSURSULDWHO\GLVSRVHG
) (YLGHQFHWKDWWKHQHFHVVDU\SURGXFWLRQDQGWUDQVSRUWDWLRQIDFLOLWLHVDUHDYDLODEOHRUFDQEHPDGHDYDLODEOH
* (YLGHQFH WKDW OHJDO FRQWUDFWXDO HQYLURQPHQWDO UHJXODWRU\ DQG JRYHUQPHQW DSSURYDOV DUH LQ SODFH RU ZLOO EH IRUWKFRPLQJ
WRJHWKHUZLWKUHVROYLQJDQ\VRFLDODQGHFRQRPLFFRQFHUQV


7KHFRPPHUFLDOLW\WHVWIRU5HVHUYHVGHWHUPLQDWLRQLVDSSOLHGWRWKHEHVWHVWLPDWH 3 IRUHFDVWTXDQWLWLHVZKLFKXSRQTXDOLI\LQJ
DOOFRPPHUFLDODQGWHFKQLFDOPDWXULW\FULWHULDDQGFRQVWUDLQWVEHFRPHWKH35HVHUYHV6WULFWHUFDVHV>HJORZHVWLPDWH 3 @PD\
EHXVHGIRUGHFLVLRQSXUSRVHVRUWRLQYHVWLJDWHWKHUDQJHRIFRPPHUFLDOLW\ VHH6HFWLRQ(FRQRPLF&ULWHULD 7\SLFDOO\WKHORZ
DQGKLJKFDVHSURMHFWVFHQDULRVPD\EHHYDOXDWHGIRUVHQVLWLYLWLHVZKHQFRQVLGHULQJSURMHFWULVNDQGXSVLGHRSSRUWXQLW\


7REHLQFOXGHGLQWKH5HVHUYHVFODVVDSURMHFWPXVWEHVXIILFLHQWO\GHILQHGWRHVWDEOLVKERWKLWVWHFKQLFDODQGFRPPHUFLDOYLDELOLW\
DVQRWHGLQ6HFWLRQ7KHUHPXVWEHDUHDVRQDEOHH[SHFWDWLRQWKDWDOOUHTXLUHGLQWHUQDODQGH[WHUQDODSSURYDOVZLOOEHIRUWKFRPLQJ
DQGHYLGHQFHRIILUPLQWHQWLRQWRSURFHHGZLWKGHYHORSPHQWZLWKLQDUHDVRQDEOHWLPHIUDPH$UHDVRQDEOHWLPHIUDPHIRUWKHLQLWLDWLRQ
RI GHYHORSPHQW GHSHQGV RQ WKH VSHFLILF FLUFXPVWDQFHV DQG YDULHV DFFRUGLQJ WR WKH VFRSH RI WKH SURMHFW  :KLOH ILYH \HDUV LV
UHFRPPHQGHGDVDEHQFKPDUNDORQJHUWLPHIUDPHFRXOGEHDSSOLHGZKHUHMXVWLILDEOHIRUH[DPSOHGHYHORSPHQWRIHFRQRPLFSURMHFWV
WKDWWDNHORQJHUWKDQILYH\HDUVWREHGHYHORSHGRUDUHGHIHUUHGWRPHHWFRQWUDFWXDORUVWUDWHJLFREMHFWLYHV,QDOOFDVHVWKHMXVWLILFDWLRQ
IRUFODVVLILFDWLRQDV5HVHUYHVVKRXOGEHFOHDUO\GRFXPHQWHG
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:KLOH3506JXLGHOLQHVUHTXLUHILQDQFLDODSSURSULDWLRQVHYLGHQFHWKH\GRQRWUHTXLUHWKDWSURMHFWILQDQFLQJEHFRQILUPHGEHIRUH
FODVVLI\LQJSURMHFWVDV5HVHUYHV+RZHYHUWKLVPD\EHDQRWKHUH[WHUQDOUHSRUWLQJUHTXLUHPHQW,QPDQ\FDVHVILQDQFLQJLVFRQGLWLRQDO
XSRQWKHVDPHFULWHULDDVDERYH,QJHQHUDOLIWKHUHLVQRWDUHDVRQDEOHH[SHFWDWLRQWKDWILQDQFLQJRURWKHUIRUPVRIFRPPLWPHQW HJ
IDUPRXWV FDQEHDUUDQJHGVRWKDWWKHGHYHORSPHQWZLOOEHLQLWLDWHGZLWKLQDUHDVRQDEOHWLPHIUDPHWKHQWKHSURMHFWVKRXOGEHFODVVLILHG
DV &RQWLQJHQW 5HVRXUFHV  ,I ILQDQFLQJLV UHDVRQDEO\ H[SHFWHG WR EH LQ SODFH DW WKH WLPH RI WKH ILQDO LQYHVWPHQW GHFLVLRQ ),'  WKH
SURMHFW VUHVRXUFHVPD\EHFODVVLILHGDV5HVHUYHV


5HVRXUFHV&DWHJRUL]DWLRQ
7KHKRUL]RQWDOD[LVLQWKHUHVRXUFHVFODVVLILFDWLRQLQ)LJXUHGHILQHVWKHUDQJHRIXQFHUWDLQW\LQHVWLPDWHVRIWKHTXDQWLWLHVRI
UHFRYHUDEOHRUSRWHQWLDOO\UHFRYHUDEOHSHWUROHXPDVVRFLDWHGZLWKDSURMHFWRUJURXSRISURMHFWV7KHVHHVWLPDWHVLQFOXGHWKHXQFHUWDLQW\
FRPSRQHQWVDVIROORZV
$ 7KHWRWDOSHWUROHXPUHPDLQLQJZLWKLQWKHDFFXPXODWLRQ LQSODFHUHVRXUFHV 
% 7KHWHFKQLFDOXQFHUWDLQW\LQWKHSRUWLRQRIWKHWRWDOSHWUROHXPWKDWFDQEHUHFRYHUHGE\DSSO\LQJDGHILQHGGHYHORSPHQWSURMHFW
RUSURMHFWV LHWKHWHFKQRORJ\DSSOLHG 
& .QRZQ YDULDWLRQV LQ WKH FRPPHUFLDO WHUPV WKDW PD\ LPSDFW WKH TXDQWLWLHV UHFRYHUHG DQG VROG HJ PDUNHW DYDLODELOLW\
FRQWUDFWXDOFKDQJHVVXFKDVSURGXFWLRQUDWHWLHUVRUSURGXFWTXDOLW\VSHFLILFDWLRQV DUHSDUWRISURMHFW VVFRSHDQGDUHLQFOXGHG
LQWKHKRUL]RQWDOD[LVZKLOHWKHFKDQFHRIVDWLVI\LQJWKHFRPPHUFLDOWHUPVLVUHIOHFWHGLQWKHFODVVLILFDWLRQ YHUWLFDOD[LV 


7KHXQFHUWDLQW\LQDSURMHFW VUHFRYHUDEOHTXDQWLWLHVLVUHIOHFWHGE\WKH3333URYHG 3 3UREDEOH 3 3RVVLEOH 3 
&&&&&DQG&RU88DQG8UHVRXUFHVFDWHJRULHV7KHFRPPHUFLDOFKDQFHRIVXFFHVVLVDVVRFLDWHGZLWKUHVRXUFHV
FODVVHVRUVXEFODVVHVDQGQRWZLWKWKHUHVRXUFHVFDWHJRULHVUHIOHFWLQJWKHUDQJHRIUHFRYHUDEOHTXDQWLWLHV


5DQJHRI8QFHUWDLQW\
8QFHUWDLQW\ LV LQKHUHQW LQ D SURMHFW V UHVRXUFHV HVWLPDWLRQ DQG LV FRPPXQLFDWHG LQ 3506 E\ UHSRUWLQJ D UDQJH RI FDWHJRU\
RXWFRPHV  7KH UDQJH RI XQFHUWDLQW\ RI WKH UHFRYHUDEOH DQGRU SRWHQWLDOO\ UHFRYHUDEOH TXDQWLWLHV PD\ EH UHSUHVHQWHG E\ HLWKHU
GHWHUPLQLVWLFVFHQDULRVRUE\DSUREDELOLW\GLVWULEXWLRQ VHH6HFWLRQ5HVRXUFHV$VVHVVPHQW0HWKRGV 


:KHQWKHUDQJHRIXQFHUWDLQW\LVUHSUHVHQWHGE\DSUREDELOLW\GLVWULEXWLRQDORZEHVWDQGKLJKHVWLPDWHVKDOOEHSURYLGHGVXFK
WKDW
$ 7KHUHVKRXOGEHDWOHDVWDSUREDELOLW\ 3 WKDWWKHTXDQWLWLHVDFWXDOO\UHFRYHUHGZLOOHTXDORUH[FHHGWKHORZHVWLPDWH
% 7KHUHVKRXOGEHDWOHDVWDSUREDELOLW\ 3 WKDWWKHTXDQWLWLHVDFWXDOO\UHFRYHUHGZLOOHTXDORUH[FHHGWKHEHVWHVWLPDWH
& 7KHUHVKRXOGEHDWOHDVWDSUREDELOLW\ 3 WKDWWKHTXDQWLWLHVDFWXDOO\UHFRYHUHGZLOOHTXDORUH[FHHGWKHKLJKHVWLPDWH


,QVRPHSURMHFWVWKHUDQJHRIXQFHUWDLQW\PD\EHOLPLWHGDQGWKHWKUHHVFHQDULRVPD\UHVXOWLQUHVRXUFHVHVWLPDWHVWKDWDUH
QRWVLJQLILFDQWO\GLIIHUHQW,QWKHVHVLWXDWLRQVDVLQJOHYDOXHHVWLPDWHPD\EHDSSURSULDWHWRGHVFULEHWKHH[SHFWHGUHVXOW


:KHQ XVLQJ WKH GHWHUPLQLVWLF VFHQDULR PHWKRG W\SLFDOO\ WKHUH VKRXOG DOVR EH ORZ EHVW DQG KLJK HVWLPDWHV ZKHUH VXFK
HVWLPDWHV DUH EDVHG RQ TXDOLWDWLYH DVVHVVPHQWV RI UHODWLYH XQFHUWDLQW\ XVLQJ FRQVLVWHQW LQWHUSUHWDWLRQ JXLGHOLQHV  8QGHU WKH
GHWHUPLQLVWLF LQFUHPHQWDO PHWKRG TXDQWLWLHV IRU HDFK FRQILGHQFH VHJPHQW DUH HVWLPDWHG GLVFUHWHO\ VHH 6HFWLRQ  &DWHJRU\
'HILQLWLRQVDQG*XLGHOLQHV 


3URMHFWUHVRXUFHVDUHLQLWLDOO\HVWLPDWHGXVLQJWKHDERYHXQFHUWDLQW\UDQJHIRUHFDVWVWKDWLQFRUSRUDWHWKHVXEVXUIDFHHOHPHQWV
WRJHWKHUZLWKWHFKQLFDOFRQVWUDLQWVUHODWHGWRZHOOVDQGIDFLOLWLHV7KHWHFKQLFDOIRUHFDVWVWKHQKDYHDGGLWLRQDOFRPPHUFLDOFULWHULDDSSOLHG
HJ HFRQRPLFV DQG OLFHQVH FXWRIIV DUH WKH PRVW FRPPRQ  WR HVWLPDWH WKH HQWLWOHPHQW TXDQWLWLHV DWWULEXWHG DQG WKH UHVRXUFHV
FODVVLILFDWLRQVWDWXV5HVHUYHV&RQWLQJHQW5HVRXUFHVDQG3URVSHFWLYH5HVRXUFHV


&DWHJRU\'HILQLWLRQVDQG*XLGHOLQHV
(YDOXDWRUVPD\DVVHVVUHFRYHUDEOHTXDQWLWLHVDQGFDWHJRUL]HUHVXOWVE\XQFHUWDLQW\XVLQJWKHGHWHUPLQLVWLFLQFUHPHQWDOPHWKRG
WKH GHWHUPLQLVWLF VFHQDULR FXPXODWLYH  PHWKRG JHRVWDWLVWLFDO PHWKRGV RU SUREDELOLVWLF PHWKRGV VHH 6HFWLRQ  5HVRXUFHV
$VVHVVPHQW0HWKRGV $OVRFRPELQDWLRQVRIWKHVHPHWKRGVPD\EHXVHG


8VHRIFRQVLVWHQWWHUPLQRORJ\ )LJXUHVDQG SURPRWHVFODULW\LQFRPPXQLFDWLRQRIHYDOXDWLRQUHVXOWV)RU5HVHUYHVWKH
JHQHUDOFXPXODWLYHWHUPVORZEHVWKLJKIRUHFDVWVDUHXVHGWRHVWLPDWHWKHUHVXOWLQJ333TXDQWLWLHVUHVSHFWLYHO\7KHDVVRFLDWHG
LQFUHPHQWDOTXDQWLWLHVDUHWHUPHG3URYHG 3 3UREDEOH 3 DQG3RVVLEOH 3 5HVHUYHVDUHDVXEVHWRIDQGPXVWEHYLHZHGZLWKLQ
WKHFRQWH[WRIWKHFRPSOHWHUHVRXUFHVFODVVLILFDWLRQV\VWHP:KLOHWKHFDWHJRUL]DWLRQFULWHULDDUHSURSRVHGVSHFLILFDOO\IRU5HVHUYHV
LQPRVWFDVHVWKHFULWHULDFDQEHHTXDOO\DSSOLHGWR&RQWLQJHQWDQG3URVSHFWLYH5HVRXUFHV8SRQVDWLVI\LQJWKHFRPPHUFLDOPDWXULW\
FULWHULDIRUGLVFRYHU\DQGRUGHYHORSPHQWWKHSURMHFWTXDQWLWLHVZLOOWKHQPRYHWRWKHDSSURSULDWHUHVRXUFHVVXEFODVV7DEOHSURYLGHV
FULWHULDIRUWKH5HVHUYHVFDWHJRULHVGHWHUPLQDWLRQ


)RU&RQWLQJHQW5HVRXUFHVWKHJHQHUDOFXPXODWLYHWHUPVORZEHVWKLJKHVWLPDWHVDUHXVHGWRHVWLPDWHWKHUHVXOWLQJ&&&
TXDQWLWLHVUHVSHFWLYHO\7KHWHUPV&&DQG&DUHGHILQHGIRULQFUHPHQWDOTXDQWLWLHVRI&RQWLQJHQW5HVRXUFHV
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)RU 3URVSHFWLYH 5HVRXUFHV WKH JHQHUDO FXPXODWLYH WHUPV ORZEHVWKLJK HVWLPDWHV DOVR DSSO\ DQG DUH XVHG WR HVWLPDWH WKH
UHVXOWLQJ888TXDQWLWLHV1RVSHFLILFWHUPVDUHGHILQHGIRULQFUHPHQWDOTXDQWLWLHVZLWKLQ3URVSHFWLYH5HVRXUFHV


4XDQWLWLHV LQ GLIIHUHQW FODVVHV DQG VXEFODVVHV FDQQRW EH DJJUHJDWHG ZLWKRXW FRQVLGHULQJ WKH YDU\LQJ GHJUHHV RI WHFKQLFDO
XQFHUWDLQW\DQGFRPPHUFLDOOLNHOLKRRGLQYROYHGZLWKWKHFODVVLILFDWLRQ V DQGZLWKRXWFRQVLGHULQJWKHGHJUHHRIGHSHQGHQF\EHWZHHQ
WKHP VHH6HFWLRQ$JJUHJDWLQJ5HVRXUFHV&ODVVHV 


:LWKRXWQHZWHFKQLFDOLQIRUPDWLRQWKHUHVKRXOGEHQRFKDQJHLQWKHGLVWULEXWLRQRIWHFKQLFDOO\UHFRYHUDEOHUHVRXUFHVDQGWKH
FDWHJRUL]DWLRQERXQGDULHVZKHQFRQGLWLRQVDUHVDWLVILHGWRUHFODVVLI\DSURMHFWIURP&RQWLQJHQW5HVRXUFHVWR5HVHUYHV


$OOHYDOXDWLRQVUHTXLUHDSSOLFDWLRQRIDFRQVLVWHQWVHWRIIRUHFDVWFRQGLWLRQVLQFOXGLQJDVVXPHGIXWXUHFRVWVDQGSULFHVIRUERWK
FODVVLILFDWLRQ RI SURMHFWV DQG FDWHJRUL]DWLRQ RI HVWLPDWHG TXDQWLWLHV UHFRYHUHG E\ HDFK SURMHFW VHH 6HFWLRQ  $VVHVVPHQW RI
&RPPHUFLDOLW\ 


7DEOH²5HFRYHUDEOH5HVRXUFHV&ODVVHVDQG6XE&ODVVHV

&ODVV6XE&ODVV
5HVHUYHV

'HILQLWLRQ
5HVHUYHVDUHWKRVHTXDQWLWLHVRI
SHWUROHXPDQWLFLSDWHGWREH
FRPPHUFLDOO\UHFRYHUDEOHE\
DSSOLFDWLRQRIGHYHORSPHQW
SURMHFWVWRNQRZQDFFXPXODWLRQV
IURPDJLYHQGDWHIRUZDUGXQGHU
GHILQHGFRQGLWLRQV

*XLGHOLQHV
5HVHUYHV PXVW VDWLVI\ IRXU FULWHULD GLVFRYHUHG UHFRYHUDEOH
FRPPHUFLDO DQG UHPDLQLQJ EDVHG RQ WKH GHYHORSPHQW SURMHFW V 
DSSOLHG5HVHUYHVDUHIXUWKHUFDWHJRUL]HGLQDFFRUGDQFHZLWKWKHOHYHO
RI FHUWDLQW\ DVVRFLDWHG ZLWK WKH HVWLPDWHV DQG PD\ EH VXEFODVVLILHG
EDVHGRQSURMHFWPDWXULW\DQGRUFKDUDFWHUL]HGE\WKHGHYHORSPHQWDQG
SURGXFWLRQVWDWXV


7R EH LQFOXGHG LQ WKH 5HVHUYHV FODVV D SURMHFW PXVW EH VXIILFLHQWO\
GHILQHG WR HVWDEOLVK LWV FRPPHUFLDO YLDELOLW\ VHH 6HFWLRQ 
'HWHUPLQDWLRQ RI &RPPHUFLDOLW\   7KLV LQFOXGHV WKH UHTXLUHPHQW WKDW
WKHUHLVHYLGHQFHRIILUPLQWHQWLRQWRSURFHHGZLWKGHYHORSPHQWZLWKLQD
UHDVRQDEOHWLPHIUDPH


$UHDVRQDEOHWLPHIUDPHIRUWKHLQLWLDWLRQRIGHYHORSPHQWGHSHQGVRQ
WKH VSHFLILF FLUFXPVWDQFHV DQG YDULHV DFFRUGLQJ WR WKH VFRSH RI WKH
SURMHFW  :KLOH ILYH \HDUV LV UHFRPPHQGHGDVD EHQFKPDUN D ORQJHU
WLPHIUDPH FRXOG EH DSSOLHG ZKHUH IRU H[DPSOH GHYHORSPHQW RI DQ
HFRQRPLFSURMHFWLVGHIHUUHGDWWKHRSWLRQRIWKHSURGXFHUIRUDPRQJ
RWKHUWKLQJVPDUNHWUHODWHGUHDVRQVRUWRPHHWFRQWUDFWXDORUVWUDWHJLF
REMHFWLYHV,QDOOFDVHVWKHMXVWLILFDWLRQIRUFODVVLILFDWLRQDV5HVHUYHV
VKRXOGEHFOHDUO\GRFXPHQWHG


7REHLQFOXGHGLQWKH5HVHUYHVFODVVWKHUHPXVWEHDKLJKFRQILGHQFH
LQWKHFRPPHUFLDOPDWXULW\DQGHFRQRPLFSURGXFLELOLW\RIWKHUHVHUYRLU
DVVXSSRUWHGE\DFWXDOSURGXFWLRQRUIRUPDWLRQWHVWV,QFHUWDLQFDVHV
5HVHUYHV PD\ EH DVVLJQHG RQ WKH EDVLV RI ZHOO ORJV DQGRU FRUH
DQDO\VLVWKDWLQGLFDWHWKDWWKHVXEMHFWUHVHUYRLULVK\GURFDUERQEHDULQJ
DQGLVDQDORJRXVWRUHVHUYRLUVLQWKHVDPHDUHDWKDWDUHSURGXFLQJRU
KDYHGHPRQVWUDWHGWKHDELOLW\WRSURGXFHRQIRUPDWLRQWHVWV
2Q3URGXFWLRQ

$SSURYHGIRU
'HYHORSPHQW

7KHGHYHORSPHQWSURMHFWLV
FXUUHQWO\SURGXFLQJRUFDSDEOHRI
SURGXFLQJDQGVHOOLQJSHWUROHXPWR
PDUNHW
$OOQHFHVVDU\DSSURYDOVKDYH
EHHQREWDLQHGFDSLWDOIXQGVKDYH
EHHQFRPPLWWHGDQG
LPSOHPHQWDWLRQRIWKH
GHYHORSPHQWSURMHFWLVUHDG\WR
EHJLQRULVXQGHUZD\

7KH NH\ FULWHULRQ LV WKDW WKH SURMHFW LV UHFHLYLQJ LQFRPH IURP VDOHV
UDWKHU WKDQ WKDW WKH DSSURYHG GHYHORSPHQW SURMHFW LV QHFHVVDULO\
FRPSOHWH,QFOXGHV'HYHORSHG3URGXFLQJ5HVHUYHV


7KHSURMHFWGHFLVLRQJDWHLVWKHGHFLVLRQWRLQLWLDWHRUFRQWLQXHHFRQRPLF
SURGXFWLRQIURPWKHSURMHFW
$W WKLV SRLQW LWPXVW EH FHUWDLQ WKDW WKH GHYHORSPHQW SURMHFWLV JRLQJ
DKHDG7KHSURMHFWPXVWQRWEHVXEMHFWWRDQ\FRQWLQJHQFLHVVXFKDV
RXWVWDQGLQJUHJXODWRU\DSSURYDOVRUVDOHVFRQWUDFWV)RUHFDVWFDSLWDO
H[SHQGLWXUHV VKRXOG EH LQFOXGHG LQ WKH UHSRUWLQJ HQWLW\ V FXUUHQW RU
IROORZLQJ\HDU VDSSURYHGEXGJHW


7KHSURMHFWGHFLVLRQJDWHLVWKHGHFLVLRQWRVWDUWLQYHVWLQJFDSLWDOLQWKH
FRQVWUXFWLRQRISURGXFWLRQIDFLOLWLHVDQGRUGULOOLQJGHYHORSPHQWZHOOV
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&ODVV6XE&ODVV
-XVWLILHGIRU
'HYHORSPHQW

'HILQLWLRQ

*XLGHOLQHV

,PSOHPHQWDWLRQRIWKH
GHYHORSPHQWSURMHFWLVMXVWLILHGRQ
WKHEDVLVRIUHDVRQDEOHIRUHFDVW
FRPPHUFLDOFRQGLWLRQVDWWKHWLPH
RIUHSRUWLQJDQGWKHUHDUH
UHDVRQDEOHH[SHFWDWLRQVWKDWDOO
QHFHVVDU\DSSURYDOVFRQWUDFWVZLOO
EHREWDLQHG

7R PRYH WR WKLV OHYHO RI SURMHFW PDWXULW\ DQG KHQFH KDYH 5HVHUYHV
DVVRFLDWHGZLWKLWWKHGHYHORSPHQWSURMHFWPXVWEHFRPPHUFLDOO\YLDEOH
DW WKH WLPH RI UHSRUWLQJ VHH 6HFWLRQ  'HWHUPLQDWLRQ RI
&RPPHUFLDOLW\  DQG WKH VSHFLILF FLUFXPVWDQFHV RI WKH SURMHFW  $OO
SDUWLFLSDWLQJHQWLWLHVKDYHDJUHHGDQGWKHUHLVHYLGHQFHRIDFRPPLWWHG
SURMHFW ILUPLQWHQWLRQWRSURFHHGZLWKGHYHORSPHQWZLWKLQDUHDVRQDEOH
WLPHIUDPH   7KHUH PXVW EH QR NQRZQ FRQWLQJHQFLHV WKDW FRXOG
SUHFOXGHWKHGHYHORSPHQWIURPSURFHHGLQJ VHH5HVHUYHVFODVV 


7KHSURMHFWGHFLVLRQJDWHLVWKHGHFLVLRQE\WKHUHSRUWLQJHQWLW\DQGLWV
SDUWQHUV LI DQ\ WKDW WKH SURMHFW KDV UHDFKHG D OHYHO RI WHFKQLFDO DQG
FRPPHUFLDOPDWXULW\VXIILFLHQWWRMXVWLI\SURFHHGLQJZLWKGHYHORSPHQWDW
WKDWSRLQWLQWLPH
&RQWLQJHQW
5HVRXUFHV

'HYHORSPHQW
3HQGLQJ

7KRVHTXDQWLWLHVRISHWUROHXP
HVWLPDWHGDVRIDJLYHQGDWHWR
EHSRWHQWLDOO\UHFRYHUDEOHIURP
NQRZQDFFXPXODWLRQVE\
DSSOLFDWLRQRIGHYHORSPHQW
SURMHFWVEXWZKLFKDUHQRW
FXUUHQWO\FRQVLGHUHGWREH
FRPPHUFLDOO\UHFRYHUDEOHRZLQJ
WRRQHRUPRUHFRQWLQJHQFLHV
$GLVFRYHUHGDFFXPXODWLRQZKHUH
SURMHFWDFWLYLWLHVDUHRQJRLQJWR
MXVWLI\FRPPHUFLDOGHYHORSPHQWLQ
WKHIRUHVHHDEOHIXWXUH

&RQWLQJHQW 5HVRXUFHV PD\ LQFOXGH IRU H[DPSOH SURMHFWV IRU ZKLFK
WKHUH DUH FXUUHQWO\ QR YLDEOH PDUNHWV ZKHUH FRPPHUFLDO UHFRYHU\ LV
GHSHQGHQWRQWHFKQRORJ\XQGHUGHYHORSPHQWZKHUHHYDOXDWLRQRIWKH
DFFXPXODWLRQLVLQVXIILFLHQWWRFOHDUO\DVVHVVFRPPHUFLDOLW\ZKHUHWKH
GHYHORSPHQW SODQ LV QRW \HW DSSURYHG RU ZKHUH UHJXODWRU\ RU VRFLDO
DFFHSWDQFHLVVXHVPD\H[LVW


&RQWLQJHQW5HVRXUFHVDUHIXUWKHUFDWHJRUL]HGLQDFFRUGDQFHZLWKWKH
OHYHO RI FHUWDLQW\ DVVRFLDWHG ZLWK WKH HVWLPDWHV DQG PD\ EH VXE
FODVVLILHG EDVHG RQ SURMHFW PDWXULW\ DQGRU FKDUDFWHUL]HG E\ WKH
HFRQRPLFVWDWXV
7KH SURMHFW LV VHHQ WR KDYH UHDVRQDEOH SRWHQWLDO IRU HYHQWXDO
FRPPHUFLDO GHYHORSPHQW WR WKH H[WHQW WKDW IXUWKHU GDWD DFTXLVLWLRQ
HJ GULOOLQJ VHLVPLF GDWD  DQGRU HYDOXDWLRQV DUH FXUUHQWO\ RQJRLQJ
ZLWK D YLHZ WR FRQILUPLQJ WKDW WKH SURMHFW LV FRPPHUFLDOO\ YLDEOH DQG
SURYLGLQJ WKH EDVLV IRU VHOHFWLRQ RI DQ DSSURSULDWH GHYHORSPHQW SODQ
7KH FULWLFDO FRQWLQJHQFLHV KDYH EHHQ LGHQWLILHG DQG DUH UHDVRQDEO\
H[SHFWHG WR EH UHVROYHG ZLWKLQ D UHDVRQDEOH WLPHIUDPH  1RWH WKDW
GLVDSSRLQWLQJ DSSUDLVDOHYDOXDWLRQ UHVXOWV FRXOG OHDG WR D
UHFODVVLILFDWLRQRIWKHSURMHFWWR2Q+ROGRU1RW9LDEOHVWDWXV


7KH SURMHFW GHFLVLRQ JDWH LV WKH GHFLVLRQ WR XQGHUWDNH IXUWKHU GDWD
DFTXLVLWLRQ DQGRU VWXGLHV GHVLJQHG WR PRYH WKH SURMHFW WR D OHYHO RI
WHFKQLFDODQGFRPPHUFLDOPDWXULW\DWZKLFKDGHFLVLRQFDQEHPDGHWR
SURFHHGZLWKGHYHORSPHQWDQGSURGXFWLRQ
'HYHORSPHQWRQ
+ROG

$GLVFRYHUHGDFFXPXODWLRQZKHUH
SURMHFWDFWLYLWLHVDUHRQKROG
DQGRUZKHUHMXVWLILFDWLRQDVD
FRPPHUFLDOGHYHORSPHQWPD\EH
VXEMHFWWRVLJQLILFDQWGHOD\

7KH SURMHFW LV VHHQ WR KDYH SRWHQWLDO IRU FRPPHUFLDO GHYHORSPHQW
'HYHORSPHQWPD\EHVXEMHFWWRDVLJQLILFDQWWLPHGHOD\1RWHWKDWD
FKDQJH LQ FLUFXPVWDQFHV VXFK WKDW WKHUH LV QR ORQJHU D SUREDEOH
FKDQFHWKDWDFULWLFDOFRQWLQJHQF\FDQEHUHPRYHGLQWKHIRUHVHHDEOH
IXWXUHFRXOGOHDGWRDUHFODVVLILFDWLRQRIWKHSURMHFWWR1RW9LDEOHVWDWXV


7KH SURMHFW GHFLVLRQ JDWH LV WKH GHFLVLRQ WR HLWKHU SURFHHG ZLWK
DGGLWLRQDO HYDOXDWLRQ GHVLJQHG WR FODULI\ WKH SRWHQWLDO IRU HYHQWXDO
FRPPHUFLDO GHYHORSPHQW RU WR WHPSRUDULO\ VXVSHQG RU GHOD\ IXUWKHU
DFWLYLWLHVSHQGLQJUHVROXWLRQRIH[WHUQDOFRQWLQJHQFLHV
'HYHORSPHQW
8QFODULILHG

$GLVFRYHUHGDFFXPXODWLRQZKHUH
SURMHFWDFWLYLWLHVDUHXQGHU
HYDOXDWLRQDQGZKHUHMXVWLILFDWLRQ
DVDFRPPHUFLDOGHYHORSPHQWLV
XQNQRZQEDVHGRQDYDLODEOH
LQIRUPDWLRQ

7KH SURMHFW LV VHHQ WR KDYH SRWHQWLDO IRU HYHQWXDO FRPPHUFLDO
GHYHORSPHQWEXWIXUWKHUDSSUDLVDOHYDOXDWLRQDFWLYLWLHVDUHRQJRLQJWR
FODULI\WKHSRWHQWLDOIRUHYHQWXDOFRPPHUFLDOGHYHORSPHQW


7KLVVXEFODVVUHTXLUHVDFWLYHDSSUDLVDORUHYDOXDWLRQDQGVKRXOGQRWEH
PDLQWDLQHGZLWKRXWDSODQIRUIXWXUHHYDOXDWLRQ7KHVXEFODVVVKRXOG
UHIOHFW WKH DFWLRQV UHTXLUHG WR PRYH D SURMHFW WRZDUG FRPPHUFLDO
PDWXULW\DQGHFRQRPLFSURGXFWLRQ
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&ODVV6XE&ODVV

'HILQLWLRQ

*XLGHOLQHV

'HYHORSPHQW1RW
9LDEOH

$GLVFRYHUHGDFFXPXODWLRQIRU
ZKLFKWKHUHDUHQRFXUUHQWSODQV
WRGHYHORSRUWRDFTXLUHDGGLWLRQDO
GDWDDWWKHWLPHEHFDXVHRIOLPLWHG
SURGXFWLRQSRWHQWLDO

7KH SURMHFW LV QRW VHHQ WR KDYH SRWHQWLDO IRU HYHQWXDO FRPPHUFLDO
GHYHORSPHQWDWWKHWLPHRIUHSRUWLQJEXWWKHWKHRUHWLFDOO\UHFRYHUDEOH
TXDQWLWLHV DUH UHFRUGHG VR WKDW WKH SRWHQWLDO RSSRUWXQLW\ ZLOO EH
UHFRJQL]HGLQWKHHYHQWRIDPDMRUFKDQJHLQWHFKQRORJ\RUFRPPHUFLDO
FRQGLWLRQV


7KHSURMHFWGHFLVLRQJDWHLVWKHGHFLVLRQQRWWRXQGHUWDNHIXUWKHUGDWD
DFTXLVLWLRQRUVWXGLHVRQWKHSURMHFWIRUWKHIRUHVHHDEOHIXWXUH
3URVSHFWLYH
5HVRXUFHV

7KRVHTXDQWLWLHVRISHWUROHXPWKDW
DUHHVWLPDWHGDVRIDJLYHQGDWH
WREHSRWHQWLDOO\UHFRYHUDEOHIURP
XQGLVFRYHUHGDFFXPXODWLRQV

3RWHQWLDO DFFXPXODWLRQV DUH HYDOXDWHG DFFRUGLQJ WR WKH FKDQFH RI
JHRORJLFGLVFRYHU\DQGDVVXPLQJDGLVFRYHU\WKHHVWLPDWHGTXDQWLWLHV
WKDW ZRXOG EH UHFRYHUDEOH XQGHU GHILQHG GHYHORSPHQW SURMHFWV  ,W LV
UHFRJQL]HGWKDWWKHGHYHORSPHQWSURJUDPVZLOOEHRIVLJQLILFDQWO\OHVV
GHWDLODQGGHSHQGPRUHKHDYLO\RQDQDORJGHYHORSPHQWVLQWKHHDUOLHU
SKDVHVRIH[SORUDWLRQ

3URVSHFW

$SURMHFWDVVRFLDWHGZLWKD
SRWHQWLDODFFXPXODWLRQWKDWLV
VXIILFLHQWO\ZHOOGHILQHGWR
UHSUHVHQWDYLDEOHGULOOLQJWDUJHW

3URMHFW DFWLYLWLHV DUH IRFXVHG RQ DVVHVVLQJ WKH FKDQFH RI JHRORJLF
GLVFRYHU\DQGDVVXPLQJGLVFRYHU\WKHUDQJHRISRWHQWLDOUHFRYHUDEOH
TXDQWLWLHVXQGHUDFRPPHUFLDOGHYHORSPHQWSURJUDP

/HDG

$SURMHFWDVVRFLDWHGZLWKD
SRWHQWLDODFFXPXODWLRQWKDWLV
FXUUHQWO\SRRUO\GHILQHGDQG
UHTXLUHVPRUHGDWDDFTXLVLWLRQ
DQGRUHYDOXDWLRQWREHFODVVLILHG
DVD3URVSHFW

3URMHFW DFWLYLWLHV DUH IRFXVHG RQ DFTXLULQJ DGGLWLRQDO GDWD DQGRU
XQGHUWDNLQJIXUWKHUHYDOXDWLRQGHVLJQHGWRFRQILUPZKHWKHURUQRWWKH
/HDG FDQ EH PDWXUHG LQWR D 3URVSHFW  6XFK HYDOXDWLRQ LQFOXGHV WKH
DVVHVVPHQW RI WKH FKDQFH RI JHRORJLF GLVFRYHU\ DQG DVVXPLQJ
GLVFRYHU\WKHUDQJHRISRWHQWLDOUHFRYHU\XQGHUIHDVLEOHGHYHORSPHQW
VFHQDULRV

3OD\

$SURMHFWDVVRFLDWHGZLWKD
SURVSHFWLYHWUHQGRISRWHQWLDO
SURVSHFWVEXWWKDWUHTXLUHVPRUH
GDWDDFTXLVLWLRQDQGRUHYDOXDWLRQ
WRGHILQHVSHFLILF/HDGVRU
3URVSHFWV

3URMHFW DFWLYLWLHV DUH IRFXVHG RQ DFTXLULQJ DGGLWLRQDO GDWD DQGRU
XQGHUWDNLQJ IXUWKHU HYDOXDWLRQ GHVLJQHG WR GHILQH VSHFLILF /HDGV RU
3URVSHFWV IRU PRUH GHWDLOHG DQDO\VLV RI WKHLU FKDQFH RI JHRORJLF
GLVFRYHU\ DQG DVVXPLQJ GLVFRYHU\ WKH UDQJH RI SRWHQWLDO UHFRYHU\
XQGHUK\SRWKHWLFDOGHYHORSPHQWVFHQDULRV


7DEOH²5HVHUYHV6WDWXV'HILQLWLRQVDQG*XLGHOLQHV

6WDWXV

'HILQLWLRQ

*XLGHOLQHV

'HYHORSHG
5HVHUYHV

([SHFWHGTXDQWLWLHVWREH
UHFRYHUHGIURPH[LVWLQJZHOOV
DQGIDFLOLWLHV

5HVHUYHVDUHFRQVLGHUHGGHYHORSHGRQO\DIWHUWKHQHFHVVDU\HTXLSPHQW
KDV EHHQ LQVWDOOHG RU ZKHQ WKH FRVWV WR GR VR DUH UHODWLYHO\ PLQRU
FRPSDUHG WR WKH FRVW RI D ZHOO  :KHUH UHTXLUHG IDFLOLWLHV EHFRPH
XQDYDLODEOHLWPD\EHQHFHVVDU\WRUHFODVVLI\'HYHORSHG5HVHUYHVDV
8QGHYHORSHG  'HYHORSHG 5HVHUYHV PD\ EH IXUWKHU VXEFODVVLILHG DV
3URGXFLQJRU1RQSURGXFLQJ

'HYHORSHG
3URGXFLQJ
5HVHUYHV

([SHFWHGTXDQWLWLHVWREH
UHFRYHUHGIURPFRPSOHWLRQ
LQWHUYDOVWKDWDUHRSHQDQG
SURGXFLQJDWWKHHIIHFWLYHGDWHRI
WKHHVWLPDWH

,PSURYHG UHFRYHU\ 5HVHUYHV DUH FRQVLGHUHG SURGXFLQJ RQO\ DIWHU WKH
LPSURYHGUHFRYHU\SURMHFWLVLQRSHUDWLRQ

'HYHORSHG
1RQ3URGXFLQJ
5HVHUYHV

6KXWLQDQGEHKLQGSLSH
5HVHUYHV

6KXWLQ 5HVHUYHV DUH H[SHFWHG WR EH UHFRYHUHG IURP   FRPSOHWLRQ
LQWHUYDOVWKDWDUHRSHQDWWKHWLPHRIWKHHVWLPDWHEXWZKLFKKDYHQRW\HW
VWDUWHGSURGXFLQJ  ZHOOVZKLFKZHUHVKXWLQIRUPDUNHWFRQGLWLRQVRU
SLSHOLQH FRQQHFWLRQV RU   ZHOOV QRW FDSDEOH RI SURGXFWLRQ IRU
PHFKDQLFDO UHDVRQV  %HKLQGSLSH 5HVHUYHV DUH H[SHFWHG WR EH
UHFRYHUHG IURP ]RQHV LQ H[LVWLQJ ZHOOV WKDW ZLOO UHTXLUH DGGLWLRQDO
FRPSOHWLRQZRUNRUIXWXUHUHFRPSOHWLRQEHIRUHVWDUWRISURGXFWLRQZLWK
PLQRUFRVWWRDFFHVVWKHVHUHVHUYHV


,QDOOFDVHVSURGXFWLRQFDQEHLQLWLDWHGRUUHVWRUHGZLWKUHODWLYHO\ORZ
H[SHQGLWXUHFRPSDUHGWRWKHFRVWRIGULOOLQJDQHZZHOO
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6WDWXV

'HILQLWLRQ

*XLGHOLQHV

8QGHYHORSHG
5HVHUYHV

4XDQWLWLHVH[SHFWHGWREH
UHFRYHUHGWKURXJKIXWXUH
VLJQLILFDQWLQYHVWPHQWV

8QGHYHORSHG 5HVHUYHV DUH WR EH SURGXFHG   IURP QHZ ZHOOV RQ
XQGULOOHGDFUHDJHLQNQRZQDFFXPXODWLRQV  IURPGHHSHQLQJH[LVWLQJ
ZHOOV WR D GLIIHUHQW EXW NQRZQ  UHVHUYRLU   IURP LQILOO ZHOOV WKDW ZLOO
LQFUHDVH UHFRYHU\ RU   ZKHUH D UHODWLYHO\ ODUJH H[SHQGLWXUH HJ
ZKHQ FRPSDUHG WR WKH FRVW RI GULOOLQJ D QHZ ZHOO  LV UHTXLUHG WR
D UHFRPSOHWHDQH[LVWLQJZHOORU E LQVWDOOSURGXFWLRQRUWUDQVSRUWDWLRQ
IDFLOLWLHVIRUSULPDU\RULPSURYHGUHFRYHU\SURMHFWV


7DEOH²5HVHUYHV&DWHJRU\'HILQLWLRQVDQG*XLGHOLQHV

&DWHJRU\

'HILQLWLRQ

*XLGHOLQHV

3URYHG5HVHUYHV

7KRVHTXDQWLWLHVRISHWUROHXP
WKDWE\DQDO\VLVRIJHRVFLHQFH
DQGHQJLQHHULQJGDWDFDQEH
HVWLPDWHGZLWKUHDVRQDEOH
FHUWDLQW\WREHFRPPHUFLDOO\
UHFRYHUDEOHIURPDJLYHQGDWH
IRUZDUGIURPNQRZQUHVHUYRLUV
DQGXQGHUGHILQHGHFRQRPLF
FRQGLWLRQVRSHUDWLQJPHWKRGV
DQGJRYHUQPHQWUHJXODWLRQV

,I GHWHUPLQLVWLF PHWKRGV DUH XVHG WKH WHUP UHDVRQDEOH FHUWDLQW\ LV
LQWHQGHGWRH[SUHVVDKLJKGHJUHHRIFRQILGHQFHWKDWWKHTXDQWLWLHVZLOO
EH UHFRYHUHG  ,I SUREDELOLVWLF PHWKRGV DUH XVHG WKHUH VKRXOG EH DW
OHDVWDSUREDELOLW\ 3 WKDWWKHTXDQWLWLHVDFWXDOO\UHFRYHUHGZLOO
HTXDORUH[FHHGWKHHVWLPDWH


7KHDUHDRIWKHUHVHUYRLUFRQVLGHUHGDV3URYHGLQFOXGHV  WKHDUHD
GHOLQHDWHG E\ GULOOLQJ DQG GHILQHG E\ IOXLG FRQWDFWV LI DQ\ DQG
 DGMDFHQWXQGULOOHGSRUWLRQVRIWKHUHVHUYRLUWKDWFDQUHDVRQDEO\EH
MXGJHGDVFRQWLQXRXVZLWKLWDQGFRPPHUFLDOO\SURGXFWLYHRQWKHEDVLV
RIDYDLODEOHJHRVFLHQFHDQGHQJLQHHULQJGDWD


,QWKHDEVHQFHRIGDWDRQIOXLGFRQWDFWV3URYHGTXDQWLWLHVLQDUHVHUYRLU
DUHOLPLWHGE\WKH/.+DVVHHQLQDZHOOSHQHWUDWLRQXQOHVVRWKHUZLVH
LQGLFDWHGE\GHILQLWLYHJHRVFLHQFHHQJLQHHULQJRUSHUIRUPDQFHGDWD
6XFKGHILQLWLYHLQIRUPDWLRQPD\LQFOXGHSUHVVXUHJUDGLHQWDQDO\VLVDQG
VHLVPLFLQGLFDWRUV6HLVPLFGDWDDORQHPD\QRWEHVXIILFLHQWWRGHILQH
IOXLGFRQWDFWVIRU3URYHGUHVHUYHV


5HVHUYHV LQ XQGHYHORSHG ORFDWLRQV PD\ EH FODVVLILHG DV 3URYHG
SURYLGHGWKDW
$ 7KHORFDWLRQVDUHLQXQGULOOHGDUHDVRIWKHUHVHUYRLUWKDWFDQ
EH MXGJHG ZLWK UHDVRQDEOH FHUWDLQW\ WR EH FRPPHUFLDOO\
PDWXUHDQGHFRQRPLFDOO\SURGXFWLYH
% ,QWHUSUHWDWLRQVRIDYDLODEOHJHRVFLHQFHDQGHQJLQHHULQJGDWD
LQGLFDWHZLWKUHDVRQDEOHFHUWDLQW\WKDWWKHREMHFWLYHIRUPDWLRQ
LVODWHUDOO\FRQWLQXRXVZLWKGULOOHG3URYHGORFDWLRQV


)RU 3URYHG 5HVHUYHV WKH UHFRYHU\ HIILFLHQF\ DSSOLHG WR WKHVH
UHVHUYRLUV VKRXOG EH GHILQHG EDVHG RQ D UDQJH RI SRVVLELOLWLHV
VXSSRUWHGE\DQDORJVDQGVRXQGHQJLQHHULQJMXGJPHQWFRQVLGHULQJWKH
FKDUDFWHULVWLFV RI WKH 3URYHG DUHD DQG WKH DSSOLHG GHYHORSPHQW
SURJUDP
3UREDEOH5HVHUYHV 7KRVHDGGLWLRQDO5HVHUYHVWKDW
DQDO\VLVRIJHRVFLHQFHDQG
HQJLQHHULQJGDWDLQGLFDWHVDUH
OHVVOLNHO\WREHUHFRYHUHGWKDQ
3URYHG5HVHUYHVEXWPRUH
FHUWDLQWREHUHFRYHUHGWKDQ
3RVVLEOH5HVHUYHV

,W LV HTXDOO\ OLNHO\ WKDW DFWXDO UHPDLQLQJ TXDQWLWLHV UHFRYHUHG ZLOO EH
JUHDWHUWKDQRUOHVVWKDQWKHVXPRIWKHHVWLPDWHG3URYHGSOXV3UREDEOH
5HVHUYHV 3 ,QWKLVFRQWH[WZKHQSUREDELOLVWLFPHWKRGVDUHXVHG
WKHUH VKRXOG EH DW OHDVW D  SUREDELOLW\ WKDW WKH DFWXDO TXDQWLWLHV
UHFRYHUHGZLOOHTXDORUH[FHHGWKH3HVWLPDWH


3UREDEOH5HVHUYHVPD\EHDVVLJQHGWRDUHDVRIDUHVHUYRLUDGMDFHQW
WR 3URYHG ZKHUH GDWD FRQWURO RU LQWHUSUHWDWLRQV RI DYDLODEOH GDWD DUH
OHVV FHUWDLQ  7KH LQWHUSUHWHG UHVHUYRLU FRQWLQXLW\ PD\ QRW PHHW WKH
UHDVRQDEOHFHUWDLQW\FULWHULD


3UREDEOHHVWLPDWHVDOVRLQFOXGHLQFUHPHQWDOUHFRYHULHVDVVRFLDWHGZLWK
SURMHFWUHFRYHU\HIILFLHQFLHVEH\RQGWKDWDVVXPHGIRU3URYHG
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&DWHJRU\

'HILQLWLRQ

*XLGHOLQHV

3RVVLEOH5HVHUYHV

7KRVHDGGLWLRQDOUHVHUYHVWKDW
DQDO\VLVRIJHRVFLHQFHDQG
HQJLQHHULQJGDWDLQGLFDWHVDUH
OHVVOLNHO\WREHUHFRYHUDEOHWKDQ
3UREDEOH5HVHUYHV

7KH WRWDO TXDQWLWLHV XOWLPDWHO\ UHFRYHUHG IURP WKH SURMHFW KDYH D ORZ
SUREDELOLW\WRH[FHHGWKHVXPRI3URYHGSOXV3UREDEOHSOXV3RVVLEOH
3  ZKLFK LV HTXLYDOHQW WR WKH KLJKHVWLPDWH VFHQDULR  :KHQ
SUREDELOLVWLF PHWKRGV DUH XVHG WKHUH VKRXOG EH DW OHDVW D 
SUREDELOLW\ 3  WKDW WKH DFWXDO TXDQWLWLHV UHFRYHUHG ZLOO HTXDO RU
H[FHHGWKH3HVWLPDWH


3RVVLEOH5HVHUYHVPD\EHDVVLJQHGWRDUHDVRIDUHVHUYRLUDGMDFHQWWR
3UREDEOHZKHUHGDWDFRQWURODQGLQWHUSUHWDWLRQVRIDYDLODEOHGDWDDUH
SURJUHVVLYHO\ OHVV FHUWDLQ  )UHTXHQWO\ WKLV PD\ EH LQ DUHDV ZKHUH
JHRVFLHQFHDQGHQJLQHHULQJGDWDDUHXQDEOHWRFOHDUO\GHILQHWKHDUHD
DQGYHUWLFDOUHVHUYRLUOLPLWVRIHFRQRPLFSURGXFWLRQIURPWKHUHVHUYRLU
E\DGHILQHGFRPPHUFLDOO\PDWXUHSURMHFW


3RVVLEOHHVWLPDWHVDOVRLQFOXGHLQFUHPHQWDOTXDQWLWLHVDVVRFLDWHGZLWK
SURMHFWUHFRYHU\HIILFLHQFLHVEH\RQGWKDWDVVXPHGIRU3UREDEOH
3UREDEOHDQG
3RVVLEOH5HVHUYHV

6HHDERYHIRUVHSDUDWHFULWHULD
IRU3UREDEOH5HVHUYHVDQG
3RVVLEOH5HVHUYHV

7KH 3 DQG 3 HVWLPDWHV PD\ EH EDVHG RQ UHDVRQDEOH DOWHUQDWLYH
WHFKQLFDOLQWHUSUHWDWLRQVZLWKLQWKHUHVHUYRLUDQGRUVXEMHFWSURMHFWWKDW
DUHFOHDUO\GRFXPHQWHGLQFOXGLQJFRPSDULVRQVWRUHVXOWVLQVXFFHVVIXO
VLPLODUSURMHFWV


,Q FRQYHQWLRQDO DFFXPXODWLRQV 3UREDEOH DQGRU 3RVVLEOH 5HVHUYHV
PD\ EH DVVLJQHG ZKHUH JHRVFLHQFH DQG HQJLQHHULQJ GDWD LGHQWLI\
GLUHFWO\DGMDFHQWSRUWLRQVRIDUHVHUYRLUZLWKLQWKHVDPHDFFXPXODWLRQ
WKDW PD\ EH VHSDUDWHG IURP 3URYHG DUHDV E\ PLQRU IDXOWLQJ RU RWKHU
JHRORJLFDOGLVFRQWLQXLWLHVDQGKDYHQRWEHHQSHQHWUDWHGE\DZHOOERUH
EXW DUH LQWHUSUHWHG WR EH LQ FRPPXQLFDWLRQ ZLWK WKH NQRZQ 3URYHG 
UHVHUYRLU 3UREDEOH RU 3RVVLEOH 5HVHUYHV PD\ EH DVVLJQHG WR DUHDV
WKDWDUHVWUXFWXUDOO\KLJKHUWKDQWKH3URYHGDUHD3RVVLEOH DQGLQVRPH
FDVHV 3UREDEOH  5HVHUYHV PD\ EH DVVLJQHG WR DUHDV WKDW DUH
VWUXFWXUDOO\ORZHUWKDQWKHDGMDFHQW3URYHGRU3DUHD


&DXWLRQ VKRXOG EH H[HUFLVHG LQ DVVLJQLQJ 5HVHUYHV WR DGMDFHQW
UHVHUYRLUVLVRODWHGE\PDMRUSRWHQWLDOO\VHDOLQJIDXOWVXQWLOWKLVUHVHUYRLU
LVSHQHWUDWHGDQGHYDOXDWHGDVFRPPHUFLDOO\PDWXUHDQGHFRQRPLFDOO\
SURGXFWLYH-XVWLILFDWLRQIRUDVVLJQLQJ5HVHUYHVLQVXFKFDVHVVKRXOG
EHFOHDUO\GRFXPHQWHG5HVHUYHVVKRXOGQRWEHDVVLJQHGWRDUHDVWKDW
DUH FOHDUO\ VHSDUDWHG IURP D NQRZQ DFFXPXODWLRQ E\ QRQSURGXFWLYH
UHVHUYRLU LH DEVHQFH RI UHVHUYRLU VWUXFWXUDOO\ ORZ UHVHUYRLU RU
QHJDWLYHWHVWUHVXOWV VXFKDUHDVPD\FRQWDLQ3URVSHFWLYH5HVRXUFHV


,Q FRQYHQWLRQDO DFFXPXODWLRQV ZKHUH GULOOLQJ KDV GHILQHG D KLJKHVW
NQRZQRLOHOHYDWLRQDQGWKHUHH[LVWVWKHSRWHQWLDOIRUDQDVVRFLDWHGJDV
FDS3URYHG5HVHUYHVRIRLOVKRXOGRQO\EHDVVLJQHGLQWKHVWUXFWXUDOO\
KLJKHUSRUWLRQVRIWKHUHVHUYRLULIWKHUHLVUHDVRQDEOHFHUWDLQW\WKDWVXFK
SRUWLRQVDUHLQLWLDOO\DERYHEXEEOHSRLQWSUHVVXUHEDVHGRQGRFXPHQWHG
HQJLQHHULQJDQDO\VHV5HVHUYRLUSRUWLRQVWKDWGRQRWPHHWWKLVFHUWDLQW\
PD\ EH DVVLJQHG DV 3UREDEOH DQG 3RVVLEOH RLO DQGRU JDV EDVHG RQ
UHVHUYRLUIOXLGSURSHUWLHVDQGSUHVVXUHJUDGLHQWLQWHUSUHWDWLRQV


'HILQLWLRQV3DJHRI

250

CERTIFICATE OF QUALIFICATION

I, John R. Cliver, Licensed Professional Engineer, 1301 McKinney Street, Suite 3200, Houston, Texas
77010, hereby certify:
I am an employee of Netherland, Sewell & Associates, Inc., which prepared a Competent
Person's Report for VAALCO Energy Inc. The effective date of this evaluation is March 31,
2019.
I do not have, nor do I expect to receive, any direct or indirect interest in the securities of
VAALCO Energy Inc. or its affiliated companies.
I graduated from Rice University in 2004 with a Bachelor of Science Degree in Chemical
Engineering and from University of Texas at Austin in 2008 with a Master of Business
Administration Degree; I am a Licensed Professional Engineer in the State of Texas, United
States of America; and I have in excess of 15 years of experience in petroleum engineering
studies and evaluations.

/s/ John R. Cliver
By: _________________________________________
John R. Cliver, P.E.
Vice President
Texas License No. 107216

September 20, 2019
Houston, Texas
Please be advised that the digital document you are viewing is provided by Netherland, Sewell & Associates, Inc. (NSAI)
as a convenience to our clients. The digital document is intended to be substantively the same as the original signed
document maintained by NSAI. The digital document is subject to the parameters, limitations, and conditions stated in
the original document. In the event of any differences between the digital document and the original document, the original
document shall control and supersede the digital document.

251

CERTIFICATE OF QUALIFICATION

I, Zachary R. Long, Licensed Professional Geoscientist, 1301 McKinney Street, Suite 3200, Houston, Texas
77010, hereby certify:
I am an employee of Netherland, Sewell & Associates, Inc., which prepared a Competent
Person's Report for VAALCO Energy Inc. The effective date of this evaluation is March 31,
2019.
I do not have, nor do I expect to receive, any direct or indirect interest in the securities of
VAALCO Energy Inc. or its affiliated companies.
I graduated from University of Louisiana at Lafayette in 2003 with a Bachelor of Science
Degree in Geology and from Texas A&M University in 2005 with a Master of Science
Degree in Geophysics; I am a Licensed Professional Geoscientist in the State of Texas,
United States of America; and I have in excess of 14 years of experience in geological and
geophysical studies and evaluations.

/s/ Zachary R. Long
By: _________________________________________
Zachary R. Long, P.G.
Vice President
Texas License No. 11792

September 20, 2019
Houston, Texas
Please be advised that the digital document you are viewing is provided by Netherland, Sewell & Associates, Inc. (NSAI)
as a convenience to our clients. The digital document is intended to be substantively the same as the original signed
document maintained by NSAI. The digital document is subject to the parameters, limitations, and conditions stated in
the original document. In the event of any differences between the digital document and the original document, the original
document shall control and supersede the digital document.

252

ABBREVIATIONS

%
1C
2C
3C
1U
2U
3U
API
AVO
Devon
EG
ESMA
km2
m
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percent
low estimate scenario of contingent resources
best estimate scenario of contingent resources
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square kilometers
meters
modular formation dynamics tester
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oil-water contact
10 percent confidence level
90 percent confidence level
production and development area
probability of geologic success
Petroleum Resources Management System
Production Sharing Contract
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TECHNICAL DISCUSSION
BLOCK P, OFFSHORE EQUATORIAL GUINEA

1.0

GENERAL OVERVIEW _________________________________________________________
Netherland, Sewell & Associates, Inc. (NSAI) has estimated the unrisked contingent and prospective
resources, as of March 31, 2019, to the VAALCO Energy Inc. (VAALCO) working interest in the Venus
Discovery and prospects located in Block P, offshore Equatorial Guinea (EG). A location map for Block P
is shown on Figure 1. Gross volumes shown in this report are 100 percent of the volumes expected to be
produced from the discovery and prospects.
The estimates in this Competent Person's Report (report) have been prepared in accordance with the
recommendations of the European Securities and Markets Authority (ESMA) and the definitions and
guidelines set forth in the 2018 Petroleum Resources Management System (PRMS) approved by the
Society of Petroleum Engineers (SPE). As presented in the 2018 PRMS, petroleum accumulations can be
classified, in decreasing order of likelihood of commerciality, as reserves, contingent resources, or
prospective resources. Different classifications of petroleum accumulations have varying degrees of
technical and commercial risk that are difficult to quantify; thus reserves, contingent resources, and
prospective resources should not be aggregated without extensive consideration of these factors.
For the purposes of this report, we used technical and economic data including, but not limited to, well logs,
geologic maps, seismic data, well test data, and property ownership interests. The contingent and
prospective resources in this report have been estimated using a combination of deterministic and
probabilistic methods; these estimates have been prepared in accordance with generally accepted
petroleum engineering and evaluation principles set forth in the Standards Pertaining to the Estimating and
Auditing of Oil and Gas Reserves Information promulgated by the SPE. We used standard engineering
and geoscience methods, or a combination of methods, including volumetric analysis, analogy, and
reservoir modeling, that we considered to be appropriate and necessary to classify, categorize, and
estimate volumes in accordance with the 2018 PRMS definitions and guidelines. As in all aspects of oil
and gas evaluation, there are uncertainties inherent in the interpretation of engineering and geoscience
data; therefore, our conclusions necessarily represent only informed professional judgment.

2.0

GEOLOGY ___________________________________________________________________
Block P is located in the Rio Muni Basin, offshore EG. The rift between South America and Africa began
in the early Cretaceous (126 million years ago), with the formation of a series of basins that would resemble
the lakes in East Africa today. As Brazil continued to pull away from West Africa, faulting and sliding
associated with the rift formed the early Rio Muni Basin. The Rio Muni Basin contains a thick wedge of
Cretaceous to Tertiary sediments deposited over an early Cretaceous rifted terrain. Deposition of this
wedge was interrupted by low stands in sea level and tectonic uplift in the Aptian and Santonian stages.
During the regional Santonian tectonic episode and associated uplift, valleys were incised into the
underlying Lower Cretaceous synrift, transitional, and early drift deposits in the prospect area.
Subsequently, stacked Upper Cretaceous channels and fans were deposited as valley fill on the Santonian
unconformity. Continued opening of the Atlantic Ocean accommodated the deposition of Tertiary and
younger shales and sands that buried the Santonian unconformity and related valley fill deposits to their
current depths.
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During the Barremian and Aptian rifting, deep, anoxic, lacustrine systems developed, resulting in the
deposition of important synrift source rocks. These permanently stratified lakes did not experience
seasonal overturn. During humid episodes, when the lake level was high, the lakes were highly productive
and anoxia was widespread, resulting in the accumulation of thick sequences of organic-rich, laminated
shale. During arid episodes, when evaporation rates were high and thus the lake level was low, organic
shale and carbonate mudstone or marl was deposited in shallow, aerated water. These source rocks are
a key part of the hydrocarbon system within the basin. A representative stratigraphic column is shown on
Figure 2.
The Upper Cretaceous sequence of sedimentation is important as it relates to prospectivity within the basin.
This was a period of sand-rich deposition, as incised valleys were filled and stacked channels systems and
fans were formed. Some of these features are imaged on 3-D seismic data and are the subjects of potential
future exploration.
During the early Tertiary, thick sections of sediment were deposited, but were subsequently eroded during
the Oligocene, when sea level dropped. Valleys were cut into the existing sediments during the period of
erosion that were later filled in by sediments of varying lithology. The sand members within the valley fill
are potential exploration targets.

3.0

OVERVIEW OF BLOCK P AREA AND DEVELOPMENT ______________________________
In April 2003, Devon Energy Corporation (Devon) executed a production sharing contract (PSC) on Block
P. As shown on Figure 1, Block P covers a total area of 1,333 square kilometers (km2); the southwest
corner of this block is designated as the Venus Production and Development Area (PDA), which is the key
area of focus for VAALCO. In November 2012, VAALCO completed its acquisition of the 31 percent working
interest in the Venus PDA from Petronas Carigali Overseas Sdn. Bhd. Other interest owners in the block
include GEPetrol, Atlas Petroleum International Ltd., and Crown Energy AB. The various interests owned
by these companies in the Venus PDA are shown in the following table:

Company
VAALCO
GEPetrol
GEPetrol (Back-In)(1)
Atlas Petroleum International Ltd.
Crown Energy AB
(1)

Working
Interest
(%)

Exploration
Interest
(%)

31.00
38.40
20.00
05.60
05.00

38.75
48.00
00.00
07.00
06.25

Development expenditures will be paid back from production.

For a number of years, the Block P interest under the Block P PSC was in suspension; however, in
September 2018, the Equatorial Guinea Ministry of Mines and Hydrocarbons lifted the suspension. Under
the terms of lifting of the suspension of the Block P PSC, GEPetrol was required to introduce a new investor
or joint venture owner of Block P by March 28, 2019, and it has fulfilled this requirement. Once the joint
owner is approved, VAALCO will be required to drill one exploration well within one year. Certain details
of the Venus PDA are summarized in the following table:
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License
Venus Production and
Development Area
(1)

(2)

Operator
VAALCO(1)

VAALCO
Working Interest
(%)
31.00

Status
Exploration and
Development

License
Expiration
Date

License
Area
(km2)

(2)TBD(2)

227

Operatorship is pending approval from the EG Ministry of Mines and Hydrocarbons. VAALCO will act as the
technical operator and GEPetrol will act as the administrative operator.
The license expiration date is 25 years from the date of approval of a development and production plan.

The first well on Block P, the P-1, was drilled in 2004 and targeted Campanian and Santonian channel
sands within the Jupiter Complex. This well demonstrated that a viable hydrocarbon system was present
in the area, finding 17 feet of low-permeability pay and numerous hydrocarbon shows. In 2005, Devon
made the Venus Discovery with the P-2 well, which targeted a stratigraphic trap in the Venus Channel
complex. A log from the P-2 well over the Campanian Green Sand is shown on Figure 3. The P-2ST1 and
P-3 wells were subsequently drilled in 2005 and 2006, further delineating this discovery in the Green Sand.
The P-4 well, drilled in 2007 to test amplitude versus offset (AVO) anomalies in the Europa Discovery, made
another discovery in the Europa Channel system. Since that time, the data have been studied and various
development plans have been evaluated by VAALCO; however, no development activity has commenced
to date. It is our understanding that VAALCO is currently considering additional exploration activity in order
to optimize the commerciality of a development on the block.

4.0

DATA AND METHODOLOGY____________________________________________________
VAALCO provided NSAI the seismic, well log, sidewall core, fluid sample, and formation pressure data, as
well as the current draft of the Integrated Field Development Plan for Block P. For the contingent resources
in the Venus Discovery, we integrated these data to build a 3-D geologic model in Schlumberger's Petrel
software package. This model was input into a dynamic reservoir simulation model in Schlumberger's
Eclipse software package. Various sensitivities were run to evaluate the uncertainty in oil and gas recovery
under various geologic interpretations. These were then used to guide our deterministic estimates of
contingent resources in this discovery.
Prospective resources were estimated probabilistically using volumetric calculations in a Monte Carlo
simulation. We defined low- and high-case values and a distribution shape for each prospect's volumetric
parameters; these were then sampled in the Monte Carlo simulation to estimate original oil-in-place and
recoverable resources.

5.0

CONTINGENT RESOURCES ____________________________________________________
Contingent resources are those quantities of petroleum estimated, as of a given date, to be potentially
recoverable from known accumulations by the application of development project(s) not currently
considered to be commercial owing to one or more contingencies. The contingent resources shown in this
report are contingent upon finalization and approval of a development plan and commitment to develop the
resources. If these contingencies are successfully addressed, some portion of the contingent resources
estimated in this report may be reclassified as reserves; our estimates have not been risked to account for
the possibility that the contingencies are not successfully addressed. This report does not include economic
analysis for these properties. Based on analogous field developments, it appears that the best estimate
contingent resources in this report have a reasonable chance of being economically viable. The project
maturity subclass for these contingent resources is development unclarified.
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The Block P reservoirs that have been discovered, as of March 31, 2019, are located within two Upper
Cretaceous slope channel systems identified as the Jupiter and Venus systems. The P-1 and P-4 wells
targeted Jupiter Channel sands, and the P-2, P-2ST1, and P-3 wells were drilled into Venus Channel sands.
The Venus Green Sand was discovered by the P-2 well and appraised by the P-2ST1 well. The P-3 well
targeted stratigraphically younger targets relative to the Green Sand.

5.1

VENUS DISCOVERY
The Green Sand in the Venus Channel is situated between approximately 5,050 and 6,265 feet true vertical
depth subsea (TVDSS), with an oil-water contact (OWC) at 5,623 feet TVDSS. This sand was penetrated
by the P-2, P-2ST1, and P-3 wells. Gross reservoir thickness ranges between 175 and 200 feet, with an
average net-to-gross ratio of 80 percent. Based on modular formation dynamics tester (MDT) transient
analyses, average porosity is 27 percent above the OWC, oil saturation is 76 percent, and permeabilities
range between 100 and 2,000 millidarcies. MDT oil samples show 30-degree API gravity oil. A depth
structure map for the top of the Venus Green Sand is shown on Figure 4. Volumetric parameters for the
Venus Green Sand are shown on Figure 5.

5.2

EUROPA DISCOVERY
The P-1 well encountered a vertical sequence of reservoir-quality, water-bearing sands in a location
structurally downdip to the P-4 well. The P-4 well was drilled into the Europa Discovery and encountered
five sands over a 650-foot interval. The shallowest of these sands is wet, two sands are gas-charged, and
two sands are oil-bearing.
As requested by VAALCO, NSAI has not estimated any contingent resources that might be associated with
the reservoirs discovered by the wells drilled in the Europa Discovery; any such resources that might exist
have not been included in this report.

6.0

PROSPECTIVE RESOURCES ___________________________________________________
Prospective resources are those quantities of petroleum which are estimated, as of a given date, to be
potentially recoverable from undiscovered accumulations by application of future development projects.
The prospective resources included in this report should not be construed as reserves or contingent
resources; they represent exploration opportunities and quantify the development potential in the event a
petroleum discovery is made. A geologic risk assessment was performed for these prospects. This report
does not include economic analysis for these prospects. Based on analogous field developments, it
appears that, assuming a discovery is made, the unrisked best estimate prospective resources in this report
have a reasonable chance of being economically viable.
The prospective resources shown in this report have been estimated using probabilistic methods and are
dependent on a petroleum discovery being made. If a discovery is made and development is undertaken,
the probability that the recoverable volumes will equal or exceed the unrisked estimated amounts is 90
percent for the low estimate, 50 percent for the best estimate, and 10 percent for the high estimate. The
prospects in this report have been sized at their full technical volume and their volumes have not been
truncated by the Block P boundary, where applicable.
A map showing the location of the various prospects within the Venus PDA is shown on Figure 6. A
summary of the inputs for our probabilistic analysis is shown on Figure 7, and the ranges for the
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undiscovered original oil-in-place and the unrisked gross and working interest prospective oil resources are
shown on Figure 8.
Unrisked prospective resources are estimated ranges of recoverable oil volumes assuming their discovery
and development and are based on estimated ranges of undiscovered in-place volumes. Geologic risking
of prospective resources addresses the probability of success for the discovery of a significant quantity of
potentially moveable petroleum; this risk analysis is conducted independent of estimations of petroleum
volumes and without regard to the chance of development. Principal geologic risk elements of the
petroleum system include (1) trap and seal characteristics; (2) reservoir presence and quality; (3) source
rock capacity, quality, and maturity; and (4) timing, migration, and preservation of petroleum in relation to
trap and seal formation. Risk assessment is a highly subjective process dependent upon the experience
and judgment of the evaluators and is subject to revision with further data acquisition or interpretation. A
summary of the geologic risking for each prospect is shown on Figure 9.

6.1

MARTE PROSPECT
The Marte Prospect is located along the north boundary of Block P. The target reservoir is a Cenomanian
age turbidite sand that lies above the Aptian Unconformity. The trap is interpreted to be stratigraphic in
nature because the sand pinches out along the limits of the depositional footprint. This prospect is
supported by an amplitude response on the 3-D seismic data.

6.2

MARTE NORTH PROSPECT
The Marte North Prospect is positioned to the north of the Marte Prospect and is interpreted to be a separate
lobe within the same depositional system. A structural high is interpreted to have been in place during
deposition, which created separation between the turbidite lobes. The trap is interpreted to be stratigraphic
and there is an amplitude response on the 3-D seismic data.

6.3

SATURNO PROSPECT
The Saturno Prospect is located near the Venus Discovery and targets potential sands of Aptian age. The
structure is interpreted to be a four-way closure, the presence and potential size of which is strongly
dependent on assumptions made when modeling seismic velocities. There are no seismic amplitude
anomalies associated with this prospect.

6.4

SOUTHWEST GRANDE PROSPECT AREA
The Southwest Grande Prospect Area is located along the southeast boundary of Block P and comprises
five prospective intervals that are a combination of stacked channels and turbidites. Each of the prospective
intervals rely on stratigraphic trapping mechanisms for containment of potential hydrocarbon
accumulations. The M-3, O-1, OM-1, and OM-2 Prospects are stacked channels of Miocene and Oligocene
age. Each is individually mappable on the seismic data and exhibits discrete amplitude responses. The
Oligocene Prospect is interpreted to be a turbidite similar to the Marte Prospect and, like the Marte Prospect,
it relies on a stratigraphic trapping mechanism and has amplitude support from the 3-D seismic data.
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PART I. FINANCIAL INFORMATION
ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
VAALCO ENERGY, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS (Unaudited)
(in thousands, except share and per share amounts)
December 31,
2018

June 30, 2019

ASSETS
Current assets:
Cash and cash equivalents
Restricted cash
Receivables:
Trade
Accounts with joint venture owners, net of allowance of $0.5 million for both periods
Other
Crude oil inventory
Prepayments and other
Current assets - discontinued operations
Total current assets
Oil and natural gas properties and equipment - successful efforts method:
Wells, platforms and other production facilities
Work-in-progress
Undeveloped acreage
Equipment and other
Accumulated depreciation, depletion, amortization and impairment
Net oil and natural gas properties, equipment and other
Other noncurrent assets:
Restricted cash
Value added tax and other receivables, net of allowance of $1.3 million and $2.0 million,
respectively
Right of use operating lease assets
Deferred tax assets
Abandonment funding
Total assets
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Accounts payable
Accounts with joint venture owners
Accrued liabilities and other
Operating lease liabilities - current portion
Foreign taxes payable
Current liabilities - discontinued operations
Total current liabilities
Asset retirement obligations
Operating lease liabilities - net of current portion
Other long term liabilities
Total liabilities
Commitments and contingencies (Note 10)
Shareholders’ equity:
Preferred stock, $25 par value; 500,000 shares authorized, none issued
Common stock, $0.10 par value; 100,000,000 shares authorized, 67,452,385 and 67,167,994
shares issued, 59,756,235 and 59,595,742 shares outstanding, respectively
Additional paid-in capital
Less treasury stock, 7,696,150 and 7,572,251 shares, respectively, at cost
Retained earnings
Total shareholders' equity
Total liabilities and shareholders' equity
See notes to condensed consolidated financial statements.
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$

$

$

48,557
799

$

13,828
130
1,239
553
4,808
—
69,914

11,907
949
1,398
785
6,301
3,290
58,794

409,862
1,002
23,771
10,903
445,538
(393,669)
51,869

409,487
519
23,771
9,552
443,329
(390,605)
52,724

922

920

2,742
34,124
30,946
11,550
202,067

2,226
—
40,077
11,571
166,312

8,016
3,781
19,539
10,500
453
4,847
47,136
15,214
23,624
421
86,395

$

$

—

$

33,360
804

6,745
73,059
(37,870)
73,738
115,672
202,067 $

8,083
304
14,138
—
3,274
15,245
41,044
14,816
—
625
56,485
—
6,717
72,358
(37,827)
68,579
109,827
166,312

VAALCO ENERGY, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (Unaudited)
(in thousands, except per share amounts)
Three Months Ended June 30,
2019
2018

Revenues:
Oil and natural gas sales
Operating costs and expenses:
Production expense

$

Exploration expense
Depreciation, depletion and amortization
General and administrative expense
Bad debt (recovery) expense
Total operating costs and expenses
Other operating income (expense), net
Operating income
Other income (expense):
Derivative instruments gain (loss), net
Interest income (expense), net
Other, net
Total other income (expense), net
Income from continuing operations before income taxes
Income tax expense
Income (loss) from continuing operations
Income (loss) from discontinued operations, net of tax
Net income (loss)

$

Basic net income (loss) per share:
Income (loss) from continuing operations
Income (loss) from discontinued operations, net of tax
Net income (loss) per share
Basic weighted average shares outstanding
Diluted net income (loss) per share:
Income (loss) from continuing operations
Income (loss) from discontinued operations, net of tax
Net income (loss) per share
Diluted weighted average shares outstanding

$
$

$
$

24,426 $

44,995

9,819

12,817

18,038

23,777

—
1,909
2,728
5
14,461
(4,399)
6,370

12
1,035
5,008
145
19,017
314
5,723

—
3,462
7,167
(24)
28,643
(4,436)
11,916

12
2,159
7,611
89
33,648
338
18,761

1,911
201
(145)
1,967
8,337
9,208
(871)
(162)
(1,033) $

(1,010)
(30)
(214)
(1,254)
4,469
3,582
887
(343)
544 $

(1)
388
(383)
4
11,920
11,961
(41)
5,509
5,468 $

(1,010)
(384)
(145)
(1,539)
17,222
7,624
9,598
(395)
9,203

(0.01) $
0.00
(0.01) $
59,801

0.02 $
(0.01)
0.01 $
59,090

0.00
0.09
0.09
59,716

$

0.16
(0.01)
0.15
58,977

(0.01) $
0.00
(0.01) $
59,801

0.02 $
(0.01)
0.01 $
59,851

0.00
0.09
0.09
59,716

$

25,230

$

See notes to condensed consolidated financial statements.
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Six Months Ended June 30,
2019
2018

$

$

$

52,071

0.16
(0.01)
0.15
59,358

VAALCO ENERGY, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY (Unaudited)
(in thousands)
Common Shares
Issued

Balance at January 1, 2019
Shares issued - stock-based
compensation
Stock-based compensation
Treasury stock acquired
Net income
Balance at March 31, 2019

Treasury
Shares

Common
Stock

Additional
Paid-In
Capital

Treasury
Stock

Total

67,168

(7,572) $

6,717 $

72,358 $

(37,827) $

68,579 $

109,827

160
—
—
—
67,328

—
—
(45)
—
(7,617)

16
—
—
—
6,733

31
28
—
—
72,417

—
—
(105)
—
(37,932)

—
—
—
6,501
75,080

47
28
(105)
6,501
116,298

Shares issued - stock-based
compensation

124

—

12

48

—

Stock-based compensation
expense
Treasury stock acquired
Net loss

—
—
—

—
(79)
—

—
—
—

594
—
—

—
62
—

(7,696) $

6,745 $

73,059 $

Balance at June 30, 2019

Retained
Earnings

67,452

Common Shares
Issued

Balance at January 1, 2018
Stock-based compensation
expense
Net income

66,444

Balance at March 31, 2018
Shares issued - stock-based
compensation
Stock-based compensation
expense
Net income

66,444

Balance at June 30, 2018

66,966

Treasury
Shares

Common
Stock

Additional
Paid-In
Capital

(37,870) $

Treasury
Stock

—
(309)
(1,033)
73,738 $

Retained
Earnings
(Deficit)

60
594
(247)
(1,033)
115,672

Total

(7,581) $

6,644 $

71,251 $

—
—

—
—

149
—

(7,581) $

6,644 $

71,400 $

(37,953) $

522

36

52

216

177

—

445

—
—

—
—

—
—

397
—

—
—

—
544

397
544

(7,545) $

6,696 $

72,013 $

—
—

See notes to condensed consolidated financial statements.
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(37,953) $

—

—
—

(37,776) $

(29,653) $

10,289

—
8,659

149
8,659

(20,994) $

19,097

(20,450) $

20,483

VAALCO ENERGY, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)
(in thousands)
Six Months Ended June 30,
2019

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
(Income) loss from discontinued operations
Depreciation, depletion and amortization
Other amortization
Deferred taxes
Unrealized foreign exchange loss
Stock-based compensation
Cash settlements paid on exercised stock appreciation rights
Derivatives instruments loss
Cash settlements received (paid) on matured derivative contracts, net
Bad debt (recovery) expense
Other operating (income) loss, net
Operational expenses associated with equipment and other
Change in operating assets and liabilities:
Trade receivables
Accounts with joint venture owners
Other receivables
Crude oil inventory
Prepayments and other
Value added tax and other receivables
Accounts payable
Foreign taxes payable
Accrued liabilities and other

$

Net cash provided by continuing operating activities
Net cash used in discontinued operating activities
Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
Property and equipment expenditures
Net cash used in continuing investing activities
Net cash used in discontinued investing activities
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from the issuances of common stock
Treasury shares
Debt repayment
Net cash used in continuing financing activities
Net cash used in discontinued financing activities
Net cash used in financing activities
NET CHANGE IN CASH, CASH EQUIVALENTS AND RESTRICTED CASH
CASH, CASH EQUIVALENTS AND RESTRICTED CASH AT BEGINNING OF PERIOD
CASH, CASH EQUIVALENTS AND RESTRICTED CASH AT END OF PERIOD

See notes to condensed consolidated financial statements.
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$

2018

5,468

$

9,203

(5,509)
3,462
121
7,667
21
1,620
(261)
1
1,563
(24)
37
(60)

395
2,159
191
—
79
2,756
(82)
1,010
(11)
89
(338)
1,739

(1,921)
4,291
158
232
(1,175)
718
(730)
(2,865)
3,858
16,672
(91)
16,581

(6,051)
13,203
(23)
1,965
(764)
(249)
(535)
5,431
1,381
31,548
(892)
30,656

(1,163)
(1,163)
—
(1,163)

(976)
(976)
—
(976)

107
(352)
—
(245)
—
(245)
15,173
46,655
61,828 $

445
—
(9,166)
(8,721)
—
(8,721)
20,959
32,286
53,245

VAALCO ENERGY, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)
(in thousands)
Six Months Ended June 30,
2019

Supplemental disclosure of cash flow information:
Interest paid
Income taxes paid
Income taxes paid in-kind with crude oil
Supplemental disclosure of non-cash investing and financing activities:
Property and equipment additions incurred but not paid at end of period
Initial recognition of right-of-use operating lease assets and lease liabilities

See notes to condensed consolidated financial statements.
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2018

$

—
—
7,347

$
$
$

257
2,720
—

$
$

3,378
38,934

$
$

463
—

$
$

VAALCO ENERGY, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
1. ORGANIZATION AND ACCOUNTING POLICIES
VAALCO Energy, Inc. (together with its consolidated subsidiaries “we”, “us”, “our”, “VAALCO,” or the “Company”) is a Houston,
Texas based independent energy company engaged in the acquisition, exploration, development and production of crude oil. As
operator, the Company has production operations and conduct exploration activities in Gabon, West Africa. The Company has
opportunities to participate in development and exploration activities in Equatorial Guinea, West Africa. As discussed further in Note
3 below, the Company has discontinued operations associated with the Company’s activities in Angola, West Africa.
VAALCO’s consolidated subsidiaries are VAALCO Gabon (Etame), Inc., VAALCO Production (Gabon), Inc., VAALCO Gabon
S.A., VAALCO Angola (Kwanza), Inc., VAALCO UK (North Sea), Ltd., VAALCO International, Inc., VAALCO Energy (EG), Inc.,
VAALCO Energy Mauritius (EG) Limited and VAALCO Energy (USA), Inc.
These condensed consolidated financial statements are unaudited, but in the opinion of management, reflect all adjustments necessary
for a fair presentation of results for the interim periods presented. All adjustments are of a normal recurring nature unless disclosed
otherwise. Interim period results are not necessarily indicative of results expected for the full year.
These condensed consolidated financial statements have been prepared in accordance with rules of the Securities and Exchange
Commission (“SEC”) and do not include all the information and disclosures required by accounting principles generally accepted in
the United States (“GAAP”) for complete financial statements. They should be read in conjunction with the consolidated financial
statements and notes thereto included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2018, which
includes a summary of the significant accounting policies.
Restricted cash and abandonment funding – Restricted cash includes cash that is contractually restricted. Restricted cash is classified
as a current or non-current asset based on its designated purpose and time duration. Current amounts in restricted cash at June 30,
2019 and December 31, 2018, respectively, each include an escrow amount representing bank guarantees for customs clearance in
Gabon. Long term amounts at June 30, 2019 and December 31, 2018 include a charter payment escrow for the floating, production,
storage and offloading vessel (“FPSO”) offshore Gabon as discussed in Note 10. The Company invests restricted and excess cash in
readily redeemable money market funds.
The following table provides a reconciliation of cash, cash equivalents, and restricted cash reported within the condensed consolidated
balance sheets to the amounts shown in the condensed consolidated statements of cash flows:
December 31,
June 30, 2019
2018
(in thousands)

Cash and cash equivalents
Restricted cash - current
Restricted cash - non-current
Abandonment funding
Total cash, cash equivalents and restricted cash shown in the condensed consolidated
statements of cash flows

$

48,557
799
922
11,550

$

33,360
804
920
11,571

$

61,828

$

46,655

The Company is required under the Exploration and Production Sharing Contract entitled “Etame Marin No. G4-160,” dated as of July
7, 1995, as amended, (the “Etame PSC”) for the Etame Marin block in Gabon to conduct abandonment studies to update the amounts
needed to fund the eventual abandonment of the offshore wells, platforms and facilities on the Etame Marin block. The current
abandonment study was completed in November 2018. This cash funding is reflected under “Other noncurrent assets” as
“Abandonment funding” on the Company’s condensed consolidated balance sheets. Future changes to the anticipated abandonment
cost estimate could change the Company’s asset retirement obligation and the amount of future abandonment funding payments. See
Note 10 for further discussion.
Accounts Receivable and Allowance for Doubtful Accounts – The Company’s accounts receivable result from sales of crude oil
production and joint interest billings to its joint interest owners for their share of expenses on joint venture projects for which the
Company is the operator as well as from the government of Gabon for reimbursable Value-Added Tax (“VAT”). Collection efforts,
including remedies provided for in the contracts, are pursued to collect overdue amounts owed to the Company. Portions of the
Company’s costs in Gabon (including the Company’s VAT receivable) are denominated in the local currency of Gabon, the Central
African CFA Franc (“XAF”). The majority of these receivables have payment terms of 30 days or less. The Company monitors the
creditworthiness of the counterparties, and it has obtained credit enhancements from some parties in the form of parental guarantees or
letters of credit. Joint owner receivables are secured through cash calls and other mechanisms for collection under the terms of the
joint operator agreements.
The Company routinely assesses the recoverability of all material receivables to determine their collectability. The Company accrues a
reserve on a receivable when, based on management’s judgment, it is probable that a receivable will not be collected and the amount
of such reserve may be reasonably estimated. When collectability is in doubt, the Company records an allowance against the accounts
7
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receivable and a corresponding income charge for bad debts, which appears in the “Bad debt (recovery) expense” line item of the
condensed consolidated statements of operations.
As of June 30, 2019, the outstanding VAT receivable balance, excluding the allowance for bad debt, was approximately $8.0 million
($2.7 million, net to VAALCO). As of June 30, 2019, the exchange rate was XAF 576.6 = $1.00. As of December 31, 2018, the
exchange rate was XAF 573.0 = $1.00.
For the three and six months ended June 30, 2019, the Company recorded a net recovery (expense) of $(3) thousand and $29 thousand,
respectively, related to the allowance for bad debt for VAT for which the government of Gabon has not reimbursed us. For the three
and six months ended June 30, 2018, the Company recorded a net recovery of $0.1 million and $0.1 million, respectively. The
receivable amount, net of allowances, is reported as a non-current asset in the “Value added tax and other receivables” line item in the
condensed consolidated balance sheets. Because both the VAT receivable and the related allowances are denominated in XAF, the
exchange rate revaluation of these balances into U.S. dollars at the end of each reporting period also has an impact on profit/loss. Such
foreign currency gains (losses) are reported separately in the “Other, net” line item of the condensed consolidated statements of
operations.
The following table provides a roll forward of the aggregate allowance:
Three Months Ended June 30,
2019

Allowance for bad debt
Balance at beginning of year
Bad debt recovery (charge)
Adjustment associated with settlement of customs audit
Foreign currency gain (loss)
Balance at end of period

$

$

(1,854) $
(5)
—
(17)
(1,876) $

Six Months Ended June 30,

2018
2019
(in thousands)

(7,164) $
(145)
—
361
(6,948) $

2018

(2,535) $
24
623
12
(1,876) $

(7,033)
(89)
—
174
(6,948)

Derivative Instruments and Hedging Activities – The Company enters into crude oil hedging arrangements in an effort to mitigate the
effects of commodity price volatility and enhance the predictability of cash flows relating to the marketing of a portion of our crude oil
production. While these instruments mitigate the cash flow risk of future decreases in commodity prices, they may also curtail benefits
from future increases in commodity prices.
The Company records balances resulting from commodity risk management activities in the condensed consolidated balance sheets as
either assets or liabilities measured at fair value. Gains and losses from the change in fair value of derivative instruments and cash
settlements on commodity derivatives are presented in the “Derivative instruments gain (loss), net” line item located within the “Other
income (expense)” section of the condensed consolidated statements of operations. See Note 8 for further discussion.
Fair Value – Fair value is defined as the price that would be received to sell an asset or the price paid to transfer a liability in an
orderly transaction between market participants at the measurement date. Inputs used in determining fair value are characterized
according to a hierarchy that prioritizes those inputs based on the degree to which they are observable. The three input levels of the
fair-value hierarchy are as follows:
Level 1 – Inputs represent quoted prices in active markets for identical assets or liabilities (for example, exchange-traded
commodity derivatives).
Level 2 – Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly or
indirectly (for example, quoted market prices for similar assets or liabilities in active markets or quoted market prices for
identical assets or liabilities in markets not considered to be active, inputs other than quoted prices that are observable for the
asset or liability, or market-corroborated inputs).
Level 3 – Inputs that are not observable from objective sources, such as internally developed assumptions used in pricing an
asset or liability (for example, an estimate of future cash flows used in the Company’s internally developed present value of
future cash flows model that underlies the fair-value measurement).
Fair value of financial instruments – The Company’s assets and liabilities include financial instruments such as cash and cash
equivalents, restricted cash, accounts receivable, derivative assets, accounts payable and guarantee. As discussed further above,
derivative assets and liabilities are measured and reported at fair value each period with changes in fair value recognized in net
income. With respect to the Company’s other financial instruments included in current assets and liabilities, the carrying value of each
financial instrument approximates fair value primarily due to the short-term maturity of these instruments. There were no transfers
between levels for the three and six months ended June 30, 2019 and 2018.
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As of June 30, 2019
Balance Sheet Line

Level 1

Level 2

Level 3

Total

(in thousands)

Assets
Derivative asset commodity

Prepayments and other

$
$

—
—

$
$

1,956
1,956

$
$

—
—

$
$

1,956
1,956

Liabilities
SARs liability
SARs liability

Accrued liabilities
Other long-term

$

—
—
—

$

1,777
421
2,198

$

—
—
—

$

1,777
421
2,198

$

$

$

$

As of December 31, 2018
Balance Sheet Line

Level 1

Level 2

Level 3

Total

(in thousands)

Assets
Derivative asset commodity

Prepayments and other

$
$

—
—

$
$

3,520
3,520

$
$

—
—

$
$

3,520
3,520

Liabilities
SARs liability
SARs liability

Accrued liabilities
Other long-term

$

—
—
—

$

1,007
625
1,632

$

—
—
—

$

1,007
625
1,632

$

$

$

$

Leases – In February 2016, the Financial Accounting Standards Board (“FASB”) issued a new standard related to leases to increase
transparency and comparability among organizations by requiring the recognition of operating lease right-of-use (“ROU”) assets and
lease liabilities on the balance sheet. Most prominent among the changes in the standard is the recognition of ROU assets and lease
liabilities by lessees for those leases classified as operating leases. Under the standard, disclosures are required to meet the objective of
enabling users of financial statements to assess the amount, timing, and uncertainty of cash flows arising from leases. The Company is
also required to recognize and measure new leases at the adoption date and recognize a cumulative-effect adjustment in the period of
adoption using a modified retrospective approach, with certain practical expedients available.
The Company adopted Accounting Standards Codification (“ASC”) 842 effective January 1, 2019 using the modified retrospective
transition method through a cumulative-effect adjustment at the beginning of the first quarter of 2019. The Company has
elected the package of practical expedients which allows the Company not to reassess (1) whether any expired or existing
contracts as of the adoption date are or contain a lease, (2) lease classification for any expired or existing leases as of the
adoption date and (3) initial direct costs for any existing leases as of the adoption date. The standard had an impact on the
Company’s condensed consolidated balance sheet but did not have an impact on the Company’s condensed consolidated statements of
operations or condensed consolidated statements of cash flows upon adoption and as a result, a cumulative-effect adjustment was not
required. The most significant impact was the recognition of ROU assets and lease liabilities for operating leases. See Notes 2 and 10
for further discussion.
The Company determines whether an arrangement is a lease at inception. At commencement, the Company records a ROU asset and
lease liability for the operating leases on its consolidated balance sheet based on the present value of lease payments over the lease
term. ROU assets represent our right to use an underlying asset for the lease term and lease liability obligations represent the
Company’s obligation to make lease payments arising from the lease. The Company has lease agreements that have both lease and
non-lease components and has elected to separate these. Payments related to the lease component are included in the calculation of the
lease liability; payments related to non-lease components are recorded consistent with other accounting guidance. The Company uses
the implicit rate when readily determinable; however, as most of the Company’s leases do not provide an implicit rate, the Company
estimated its incremental borrowing rate in accordance with the standard based on the information available at the commencement
date in determining the present value of lease payments. The ROU asset also includes any lease payments made prior to the
commencement date, including initial direct costs and excluding lease incentives. The Company’s lease terms include options to
extend or terminate the lease when it is reasonably certain that the Company will exercise that option. Lease expense is recognized on
a straight-line basis over the lease term.
Asset retirement obligations (“ARO”) – The Company has significant obligations to remove tangible equipment and restore land or
seabed at the end of oil and natural gas production operations. The Company’s removal and restoration obligations are primarily
associated with plugging and abandoning wells, removing and disposing of all or a portion of offshore oil and natural gas platforms,
and capping pipelines. Estimating the future restoration and removal costs is difficult and requires management to make estimates and
judgments. Asset removal technologies and costs are constantly changing, as are regulatory, political, environmental, safety, and
public relations considerations.
9
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A liability for ARO is recognized in the period in which the legal obligations are incurred if a reasonable estimate of fair value can be
made. The ARO liability reflects the estimated present value of the amount of dismantlement, removal, site reclamation, and similar
activities associated with the Company’s oil and natural gas properties. The Company uses current retirement costs to estimate the
expected cash outflows for retirement obligations. Inherent in the present value calculation are numerous assumptions and judgments
including the ultimate settlement amounts, inflation factors, credit-adjusted discount rates, timing of settlement, and changes in the
legal, regulatory, environmental, and political environments. Initial recording of the ARO liability is offset by the corresponding
capitalization of asset retirement cost recorded to oil and natural gas properties. To the extent these or other assumptions change after
initial recognition of the liability, the fair value estimate is revised and the recognized liability adjusted, with a corresponding
adjustment made to the related asset balance or income statement, as appropriate. Depreciation of capitalized asset retirement costs
and accretion of asset retirement obligations are recorded over time. Depreciation is generally determined on a units-of-production
basis for oil and natural gas production facilities. Accretion of interest increases the initial ARO liabilities over time until the liability
matches the amount expected to settle the related retirement obligation. See Note 11 for further discussion.
Revenue recognition– Revenues from contracts with customers are generated from sales in Gabon pursuant to crude oil sales and
purchase agreements. There is a single performance obligation (delivering oil to the delivery point, i.e. the connection to the
customer’s crude oil tanker) that gives rise to revenue recognition at the point in time when the performance obligation event takes
place. In addition to revenues from customer contracts, the Company has other revenues related to contractual provisions under the
Etame PSC. The Etame PSC is not a customer contract. The terms of the Etame PSC includes provisions for payments to the
government of Gabon for: royalties based on 13% of production at the published price and a shared portion of “Profit Oil” determined
based on daily production rates, as well as a gross carried working interest of 7.5% (increasing to 10% beginning June 20, 2026) for
all costs. For both royalties and Profit Oil, the Etame PSC provides that the government of Gabon may settle these obligations inkind, i.e. taking crude oil barrels, rather than with cash payments. See Note 6 for further discussion.
Foreign currency transactions – The U.S. dollar is the functional currency of the Company’s foreign operating subsidiaries. Gains
and losses on foreign currency transactions are included in income. Within the condensed consolidated statements of operations line
item “Other income (expense) — Other, net,” the Company recognized a loss on foreign currency transactions of $0.0 million and
$0.2 million, respectively, during the three and six months ended June 30, 2019. During the three and six months ended June 30,
2018, the Company recognized losses on foreign currency transactions of $0.2 million and $0.1 million, respectively.
Income taxes – The Company’s tax provision is based on expected taxable income, statutory rates and tax planning opportunities
available to the Company in the various jurisdictions in which the Company operates. The determination and evaluation of the
Company’s tax provision and tax positions involves the interpretation of the tax laws in the various jurisdictions in which the
Company operates and requires significant judgment and the use of estimates and assumptions regarding significant future events such
as the amount, timing and character of income, deductions and tax credits. Changes in tax laws, regulations, agreements and tax
treaties or the Company’s level of operations or profitability in each jurisdiction would impact the Company’s tax liability in any
given year. The Company also operates in foreign jurisdictions where the tax laws relating to the oil and natural gas industry are open
to interpretation which could potentially result in tax authorities asserting additional tax liabilities. While the Company’s income tax
provision (benefit) is based on the best information available at the time, a number of years may elapse before the ultimate tax
liabilities in the various jurisdictions are determined.
Judgment is required in determining whether deferred tax assets will be realized in full or in part. Management assesses the available
positive and negative evidence to estimate if existing deferred tax assets will be utilized, and when it is estimated to be more-likelythan-not that all or some portion of specific deferred tax assets, such as net operating loss carry forwards or foreign tax credit
carryovers, will not be realized, a valuation allowance must be established for the amount of the deferred tax assets that are estimated
to not be realizable. Factors considered are earnings generated in previous periods, forecasted earnings and the expiration period of net
operating loss carry forwards or foreign tax credit carryovers.
In certain jurisdictions, the Company may deem the likelihood of realizing deferred tax assets as remote where the Company expects
that, due to the structure of operations and applicable law, the operations in such jurisdictions will not give rise to future tax
consequences. For such jurisdictions, the Company has not recognized deferred tax assets. Should the Company’s expectations
change regarding the expected future tax consequences, the Company may be required to record additional deferred taxes that could
have a material effect on the Company’s consolidated financial position and results of operations. See Note 14 for further discussion.
2. NEW ACCOUNTING STANDARDS
Adopted
In February 2016, the FASB issued ASU No. 2016-02, Leases (“ASU 2016-02”), which amends the accounting standards for leases.
This accounting standard was further clarified by ASU 2018-10, Codification Improvements to Topic 842 and ASU 2018-11, Leases:
Targeted Improvements, both of which were issued in July 2018 together (“Topic 842”). Topic 842 retains a distinction between
finance leases and operating leases. The primary change is the recognition of lease assets and lease liabilities by lessees for those
leases classified as operating leases on the balance sheet. The classification criteria for distinguishing between finance leases and
operating leases are substantially similar to the classification criteria for distinguishing between capital leases and operating leases in
the previous guidance. Certain aspects of lease accounting have been simplified and additional qualitative and quantitative disclosures
are required along with specific quantitative disclosures required by lessees and lessors to meet the objective of enabling users of
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financial statements to assess the amount, timing, and uncertainty of cash flows arising from leases. The amendments are effective for
fiscal years beginning after December 15, 2018, including interim periods within those fiscal years, with early application permitted.
In transition, lessees and lessors may use either a prospective approach in which they recognize and measure leases at the date of
adoption and recognize a cumulative effect adjustment to the opening balance of retained earnings or they may use a modified
retrospective approach in which leases are recognized and measured at the beginning of the earliest period presented. The Company
used the prospective approach with adoption of the new standard effective January 1, 2019. Leases with terms greater than 12 months,
which were previously treated as operating leases, have been capitalized. The adoption of this standard resulted in the recording of a
right of use asset related to certain of the Company’s operating leases with a corresponding lease liability. This resulted in a significant
increase in total assets and liabilities and a decrease in working capital. In connection with the Company’s implementation plan, the
Company reviewed its lease contracts and evaluated other contracts to identify embedded leases to determine the appropriate
accounting treatment. The new leasing standard requires capitalization based on the expected term of this lease which may or may
not extend beyond the minimum period. The most significant lease the Company currently has is related to the FPSO. As of
January 1, 2019, for operating leases under which the Company is the lessee, the Company recorded a non-cash adjustment of $38.9
million in “Right of use operating lease assets” to recognize an aggregate right-of-use asset, and the Company recorded a
corresponding $10.2 million and $28.7 million in “Operating lease liabilities” and “Long-term operating lease liabilities,”
respectively, for the aggregate operating lease liability. The Company has accounted for lease and non-lease components of its
operating leases separately. The Company has not recognized ROU assets or lease liabilities for its short-term leases. The Company’s
adoption did not have and is not expected in the future to have a material effect on the Company’s condensed consolidated statements
of operations or cash flows. See Note 10 for further discussion.
Not yet adopted
In August 2018, the FASB issued ASU 2018-15, Intangibles - Goodwill and Other - Internal-Use Software (Topic 350): Customer's
Accounting for Implementation Costs Incurred in a Cloud Computing Arrangement That is a Service Contract, which requires a
customer in a cloud computing arrangement that is a service contract to follow the internal-use software guidance in Accounting ASC
350, Intangibles - Goodwill and Other, in making the determination as to which implementation costs are to be capitalized as assets
and which costs are to be expensed as incurred. The new standard is effective for fiscal years, and interim periods within those fiscal
years, beginning after December 15, 2019. Early adoption is permitted, and an entity can elect to apply the new guidance on a
prospective or retrospective basis. The Company is currently evaluating the impact of adopting this guidance.
In August 2018, the FASB issued ASU 2018-13, Fair Value Measurement (Topic 820): Disclosure Framework – Changes to the
Disclosure Requirements for Fair Value Measurement (“ASU 2018-13”). This ASU modifies the disclosure requirements for fair
value measurements. ASU 2018-13 removes the requirement to disclose (1) the amount of and reasons for transfers between Level 1
and Level 2 of the fair value hierarchy, (2) the policy for timing of transfers between levels, and (3) the valuation processes for Level
3 fair value measurements. ASU 2018-13 requires disclosure of changes in unrealized gains and losses for the period included in other
comprehensive income (loss) for recurring Level 3 fair value measurements held at the end of the reporting period and the range and
weighted average of significant unobservable inputs used to develop Level 3 fair value measurements. For all entities, ASU 2018-13 is
effective for fiscal years beginning after December 15, 2019, and interim periods within those fiscal years. The Company is currently
evaluating the effect that this guidance will have on the Company’s consolidated financial statements and disclosures.
In June 2016, the FASB issued ASU No. 2016-13, Financial Instruments – Credit Losses (Topic 326): Measurement of Credit Losses
on Financial Instruments (“ASU 2016-13”) related to the calculation of credit losses on financial instruments. All financial
instruments not accounted for at fair value will be impacted, including the Company’s trade and joint venture owners’ receivables.
Allowances are to be measured using a current expected credit loss model as of the reporting date which is based on historical
experience, current conditions and reasonable and supportable forecasts. This is significantly different from the current model which
increases the allowance when losses are probable. This change is effective for all public companies for fiscal years beginning after
December 15, 2019, including interim periods within those fiscal years and will be applied with a cumulative-effect adjustment to
retained earnings as of the beginning of the first reporting period in which the guidance is effective. The FASB subsequently issued
ASU No. 2019-04 (“ASU 2019-04”): Codification Improvements to Topic 326,Financial Instruments-Credit Losses, Topic 815,
Derivatives, and Topic 825, Financial Instruments and ASU No. 2019-05 (“ASU 2019-05”): Financial Instruments-Credit Losses
(Topic 326) - Targeted Transition Relief. ASU 2019-04 and ASU 2019-05 provide certain codification improvements related to
implementation of ASU 2016-13 and targeted transition relief consisting of an option to irrevocably elect the fair value option for
eligible instruments. The Company is currently evaluating the provisions of ASU 2016-13 and is assessing its potential impact on the
Company’s financial position, results of operations, cash flows and related disclosures.
3. DISPOSITIONS
Discontinued Operations - Angola
In November 2006, the Company signed a production sharing contract for Block 5 offshore Angola (“Block 5 PSA”). The Company’s
working interest was 40%, and the Company carried Sonangol P&P, for 10% of the work program. On September 30, 2016, the
Company notified Sonangol P&P that it was withdrawing from the joint operating agreement effective October 31, 2016. On
November 30, 2016, the Company notified the national concessionaire, Sonangol E.P., that it was withdrawing from the Block 5 PSA.
Further to the decision to withdraw from Angola, the Company closed its office in Angola and reduced its activities in Angola. As a
result of this strategic shift, the Company classified all the related assets and liabilities as those of discontinued operations in the
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condensed consolidated balance sheets. The operating results of the Angola segment have been classified as discontinued operations
for all periods presented in the Company’s condensed consolidated statements of operations. The Company segregated the cash flows
attributable to the Angola segment from the cash flows from continuing operations for all periods presented in the Company’s
condensed consolidated statements of cash flows. The following tables summarize selected financial information related to the Angola
segment’s assets and liabilities as of June 30, 2019 and December 31, 2018 and its results of operations for the three and six months
ended June 30, 2019 and 2018.
Summarized Results of Discontinued Operations
Three Months Ended June 30,
2019

Six Months Ended June 30,

2018

2019

2018

(in thousands)

Operating costs and expenses:
Gain on settlement of drilling obligation
General and administrative expense
Total operating costs, expenses and (recovery)
Operating income (loss)
Other income (expense):
Other, net
Total other income (expense)
Income (loss) from discontinued operations before income taxes
Income tax expense (benefit)
Income (loss) from discontinued operations

$

$

— $
206
206
(206)

— $
332
332
(332)

—
—
(206)
(44)
(162) $

(11)
(11)
(343)
—
(343) $

(7,193) $
220
(6,973)
6,973
—
—
6,973
1,464
5,509

—
364
364
(364)
(31)
(31)
(395)
—
(395)

$

Assets and Liabilities Attributable to Discontinued Operations
June 30, 2019

December 31, 2018
(in thousands)

ASSETS
Accounts with joint venture owners
Total current assets
Total assets

$
$

LIABILITIES
Current liabilities:
Accounts payable
Accrued liabilities and other
Total current liabilities
Total liabilities

$

$

—
—
—

—
4,847
4,847
4,847

$
$

$

$

3,290
3,290
3,290

73
15,172
15,245
15,245

Drilling Obligation
Under the Block 5 PSA, the Company and the other participating interest owner, Sonangol P&P, were obligated to perform
exploration activities that included specified seismic activities and drilling a specified number of wells during each of the exploration
phases identified in the Block 5 PSA. The specified seismic activities were completed, and one well, the Kindele #1 well, was drilled
in 2015. The Block 5 PSA provided for a stipulated payment of $10.0 million for each of the three exploration wells for which a
drilling obligation remains under the terms of the Block 5 PSA, of which the Company’s participating interest share would be $5.0
million per well. The Company reflected an accrual of $15.0 million for a potential payment as of December 31, 2018. In the first
quarter of 2019, the Company and Sonangol E.P. entered into a settlement agreement finalizing the Company’s rights, liabilities and
outstanding obligations for Block 5 in Angola. Pursuant to the settlement agreement, the Company agreed to pay $4.5 million to
Angola National Agency of Petroleum, Gas, and Biofuels, as National Concessionaire, and to eliminate the $3.3 million receivable
from Sonangol P&P. The receivable was related to joint interest billings and was reflected as current assets from discontinued
operations at year-end 2018. As a result, the Company adjusted a previously accrued liability and recognized a net of tax non-cash
benefit from discontinued operations of $5.7 million in the first quarter of 2019. In July 2019, subsequent to the publication of an
executive decree from the Ministry of Mineral Resources and Petroleum, the Company paid the $4.5 million due under the settlement
agreement.
4. SEGMENT INFORMATION
The Company’s operations are based in Gabon and the Company has an undeveloped block in Equatorial Guinea. Each of the
12
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Company’s two reportable operating segments is organized and managed based upon geographic location. The Company’s Chief
Executive Officer, who is the chief operating decision maker, and management review and evaluate the operation of each geographic
segment separately primarily based on operating income (loss). The operations of all segments include exploration for and production
of hydrocarbons where commercial reserves have been found and developed. Revenues are based on the location of hydrocarbon
production. Corporate and other is primarily corporate and operations support costs which are not allocated to the reportable operating
segments.
Segment activity of continuing operations for the three and six months ended June 30, 2019 and 2018 as well as long-lived assets and
segment assets at June 30, 2019 and December 31, 2018 are as follows:
Three Months Ended June 30, 2019
(in thousands)

Revenues-oil and natural gas sales
Depreciation, depletion and amortization
Other operating income (expense), net
Operating income (loss)
Derivatives instruments loss, net
Other, net
Interest income
Income tax expense
Additions to oil and natural gas properties
and equipment - accrual

Gabon

$

Equatorial Guinea

25,230 $
1,835
(4,399)
8,963
—
(46)
2
7,869
1,593

Corporate and Other

Total

— $
—
—
(130)
—
1
—
2

— $
74
—
(2,463)
1,911
(100)
199
1,337

25,230
1,909
(4,399)
6,370
1,911
(145)
201
9,208

—

29

1,622

Six Months Ended June 30, 2019
(in thousands)

Revenues-oil and natural gas sales
Depreciation, depletion and amortization
Other operating income (expense), net
Operating income (loss)
Derivatives instruments loss, net
Other, net
Interest income
Income tax expense
Additions to oil and natural gas properties
and equipment - accrual

Gabon

$

Equatorial Guinea

44,995 $
3,314
(4,436)
18,493
—
(218)
3
10,360
2,274

— $
—
—
(316)
—
(1)
—
12

Corporate and Other

Total

— $
148
—
(6,261)
(1)
(164)
385
1,589

44,995
3,462
(4,436)
11,916
(1)
(383)
388
11,961

220

2,307

(187)
Three Months Ended June 30, 2018

(in thousands)

Revenues-oil and natural gas sales
Depreciation, depletion and amortization
Other operating income (expense), net
Operating income (loss)
Derivatives instruments loss, net
Other, net
Interest expense, net
Income tax expense
Additions to oil and natural gas properties
and equipment - accrual

Gabon

$

Equatorial Guinea

24,425 $
971
314
10,147
—
(199)
(43)
3,582
527

13
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— $
—
—
(85)
—
(6)
—
—
—

Corporate and Other

1 $
64
—
(4,339)
(1,010)
(9)
13
—
15

Total

24,426
1,035
314
5,723
(1,010)
(214)
(30)
3,582
542

Six Months Ended June 30, 2018
(in thousands)

Revenues-oil and natural gas sales
Depreciation, depletion and amortization
Other operating income (expense), net
Operating income (loss)
Derivatives instruments loss, net
Other, net
Interest expense, net
Income tax expense
Additions to oil and natural gas properties
and equipment - accrual

Gabon

$

(in thousands)

Long-lived assets from continuing
operations:
As of June 30, 2019
As of December 31, 2018

$
$

— $
—
—
(115)
—
(3)
—
—

3 $
129
—
(6,968)
(1,010)
(12)
13
—

955

—

14

Equatorial Guinea

41,455 $
42,195 $
Gabon

$
$

Corporate and Other

52,068 $
2,030
338
25,844
—
(130)
(397)
7,624

Gabon

(in thousands)

Total assets from continuing operations:
As of June 30, 2019
As of December 31, 2018

Equatorial Guinea

10,000 $
10,187 $
Equatorial Guinea

137,660 $
103,401 $

10,083 $
10,320 $

Corporate and Other

Total

52,071
2,159
338
18,761
(1,010)
(145)
(384)
7,624
969
Total

414 $
342
Corporate and Other

54,324 $
49,301

51,869
52,724
Total

202,067
163,022

Information about the Company’s most significant customers
The Company sells crude oil production from Gabon under term contracts with pricing based upon an average of Dated Brent in the
month of lifting, adjusted for location and market factors. From August 2015 through January 2019, the Company sold its crude oil to
Glencore Energy UK Ltd. (“Glencore”). The Company signed a new contract with Mercuria Energy Trading SA (“Mercuria”) which
covers sales from February 2019 through January 2020 with pricing based upon an average of Dated Brent in the month of lifting,
adjusted for location and market factors. Sales of oil to Glencore and Mercuria were approximately 100% of total revenues for the
period during the terms of their contracts.

14
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5. EARNINGS PER SHARE
Basic earnings per share (“EPS”) is calculated using the average number of shares of common stock outstanding during each period.
For the calculation of diluted shares, the Company assumes that restricted stock is outstanding on the date of vesting, and the
Company assumes the issuance of shares from the exercise of stock options using the treasury stock method.
A reconciliation from basic to diluted shares follows:
Three Months Ended June 30,
Six Months Ended June 30,
2019
2018
2019
2018
(in thousands)

Net income (loss) (numerator):
Income (loss) from continuing operations
$
(Income) from continuing operations attributable to unvested shares
Numerator for basic

(871) $
—
(871)

887 $
(9)
878

(41) $
—
(41)

9,598
(87)
9,511

(Income) loss from continuing operations attributable to unvested
shares
Numerator for dilutive

—
(871) $

—
878

—
(41) $

1
9,512

$

Income (loss) from discontinued operations, net of tax
$
Income (loss) from discontinued operations attributable to unvested
shares
Numerator for basic
Income (loss) from discontinued operations attributable to unvested
shares
Numerator for dilutive
$
Net income (loss)
Net (income) loss attributable to unvested shares
Numerator for basic
Net (income) loss attributable to unvested shares
Numerator for dilutive

$

$

Weighted average shares (denominator):
Basic weighted average shares outstanding
Effect of dilutive securities
Diluted weighted average shares outstanding
Stock options and unvested restricted stock grants excluded from
dilutive calculation because they would be anti-dilutive

$

(162) $

(343) $

5,509

—
(162)

3
(340)

(42)
5,467

—
(162) $

—
(340) $

42
5,509

(1,033) $
—
(1,033)
—
(1,033) $

544 $
(6)
538
—
538 $

$

(395)
3
(392)

$

—
(392)

5,468 $
(42)
5,426
42
5,468 $

9,203
(84)
9,119
1
9,120

59,801
—
59,801

59,090
761
59,851

59,716
—
59,716

58,977
381
59,358

370

172

644

1,713

6. REVENUE
Substantially all of the Company’s revenues are attributable to its Gabon operations. Revenues from contracts with customers are
generated from sales in Gabon pursuant to crude oil sales and purchase agreements (“COSPA”). These contracts have been and will be
renewed or replaced from time to time either with the current buyer or another buyer. Since August 2015, the COSPA has been
executed with the same buyer, initially for a one-year period, with amendments to extend the period through January 31, 2018. On
February 1, 2018, a new COSPA was entered into with this same customer, which terminated January 31, 2019. A new COSPA with
a different customer was executed for the period from February 2019 through January 2020.
The COSPA with the third party is renegotiated near the end of the contract term and may be entered into with a different buyer or the
same buyer going forward. Except for internal costs (which are expensed as incurred), there are no upfront costs associated with
obtaining a new COSPA.
Customer sales generally occur on a monthly basis when the customer’s tanker arrives at the FPSO and the crude oil is delivered to the
tanker through a connection. There is a single performance obligation (delivering oil to the delivery point, i.e. the connection to the
customer’s crude oil tanker) that gives rise to revenue recognition at the point in time when the performance obligation event takes
place. This is referred to as a “lifting”. Liftings can take one to two days to complete. The intervals between liftings are generally 30
days; however, changes in the timing of liftings will impact the number of liftings which occur during the period. Therefore, the
performance obligation attributable to volumes to be sold in future liftings are wholly unsatisfied, and there is no transaction price
allocated to remaining performance obligations. The Company has utilized the practical expedient in ASC Topic 606-10-50-14(a)
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which states that the Company is not required to disclose the transaction price allocated to remaining performance obligations if the
variable consideration is allocated entirely to a wholly unsatisfied performance obligation.
The Company accounts for production imbalances as a reduction in reserves. The volumes sold may be more or less than the volumes
to which the Company is entitled based on the its ownership interest in the property, and the Company would recognize a liability if its
existing proved reserves were not adequate to cover an imbalance.
For each lifting completed under the COSPA, payment is made by the customer in U.S. Dollars by electronic transfer thirty days after
the date of the bill of lading. For each lifting of oil, the price is determined based on a formula using published Dated Brent prices as
well as market differentials plus a fixed contract differential.
Generally, no significant judgments or estimates are required as of a given filing date with regard to applicable price or volumes sold
because all of the parameters are known with certainty related to liftings that occurred in the recently completed calendar quarter. As
such, the Company deems this situation to be characterized as a fixed price situation.
In addition to revenues from customer contracts, the Company has other revenues related to contractual provisions under the Etame
PSC. The Etame PSC is not a customer contract, and therefore the associated revenues are not within the scope of ASC 606. The
terms of the Etame PSC includes provisions for payments to the government of Gabon for: royalties based on 13% of production at the
published price, a shared portion of “profit oil” determined based on daily production rates, and a carried working interest of 7.5%
(increasing to 10% beginning June 20, 2026). For both royalties and profit oil, the Etame PSC provides that the government of Gabon
may settle these obligations in-kind, i.e. taking crude oil barrels, rather than with cash payments.
To date, the government of Gabon has not elected to take its royalties in-kind, and this obligation is settled through a monthly cash
payment. Payments for royalties are reflected as a reduction in revenues from customers. Should the government elect to take the
production attributable to its royalty in-kind, the Company would no longer have sales to customers associated with production
assigned to royalties.
With respect to the government’s share of profit oil, the Etame PSC provides that the corporate income tax liability is satisfied through
the payment of profit oil. In the condensed consolidated statements of operations, the government’s share of revenues from profit oil
is reported in revenues with a corresponding amount reflected as current income tax expense. Prior to February 1, 2018, the
government did not take any of its share of profit oil in-kind. These revenues have been included in revenues to customers as the
Company entered into the contract with the customer to sell the crude oil and was subject to the performance obligations associated
with the contract. For the in-kind sales by the government beginning February 1, 2018, these are not considered revenues under a
customer contract as the Company is not a party to the contracts with the buyers of this crude oil. However, consistent with the
reporting of profit oil in prior periods, the amount associated with the profit oil under the terms of the Etame PSC is reflected as
revenue with an offsetting amount reported as a current income tax expense. Payments of the income tax liability is reported in the
period in which the government takes its profit oil in-kind, i.e. the period in which it lifts the crude oil. The only in-kind payment in
the current year was $7.3 million and occurred with the April 2019 lifting. As of June 30, 2019 and December 31, 2018, the foreign
taxes payable attributable to the government’s share of profit oil was $0.5 million and $3.3 million, respectively.
Certain amounts associated with the carried interest in the Etame PSC discussed above are reported as revenues. In this carried
interest arrangement, the carrying parties, which include the Company and other working interest owners, are obligated to fund all of
the working interest costs which would otherwise be the obligation of the carried party. The carrying parties recoup these funds from
the carried interest party’s revenues.
The following table presents revenues from contracts with customers as well as revenues associated with the obligations under the Etame
PSC.
Three Months Ended June 30,
2019

Revenue from customer contracts:
Sales under the COSPA
Gabonese government share of Profit Oil
Other items reported in revenue not associated with customer
Gabonese government share of Profit Oil taken in-kind
Carried interest recoupment
Royalties
Total revenue, net

Six Months Ended June 30,

2018

2019

2018

(in thousands)

$

$
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20,949
—

$

7,347
733
(3,799)
25,230 $

27,193
—

$

—
705
(3,472)
24,426 $

42,760
—

$

7,347
1,440
(6,552)
44,995 $

55,656
2,193
—
1,356
(7,134)
52,071

7. OIL AND NATURAL GAS PROPERTIES AND EQUIPMENT
Extension of Term of Etame PSC
On September 25, 2018, VAALCO together with the other joint owners in the Etame Marin block (the “Consortium”) received an
implementing Presidential Decree from the government of Gabon authorizing an extension for additional years (“PSC Extension”) to
the Consortium to operate in the Etame Marin block. The Company’s subsidiary, VAALCO Gabon S.A., has a 33.575% participating
interest (working interest including the working interest attributable to the carried interest owner) in the Etame Marin block.
The PSC Extension extends the term for each of the three exploitation areas in the Etame Marin block for a period of ten years from
September 17, 2018, the effective date of the PSC Extension. Prior to the PSC Extension, the exploitation periods for the three
exploitation areas in the Etame Marin block would have expired beginning in June 2021. The PSC Extension also grants the
Consortium the right for two additional extension periods of five years each. The PSC Extension further allows the Consortium to
explore the potential for resources within the Exclusive Exploitation Authorization area as defined in the PSC Extension.
In consideration for the PSC Extension, the Consortium agreed to a signing bonus of $65.0 million ($21.8 million, net to VAALCO)
payable to the government of Gabon (the “Signing Bonus”). The Consortium paid $35.0 million ($11.8 million, net to VAALCO) in
cash on September 26, 2018 and paid $25.0 million ($8.4 million, net to VAALCO) through an agreed upon reduction of the VAT
receivable owed by the government of Gabon to the Consortium as of the effective date. An additional $5.0 million ($1.7 million, net
to VAALCO) is to be paid in cash by the Consortium following the end of the drilling activities described below. The Company has
accrued its $1.7 million share of this remaining payment as of September 30, 2018. The amount paid through a reduction in VAT has
been recorded at $4.2 million which represents the book value of the receivable, net of the valuation allowance as of the effective date.
In addition, the Company recorded an increase of $18.6 million resulting from the deferred tax impact for the difference between book
basis and tax basis. A corresponding $18.6 million deferred tax liability was recorded which reduced the Company’s net deferred tax
assets. The Company has allocated its share of the Signing Bonus between proved and unproved leasehold costs using the acreage
attributable to the previous exploitation areas and the additional acreage in the expanded exploitation areas resulting in $22.5 million
being attributed to proved leasehold costs and $13.7 million attributed to unproved leasehold costs.
Under the PSC Extension, by September 16, 2020, the Consortium is required to drill two wells and two appraisal wellbores. The
Company estimates the cost of these wells will be approximately $61.2 million ($20.5 million, net to VAALCO). If the wells are not
drilled, then the Consortium must pay the difference between the amounts spent on any wells that were drilled and the estimated costs
of the wells as set forth in the Work Program and Budget as approved by the government of Gabon. The Consortium is planning to
commence drilling these wells in the second half of 2019. The Consortium is also required to complete two technical studies by
September 16, 2020 at an estimated cost of $1.3 million gross ($0.4 million, net to VAALCO). These studies are currently underway.
Prior to the PSC Extension, the Consortium was entitled to take up to 70% of production remaining after the 13% royalty (“Cost
Recovery Percentage”) to recover its costs so long as there are amounts remaining in the Cost Account. Under the PSC Extension, the
Cost Recovery Percentage increased to 80% for the ten-year period from September 17, 2018 through September 16, 2028. After
September 16, 2028, the Cost Recovery Percentage returns to 70%.
Prior to the PSC Extension, the Etame PSC provided for the government of Gabon to take a 7.5% gross working interest carried by the
Consortium. The government of Gabon transferred this interest to a third party. Pursuant to the PSC Extension, the government of
Gabon will acquire from the Consortium an additional 2.5% gross working interest carried by the Consortium effective June 20, 2026.
VAALCO’s share of this interest to be transferred to the government of Gabon is 0.8%.
Depletion and Impairment
The Company reviews oil and natural gas producing properties for impairment quarterly or whenever events or changes in
circumstances indicate that the carrying amount of such properties may not be recoverable. When an oil and natural gas property’s
undiscounted estimated future net cash flows are not sufficient to recover its carrying amount, an impairment charge is recorded to
reduce the carrying amount of the asset to its fair value. The fair value of the asset is measured using a discounted cash flow model
relying primarily on Level 3 inputs into the undiscounted future net cash flows. The undiscounted estimated future net cash flows used
in the Company’s impairment evaluations at each quarter end are based upon the most recently prepared independent reserve
engineers’ report adjusted to use forecasted prices from the forward strip price curves near each quarter end and adjusted as necessary
for drilling and production results.
There was no triggering event in the second quarter of 2019 that would cause the Company to believe the value of oil and natural gas
producing properties should be impaired. As a result of lower future strip prices for the second quarter of 2019 compared to the first
quarter of 2019, VAALCO compared the undiscounted estimated future net cash flows to the carrying value of the crude oil and
natural gas properties. Based on this analysis, no impairment was identified and there were no indicators that adjustments were
needed to the year-end reserve report.
There was no triggering event in the second quarter of 2018 that would cause the Company to believe the value of oil and natural gas
producing properties should be impaired. Factors considered included the fact that the Company incurred no significant capital
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expenditures in 2018 related to the fields in the Etame Marin block, the future strip prices for the second quarter of 2018 modestly
increased from the first quarter of 2018, and there were no indicators that adjustments were needed to the year-end reserve report.
Undeveloped Leasehold Costs
The Company has a 31% working interest in an undeveloped portion of a block offshore Equatorial Guinea that the Company acquired
in 2012 (the “Block P interest”). The Company is currently awaiting the Equatorial Guinea Ministry of Mines and Hydrocarbons (“EG
MMH”) to approve its appointment as operator for Block P. Compania Nacional de Petroleos de Guinea Equatorial (“GEPetrol”) is
the state-owned oil company and one of the joint venture owners in Block P. For a number of years, the Block P interest was in
suspension; however, in September 2018, the EG MMH lifted the suspension subject to several conditions. GEPetrol was required to
introduce a new investor or joint venture owner to the EG MMH by March 28, 2019, and it has fulfilled this requirement. Upon EG
MMH approving the new joint owner, the Contractor group has one year to drill an exploration well. The Company intends to seek a
joint venture owner on a promoted basis that will cover all or substantially all of the cost to drill an exploratory well. If the joint
venture owners fail to drill an exploration well, the Company would lose its interest in the license, and the associated costs would
become impaired. As of June 30, 2019, the Company had $10.0 million recorded for the book value of the undeveloped leasehold
costs associated with the Block P license. The Company and the joint venture owners are evaluating the timing and budgeting for
development and exploration activities under a development and production area in the block, including the approval of a
development and production plan. The production sharing contract covering this development and production area provides for a
development and production period of 25 years from the date of approval of a development and production plan.
In Gabon, as a result of the PSC Extension, the exploitation area was expanded to include previously undeveloped acreage. The
Company allocated $6.7 million of its share of the signing bonus and $7.1 million of the $18.6 million resulting from the deferred tax
impact for the difference between book basis and tax basis to unproved leasehold costs using the acreage attributable to the previous
exploitation areas and the additional acreage in the expanded exploitation areas. Exploitation of this additional area is permitted
throughout the term of the Etame PSC.
8. DERIVATIVES AND FAIR VALUE
The Company uses derivative financial instruments to achieve a more predictable cash flow from oil production by reducing the
Company’s exposure to price fluctuations. See Note 1 for further information.
Commodity swaps - In June 2018, the Company entered into commodity swaps at a Dated Brent weighted average of $74.00 per
barrel for the period from and including June 2018 through June 2019 for a quantity of approximately 400,000 barrels. On May 6,
2019, the Company entered into commodity swaps at a Dated Brent weighted average of $66.70 per barrel for the period from and
including July 2019 through June 2020 for an approximate quantity of 500,000 barrels. If a liability position for these swaps exceed
$10.0 million, the Company would be required to provide a bank letter of credit or deposit cash into an escrow account for the amount
by which the liability exceeds $10.0 million. At June 30, 2019, the Company’s unexpired commodity swaps as shown in the table
below had a fair value asset position of $2.0 million reflected in “Prepayments and other” line of the Company’s condensed
consolidated balance sheet. These swaps settle on a monthly basis.
Swaps
Settlement Period

Type of Contract

Index

2019
2020

Swaps
Swaps

Dated Brent
Dated Brent

Barrels

225,130
274,870
500,000

Weighted Average Fixed
Price
$
66.70
66.70

While these commodity swaps are intended to be an economic hedge to mitigate the impact of a decline in oil prices, the Company has
not elected hedge accounting. The contracts are being measured at fair value each period, with changes in fair value recognized in net
income. The Company does not enter into derivative instruments for speculative or trading proposes.
The crude oil swaps contracts are measured at fair value using the Black Scholes option pricing model. Level 2 observable inputs used
in the valuation model include market information as of the reporting date, such as prevailing Brent crude futures prices, Brent crude
futures commodity price volatility and interest rates. The determination of the swap and put contracts fair value includes the impact of
the counterparty’s non-performance risk.
To mitigate counterparty risk, the Company enters into such derivative contracts with creditworthy financial institutions deemed by
management as competent and competitive market makers.
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The following table sets forth the gain (loss) on derivative instruments on the Company’s condensed consolidated statements of
operations:
Three Months Ended June 30,
Derivative Item

Statement of Operations Line

2019

Six Months Ended June 30,

2018

2019

2018

(in thousands)

Crude oil swaps

Realized gain (loss) - contract
settlements
Unrealized gain (loss)
Derivative instruments gain (loss), net

432 $
1,479
1,911 $

$
$

(11) $
(999)
(1,010) $

1,563 $
(1,564)
(1) $

(11)
(999)
(1,010)

9. DEBT
On May 22, 2018, the Company terminated the amended term loan agreement (“Amended Term Loan Agreement”) it had with the
International Finance Corporation (“IFC”) by prepaying the outstanding principal and accrued interest. The Company did not incur any
termination or prepayment penalties as a result of the termination of the Amended Term Loan Agreement.
Interest
The table below shows the components of the “Interest income (expense), net” line item of the Company’s condensed consolidated
statements of operations and the average effective interest rate, excluding commitment fees, on the Company’s borrowings:
Three Months Ended June 30,
2019

Six Months Ended June 30,

2018

2019

2018

(in thousands)

Interest expense related to debt, including commitment fees
Deferred finance cost amortization
Interest income
Other interest expense not related to debt
Interest income (expense), net

$

$

Average effective interest rate, excluding commitment fees
(1)

$

—
—
201
—
201
0.00%

$
(1)

(84) $
(131)
22
163
(30) $
8.21%

$

—
—
388
—
388
0.00%

$
(1)

(257)
(191)
31
33
(384)
7.09%

There were no outstanding borrowings during 2019

10. COMMITMENTS AND CONTINGENCIES
Leases
Under the new leasing standard which became effected January 1, 2019, there are two types of leases: finance and operating.
Regardless of the type of lease, the initial measurement of the lease results in recording a ROU asset and a lease liability at the present
value of the stream of future lease payments.
Practical Expedients – The new standard provides a package of three practical expedients to simplify adoption. At the transition date,
the entity may elect not to reassess: (1) whether any expired or existing contracts as of the adoption date are or contain leases under
the new definition of a lease, (2) lease classification for expired or existing leases as of the adoption date and (3) initial direct costs for
any existing leases as of the adoption date. These three expedients must be elected or not elected as a package. An entity that elects
to apply all three of the practical expedients will, in effect, continue to classify leases that commence before the adoption date in
accordance with current GAAP, unless the lease classification is reassessed after the adoption date. A lessee that elects to apply all of
the practical expedients beginning on the adoption date will follow subsequent measurement guidance in ASC 842. The Company has
elected to use these practical expedients, effectively carrying over its previous identification and classification of leases that existed as
of January 1, 2019. Additionally, a lessee may elect not to recognize ROU assets and liabilities arising from short-term leases
provided there is no purchase option the entity is likely to exercise. The Company has elected this short-term lease exemption. The
adoption of ASC 842 resulted in a material increase in the Company’s total assets and liabilities on the Company’s condensed
consolidated balance sheet as certain of its operating leases are significant. In addition, adoption resulted in a decrease in working
capital as the ROU asset is noncurrent but the lease liability has both long-term and short-term portions. There was no material
overall impact on results of operations or cash flows. In the statement of cash flows, operating leases remain an operating activity.
The Company has entered into several agreements for the lease of office, warehouse and storage yard space, the FPSO and a hydraulic
workover rig (“HWU”). The duration for these agreements ranges from 21 to 45 months. The FPSO, HWU and office space contracts
require the Company to make payments both for the use of the asset itself and for operations and maintenance services. Only the
payments for the use of the asset relate to the lease component and are included in the calculation of ROU assets and lease liabilities.
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Payments for the operations and maintenance services are considered non-lease components and are not included in calculating the
ROU assets and lease liabilities. For leases on ROU assets used in joint operations, generally the operator reflects the full amount of
the lease component, including the amount which will be funded by the non-operators. As operator for the Etame Marin block, the
ROU asset recorded for the FPSO, HWU and warehouse and storage yard space used in the joint operations includes the gross amount
of the lease components.
The FPSO lease includes an option to extend the term through September 2022. The Company considered this option reasonably
certain of exercise and has included it in the calculation of ROU assets and lease liabilities.
The FPSO and HWU agreements also contain options to purchase the assets during or at the end of the lease term. The Company does
not consider these options reasonably certain of exercise and have excluded the purchase price from the calculation of ROU assets and
lease liabilities.
The FPSO and HWU leases include provisions for variable lease payments, under which the Company is required to make additional
payments based on the level of production or the number of days the asset is deployed. Because the Company does not know the
extent to which the Company will be required to make such payments, they are excluded from the calculation of ROU assets and lease
liabilities.
The discount rate used to calculate ROU assets and lease liabilities represents the Company’s incremental borrowing rate. The
Company determined this by considering the term and economic environment of each lease, and estimating the resulting interest rate
the Company would incur to borrow the lease payments.
For the three and six months ended June 30, 2019, the components of the lease costs and the supplemental information were as
follows:
Three Months Ended
June 30, 2019

Lease cost:
Operating lease cost
Short-term lease cost
Variable lease cost
Total lease cost

Six Months Ended
June 30, 2019

($ in thousands)

$

3,775
101
1,408

$

7,334
404
2,738

$

5,284

$

10,476

$

8,913
3.18 years
6.25%

Other information:
Cash paid for amounts included in the measurement of lease liabilities:
Operating cash flows from (to) operating leases
Weighted-average remaining lease term
Weighted-average discount rate

The table below describes the presentation of the total lease cost on the Company’s consolidated statement of operations. As discussed
above, the Company’s joint venture owners are required to reimburse the Company for their share of certain expenses, including
certain lease costs.
Three Months Ended
June 30, 2019

Six Months Ended
June 30, 2019

(in thousands)

Production expense
General and administrative expense
Lease costs billed to the joint venture owners
Total lease costs
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$

1,626
49
3,609

$

3,223
98
7,155

$

5,284

$

10,476

The following table describes the future maturities of the Company’s operating lease liabilities at June 30, 2019:
Lease Obligation
(in thousands)

Year
2019
2020
2021
2022
2023

$

6,164
11,979
11,224
8,088
—
37,455
3,331

$

34,124

Less: imputed interest
Total lease liabilities

Under the joint operating agreements, other joint owners are obligated to fund $25.8 million of the $37.5 million in future lease
liabilities.
Abandonment funding
As part of securing the first of two five-year extensions to the Etame PSC to which the Company is entitled from the government of
Gabon, the Company agreed to a cash funding arrangement for the eventual abandonment of all offshore wells, platforms and facilities
on the Etame Marin block. The agreement was finalized in the first quarter of 2014 (effective as of 2011) providing for annual funding
over a period of ten years in amounts equal to 12.14% of the total abandonment estimate for the first seven years and 5.0% per year
for the last three years of the production license. The amounts paid will be reimbursed through the cost account and are nonrefundable. The abandonment estimate used for this purpose is approximately $61.8 million ($19.2 million net to VAALCO) on an
undiscounted basis. Through June 30, 2019, $37.4 million ($11.6 million net to VAALCO) on an undiscounted basis has been funded.
This cash funding is reflected under “Other noncurrent assets” as “Abandonment funding” on the Company’s condensed consolidated
balance sheets. Future changes to the anticipated abandonment cost estimate could change the Company’s asset retirement obligation
and the amount of future abandonment funding payments.
On March 5, 2019, in accordance with certain foreign currency regulatory requirements, the Gabonese branch of the international
commercial bank holding the abandonment funds in a U.S. dollar denominated account transferred the funds to the Central Bank for
“CEMAC” (the Central African Economic and Monetary Community), of which Gabon is one of the six member states. The U.S.
dollars were converted to local currency with a credit back to the Gabonese branch. Amendment 5 to the Etame PSC provides that in
the event that the Gabonese bank fails for any reasons to reimburse all of the principal and interest due, the Company will no longer be
held liable for the resulting shortfall in funding the obligation to remediate the sites.
FPSO charter
In connection with the charter of the FPSO, the Company, as operator of the Etame Marin block, guaranteed all of the charter
payments under the charter through its contract term, which expires in September 2022. At the Company’s election, the charter may
be extended for two one-year periods beyond September 2020. The Company obtained guarantees from each of the Company’s joint
venture owners for their respective shares of the payments. The Company’s net share of the charter payment is 31.1%,
or approximately $9.7 million per year. Although the Company believes the need for performance under the charter guarantee is
remote, the Company recorded a liability of $0.2 million as of June 30, 2019 and December 31, 2018 representing the guarantee’s
estimated fair value. The guarantee of the offshore Gabon FPSO charter has $53.9 million in remaining gross minimum obligations as
of December 31, 2018.
Estimated future minimum obligations through the end of the FPSO charter which reflects the right of early termination are as follows
as of December 31, 2018 (in thousands):
Balance at December 31, 2018
Full Charter
Payment
VAALCO, Net

(in thousands)
Year

2019
2020
2021
2022
2023
Total

$

31,294
22,634
—
—
—

$

9,718
7,029
—
—
—

$

53,928

$

16,747

The FPSO charter payment includes a $0.93 per barrel charter fee for production up to 20,000 barrels of oil per day and a $2.50 per
barrel charter fee for those barrels produced in excess of 20,000 barrels of oil per day. VAALCO’s net share of payments was $10.8
million for the year ended December 31, 2018.
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Other lease obligations
In addition to the FPSO, the Company has other operating lease obligations as of December 31, 2018 (in thousands):

(in thousands)
Year

Gross Obligation

2019
2020
2021
2022
2023
Total

I

VAALCO, Net

$

1,110
693
—
—
—

$

627
450
—
—
—

$

1,803

$

1,077

The Company incurred rent expense of $0.4 million and $0.9 million, respectively, during the three and six months ended June 30,
2018.
Regulatory and Joint Interest Audits
The Company is subject to periodic routine audits by various government agencies in Gabon, including audits of the Company’s
petroleum cost account, customs, taxes and other operational matters, as well as audits by other members of the contractor group
under the Company’s joint operating agreements.
In 2016, the government of Gabon conducted an audit of the Company’s operations in Gabon, covering the years 2013 through 2014.
The Company received the findings from this audit and responded to the audit findings in January 2017. Since providing the
Company’s response, there have been changes in the Gabonese officials responsible for the audit. The Company is working with the
newly appointed representatives to resolve the audit findings. The Company does not anticipate that the ultimate outcome of this audit
will have a material effect on the Company’s financial condition, results of operations or liquidity.
At December 31, 2018, the Company had accrued $1.3 million, net to VAALCO, in “Accrued liabilities and other” on the Company’s
condensed consolidated balance sheets for potential fees which may result from customs audits. This matter was fully resolved in
January 2019 for $1.3 million, net to VAALCO.
In July 2019, the Company reached an agreement in principle to resolve a legacy issue related to findings from Etame joint venture
owners’ audits for the periods from 2007 through 2016 for $4.4 million net to VAALCO. The agreement in principle also provides for
procedures to minimize the chances of future audit claims. Accordingly, the Company has accrued $4.4 million which is reflected in the
“Accrued liabilities and other” line of the Company’s condensed consolidated balance sheet and is recorded as a second quarter 2019
expense in the condensed consolidated statements of operations in the line item “Other operating income (expense), net”. The agreement
in principle is expected to become final upon signing of a binding settlement agreement by all of the joint venture owners.
Drilling Rig
The Company has contracted a drilling rig to be used to drill two wells, including two appraisal wellbores, for the Etame Marin joint
operations beginning in the second half of 2019. The agreement includes options to drill four additional wells at the Etame Marin
block. The drilling rig contract stipulates a day rate of approximately $75,000. The Company expects the term associated with the
drilling rig commitment to be less than one year.
11. ASSET RETIREMENT OBLIGATIONS
The following table summarizes the changes in the Company’s asset retirement obligations:

Six Months Ended
June 30, 2019

(in thousands)

Beginning balance
Accretion
Revisions
Ending balance

$

$

14,816
398
—
15,214

Year Ended
December 31, 2018

$

$

20,163
1,180
(6,527)
14,816

Accretion is recorded in the line item “Depreciation, depletion and amortization” on the Company’s condensed consolidated
statements of operations.
The Company is required under the Etame PSC to conduct regular abandonment studies to update the estimated costs to abandon the
offshore wells, platforms and facilities on the Etame Marin block. In 2018, the Company recorded a downward revision of $6.5
million to the ARO liability as a result of a change in the expected timing of the abandonment costs when the period of exploitation
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under the Etame PSC was extended to at least September 16, 2028 as discussed further in Note 10. The most recently completed
abandonment study was in November 2018.
12. SHAREHOLDERS’ EQUITY
Preferred stock – Authorized preferred stock consists of 500,000 shares with a par value of $25 per share. No shares of preferred
stock were issued and outstanding as of June 30, 2019 or December 31, 2018.
Treasury stock – On June 20, 2019, the Board of Directors authorized and approved a share repurchase program for up to $10.0
million of the currently outstanding shares of the Company’s common stock over a period of 12 months. Under the stock repurchase
program, the Company intends to repurchase shares through open market purchases, privately-negotiated transactions, block
purchases or otherwise in accordance with applicable federal securities laws, including Rule 10b-18 of the “Exchange Act”.
The Board of Directors also authorized the Company to enter into written trading plans under Rule 10b5-1 of the Exchange
Act. Adopting a trading plan that satisfies the conditions of Rule 10b5-1 allows a company to repurchase its shares at times when it
might otherwise be prevented from doing so due to self-imposed trading blackout periods or pursuant to insider trading laws. Under
any Rule 10b5-1 trading plan, the Company’s third-party broker, subject to Securities and Exchange Commission regulations
regarding certain price, market, volume and timing constraints, would have authority to purchase the Company’s common stock in
accordance with the terms of the plan. The Company may from time to time enter into Rule 10b5-1 trading plans to facilitate the
repurchase of its common stock pursuant to its share repurchase program.
As of June 30, 2019, the Company had purchased 141,686 shares of our common stock at an average price of $1.73 per share for an
aggregate purchase price of $0.2 million under the plan. From July 1, 2019 through a settlement date of August 7, 2019, the Company
has purchased 746,668 shares of its common stock at an average price of $1.73 per share for an aggregate purchase price of $1.3
million.
For the majority of restricted stock awards granted by the Company, the number of shares issued on the date the restricted stock
awards vest is net of shares withheld to meet applicable tax withholding requirements. Although these withheld shares are
not issued or considered common stock repurchases under the Company’s stock repurchase program, they are treated as common
stock repurchases in our financial statements as they reduce the number of shares that would have been issued upon vesting. See Note
13 for further discussion.
13. STOCK-BASED COMPENSATION AND OTHER BENEFIT PLANS
The Company’s stock-based compensation has been granted under several stock incentive and long-term incentive plans. The plans
authorize the Compensation Committee of the Company’s Board of Directors to issue various types of incentive compensation.
Currently, the Company has issued stock options and restricted shares under the 2014 Long-Term Incentive Plan (“2014 Plan”) and
stock appreciation rights under the 2016 Stock Appreciation Rights Plan. At June 30, 2019, 373 shares were authorized for future
grants under the 2014 plan.
For each stock option granted, the number of authorized shares under the 2014 Plan will be reduced on a one-for-one basis. For each
restricted share granted, the number of shares authorized under the 2014 Plan will be reduced by twice the number of restricted shares.
The Company has no set policy for sourcing shares for option grants. Historically the shares issued under option grants have been new
shares.
The Company records compensation expense related to stock-based compensation as general and administrative expense. For the
three months ended June 30, 2019 and 2018, stock-based compensation was $(0.1) million and $2.4 million, respectively, related to
the issuance of stock options, restricted stock and stock appreciation rights. For the six months ended June 30, 2019 and 2018, stockbased compensation was $1.6 million and $2.8 million, respectively, related to the issuance of stock options, restricted stock and stock
appreciation rights. During the six months ended June 30, 2019 and 2018, the Company settled in cash $0.3 million and $0.1 million,
respectively, for stock appreciation rights exercises. Because the Company does not pay significant United States federal income
taxes, no amounts were recorded for future tax benefits.
Three Months Ended June 30,
2019

Six Months Ended June 30,

2018

2019

2018

(in thousands)

Stock-based compensation - equity awards
Stock-based compensation - liability awards
Total stock-based compensation

$
$

595 $
(698)
(103) $

397
2,044
2,441

$
$

622
998
1,620

$
$

547
2,209
2,756

Stock options
Stock options have an exercise price that may not be less than the fair market value of the underlying shares on the date of grant. In
general, stock options granted to participants will become exercisable over a period determined by the Compensation Committee of
the Company’s Board of Directors, which in the past has been a five-year life, with the options vesting over a service period of up to
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five years. In addition, stock options will become exercisable upon a change in control, unless provided otherwise by the
Compensation Committee. There were $0.1 million and $0.4 million, respectively, in cash proceeds from the exercise of stock options
in the six months ended June 30, 2019 and 2018, respectively. On February 28, 2019, the Company granted stock options for 622,140
shares to employees; these options vest over a three-year period, vesting in three equal parts on the first, second and third
anniversaries after the date of grant with an exercise price of $2.33 per share. On April 1, 2019, the Company granted stock options
for 44,163 shares to an employee with an exercise price of $2.29 per share. On June 6, 2019, the Company granted stock options for
257,228 shares to directors with an exercise price of $1.43 per share; these options vested immediately.
During the six months ended June 30, 2019, 13,875 shares were added to treasury as a result of tax withholding on options exercised.
During the six months ended June 30, 2019, 62,235 shares that had been granted from treasury were exercised and taken from
treasury.
The Company uses the Black-Scholes model to calculate the grant date fair value of stock option awards. This fair value is then
amortized to expense over the vesting period of the option. During the six months ended June 30, 2019 and 2018, the weighted
average assumptions shown below were used to calculate the weighted average grant date fair value of option grants. Because the
Company has not paid cash dividends and does not anticipate paying cash dividends on the common stock in the foreseeable future, no
expected dividend yield was input to the Black-Scholes model.
Six Months Ended June 30,
2019

Weighted average exercise price - ($/share)
Expected life in years
Average expected volatility
Risk-free interest rate
Weighted average grant date fair value - ($/share)

$

2018

$
2.08
3.2
72.53 %
2.33 %
$
1.06

$

1.05
3.5
70.50 %
2.51 %
0.68

Stock option activity for the six months ended June 30, 2019 is provided below:
Number of
Shares
Underlying
Options
(in thousands)

Outstanding at January 1, 2019
Granted
Exercised
Unvested shares forfeited
Vested shares expired
Outstanding at June 30, 2019

2,601
923
(114)
(286)
(76)
3,048

Exercisable at June 30, 2019

2,026

Weighted Average
Exercise Price Per
Share

$

Weighted
Average
Remaining
Contractual
Term
(in years)

Aggregate
Intrinsic Value
(in thousands)

1.54
2.08
0.93
1.44
6.98
1.60

3.15

$

1,249

1.55

2.67

$

901

Restricted shares
Restricted stock granted to employees will vest over a period determined by the Compensation Committee which is generally a three
year period, vesting in three equal parts on the anniversaries following the date of the grant. Share grants to directors vest immediately
and are not restricted. On February 28, 2019, the Company issued 174,464 shares of service based restricted stock to employees with
a grant date fair value of $2.33 per share. The vesting of these shares is dependent upon the employee’s continued service with the
Company. The shares will vest in three equal parts over three years. On April 1, 2019, the Company issued 22,926 shares of service
based restricted stock to an employee with a grant date fair value of $2.29 per share. The vesting of these shares is dependent upon
the employee’s continued service with the Company. The shares will vest in three equal parts over three years. On June 6, 2019, the
Company issued 111,888 shares of service based restricted stock to directors with a grant date fair value of $1.43 per share. These
shares vested immediately.
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The following is a summary of activity for the six months ended June 30, 2019:

Restricted Stock

Weighted Average
Grant Price

(in thousands)

Non-vested shares outstanding at January 1, 2019
Awards granted
Awards vested
Awards forfeited
Non-vested shares outstanding at June 30, 2019

507 $
309
(232)
(166)
418

0.91
2.00
1.14
1.29
1.44

During the three and six months ended June 30, 2019, 30,573 shares were added to treasury as a result of tax withholding on the
vesting of restricted shares. During the three and six months ended June 30, 2018, 35,265 shares were added to treasury as a result of
tax withholding on the vesting of restricted shares.
Stock appreciation rights (“SARs”)
SARs are granted under the VAALCO Energy, Inc. 2016 Stock Appreciation Rights Plan. A SAR is the right to receive a cash amount
equal to the spread with respect to a share of common stock upon the exercise of the SAR. The spread is the difference between the
SAR price per share specified in a SAR award on the date of grant (which may not be less than the fair market value of the Company’s
common stock on the date of grant) and the fair market value per share on the date of exercise of the SAR. SARs granted to
participants will become exercisable over a period determined by the Compensation Committee of the Company’s Board of Directors.
In addition, SARs will become exercisable upon a change in control, unless provided otherwise by the Compensation Committee of
the Company’s Board of Directors.
On February 28, 2019, 951,699 SARs were granted which vest over a three-year period with a life of 5 years and have a $2.33 SAR
price per share specified in a SAR award on the date of grant. On May 10, 2019, 196,892 SARs were granted which vest over a threeyear period with a life of 5 years and have a $1.72 SAR price per share specified in a SAR award on the date of grant.
SAR activity for the six months ended June 30, 2019 is provided below:

Number of Shares
Underlying SARs

Weighted Average
Exercise Price Per
Share

(in thousands)

Aggregate Intrinsic
Value

Term
(in years)

(in thousands)

Outstanding at January 1, 2019
Granted
Exercised
Unvested shares forfeited
Vested shares expired
Outstanding at June 30, 2019

3,369 $
1,148
(270)
(521)
—
3,726

0.96
2.23
0.86
1.38
—
1.29

3.65

$

1,916

Exercisable at June 30, 2019

1,240

1.04

3.01

$

785

Other Benefit Plans
On May 2, 2019, the Company adopted a form of change in control agreement for its named executive officers and certain other
officers of the Company and amended its severance plan for its Houston-based non-executive employees in order to provide severance
benefits in connection with a change in control. Upon a termination of a participant’s employment by the Company without cause or a
resignation by the participant for good reason three months prior to a change in control or six months following a change in control,
executives and officers with change in control agreements and participants in the severance plan will be entitled to receive 100% and
50%, respectively, of their participant’s base salary and continued participation in the Company’s group health plans for the
participant and his or her eligible spouse and other dependents for six months. In addition, certain named executive officers will
receive 75% of their target bonus.
14. INCOME TAXES
For 2019, the Company will determine its tax expense by estimating an annual effective income tax rate based on current and
forecasted business results and enacted tax laws on a quarterly basis and apply this tax rate to the Company’s ordinary income or loss
to calculate its estimated tax expense or benefit. The tax effect of discrete items are recognized in the period in which they occur at
the applicable statutory tax rate.
The income tax provision for VAALCO consists primarily of Gabonese and United States income taxes. The Company’s operations
in other foreign jurisdictions have a 0% effective tax rate because the Company has incurred losses in those countries and have full
valuation allowances against the corresponding net deferred tax assets.
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Provision for income taxes related to income (loss) from continuing operations consists of the following:
Three Months Ended June 30,
2019

U.S. Federal:
Current
Deferred
Foreign:
Current
Deferred
Total

Six Months Ended June 30,

2018

2019

2018

(in thousands)

$

$

(128) $
1,467
3,411
4,458
9,208

$

—
—
3,582
—
3,582

$

$

(165) $
1,766
4,459
5,901
11,961

$

—
—
7,624
—
7,624

The Company’s effective tax rate for the three and six months ended June 30, 2019 is 79%. For the three and six months ended June
30, 2018, the Company recorded tax expense using the actual tax rate. For the three and six months ended June 30, 2019, the
Company’s overall effective tax rate was impacted by non-deductible items associated with operations and deducting foreign taxes
rather than crediting them for United States tax purposes. Additionally, the joint venture owners’ audit settlement was treated as
discrete to the quarter and for which only an income tax benefit at the U.S. tax rate of 21% was provided.
The Company files income tax returns in all jurisdictions where such requirements exist, with Gabon and the United States being its
primary tax jurisdictions.
As of June 30, 2019, the Company had no material uncertain tax positions. The Company’s policy is to recognize potential interest
and penalties related to unrecognized tax benefits as a component of income tax expense.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS
SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS
This report includes “forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933, as amended (the
“Securities Act”), and Section 21E of the Securities Exchange Act of 1934, as amended, (the “Exchange Act”) which are intended to
be covered by the safe harbors created by those laws. We have based these forward-looking statements on our current expectations
and projections about future events. These forward-looking statements include information about possible or assumed future results of
our operations. All statements, other than statements of historical facts, included in this Annual Report that address activities, events
or developments that we expect or anticipate may occur in the future, including without limitation, statements regarding our financial
position, operating performance and results, reserve quantities and net present values, market prices, business strategy, derivative
activities, the amount and nature of capital expenditures and plans and objectives of management for future operations are forwardlooking statements. When we use words such as “anticipate,” “believe,” “estimate,” “expect,” “intend,” “forecast,” “outlook,” “aim,”
“target,” “will,” “could,” “should,” “may,” “likely,” “plan,” “probably,” the negative of such terms or similar expressions, we are
making forward-looking statements. Many risks and uncertainties that could affect our future results and could cause results to differ
materially from those expressed in our forward-looking statements include, but are not limited to:
x
volatility of, and declines and weaknesses in oil and natural gas prices;
x
the discovery, acquisition, development and replacement of oil and natural gas reserves;
x
future capital requirements;
x
our ability to maintain sufficient liquidity in order to fully implement our business plan;
x
our ability to generate cash flows that, along with our cash on hand, will be sufficient to support our operations and cash
requirements;
x
our ability to attract capital;
x
our ability to pay the expenditures required in order to develop certain of our properties offshore Equatorial Guinea;
x
operating hazards inherent in the exploration for and production of oil and natural gas;
x
difficulties encountered during the exploration for and production of oil and natural gas;
x
the impact of competition;
x
weather conditions;
x
the uncertainty of estimates of oil and natural gas reserves;
x
currency exchange rates and regulations;
x
unanticipated issues and liabilities arising from non-compliance with environmental regulations;
x
the ultimate resolution of our abandonment funding obligations with the government of Gabon and the audit of our
operations in Gabon currently being conducted by the government of Gabon;
x
the availability and cost of seismic, drilling and other equipment;
x
difficulties encountered in measuring, transporting and delivering oil to commercial markets;
x
timing and amount of future production of oil and natural gas;
x
hedging decisions, including whether or not to enter into derivative financial instruments;
x
our ability to effectively integrate assets and properties that we acquire into our operations;
x
general economic conditions, including any future economic downturn, disruption in financial markets and the availability
of credit;
x
our ability to enter into new customer contracts;
x
changes in customer demand and producers’ supply;
x
actions by the governments of and events occurring in the countries in which we operate;
x
actions by our joint venture owners;
x
compliance with, or the effect of changes in, governmental regulations regarding our exploration, production, and well
completion operations including those related to climate change;
x
the outcome of any governmental audit; and
x
actions of operators of our oil and natural gas properties.
The information contained in this report and the information set forth under the heading “Item 1A. Risk Factors” in our Annual Report
on Form 10-K for the year ended December 31, 2018 (“2018 Form 10-K”) and under the heading “Item 1A. Risk Factors” in our
Quarterly Report on Form 10-Q for the quarter ended March 31, 2019 (“2019 First Quarter 10-Q”), identifies additional factors that
could cause our results or performance to differ materially from those we express in forward-looking statements. Although we believe
that the assumptions underlying our forward-looking statements are reasonable, any of these assumptions and therefore also the
forward-looking statements based on these assumptions, could themselves prove to be inaccurate. In light of the significant
27

299

uncertainties inherent in the forward-looking statements, which are included in this report and the 2018 Form 10-K, our inclusion of
this information is not a representation by us or any other person that our objectives and plans will be achieved. When you consider
our forward-looking statements, you should keep in mind these risk factors and the other cautionary statements in this report.
Our forward-looking statements speak only as of the date made, and reflect our best judgment about future events and trends based on
the information currently available to us. Our results of operations can be affected by inaccurate assumptions we make or by risks and
uncertainties known or unknown to us. Therefore, we cannot guarantee the accuracy of the forward-looking statements. Actual events
and results of operations may vary materially from our current expectations and assumptions. Our forward-looking statements are
expressly qualified in their entirety by this “Special Note Regarding Forward-Looking Statements,” which constitute cautionary
statements.
INTRODUCTION
VAALCO is a Houston, Texas based independent energy company engaged in the acquisition, exploration, development and
production of crude oil. As operator, we have production operations and conduct exploration activities in Gabon, West Africa. We
have opportunities to participate in development and exploration activities in Equatorial Guinea, West Africa. As discussed further in
Note 3 to the condensed consolidated financial statements, we have discontinued operations associated with our activities in Angola,
West Africa.
Our financial results are heavily dependent upon the margins between prices received for our offshore Gabon oil production and the
costs to find and produce such oil. In light of the volatility of oil prices over the past several years, we have focused on maximizing
our margins by reducing costs, paying off debt, divesting non-core assets, minimizing capital expenditures and maintaining our
existing production at optimal levels. On September 25, 2018, the term of the Etame PSC with Gabon, related to the Etame Marin
block located offshore, was extended through 2028 with options to extend up to an additional ten years. The PSC Extension provides
us with the extended time horizon necessary to pursue developing the resources we have identified at Etame. See Note 7 for further
discussion. As a result of these efforts, our financial position has improved, and we believe that we have working capital sufficient to
sustain current operations and fund development projects on our Etame license in Gabon. In combination with improved oil pricing
and positive production performance, the PSC Extension enabled us to increase proved reserves during 2018 by 76% to 5.4 MMBbls
at December 31, 2018 which include reserves for wells we expect to drill in 2019.
CURRENT DEVELOPMENTS
On June 20, 2019, the Board of Directors authorized and approved a share repurchase program for up to $10.0 million of the currently
outstanding shares of the Company’s common stock over a period of 12 months. Under the stock repurchase program, the Company
intends to repurchase shares through open market purchases, privately-negotiated transactions, block purchases or otherwise in
accordance with applicable federal securities laws, including Rule 10b-18 of the Securities Exchange Act of 1934. See Note 12 to the
condensed consolidated financial statements for further discussion.
During the second quarter of 2019, the Etame 4H well produced an average of 350 barrels per day gross (95 barrels net to VAALCO);
however, in July 2019, this well stopped producing. We are currently undertaking a technical analysis of remedial work with a view
to reestablishing production. Separately in July, we performed an acid simulation job on the N. Tchibala 2H well. Subsequent to this
work, the well would not flow naturally, and we were unable to restore production. We are planning to perform additional work on
the well to restore production. During the second quarter of 2019, this well produced an average of 420 barrels per day gross (113
barrels net to VAALCO).
In the third quarter of 2019, the Company has scheduled a planned maintenance turnaround for the Etame Marin FPSO and platforms
which includes a full field shut down for approximately 8 days which will impact third quarter production.
VAALCO and its joint owners have moved forward with executing a development drilling program for 2019. We have contracted a
drilling rig to drill a minimum of two wells and two appraisal wellbores at our Etame Marin Block beginning in the second half of
2019. The contract includes options to drill four additional wells at the Etame Marin Block. We believe that there is significant
reserve upside associated with the two appraisal wellbores. We anticipate drilling two wells and a possible third well in the second
half of 2019 and the first half of 2020. We are forecasting that the 2019 drilling program will be funded by cash on hand and cash
generated from operations.
ACTIVITIES BY ASSET
Gabon
Offshore – Etame Marin Block
Development and Production
We operate the Etame, Avouma/South Tchibala, Ebouri, Southeast Etame and the North Tchibala fields on behalf of a consortium of
four companies. As of June 30, 2019, production operations in the Etame Marin block included nine platform wells, plus three subsea
wells across all fields tied back by pipelines to deliver oil and associated natural gas through a riser system to allow for delivery,
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processing, storage and ultimately offloading the oil from a leased FPSO anchored to the seabed on the block. We currently have ten
producing wells. The FPSO has production limitations of approximately 25,000 BOPD and 30,000 barrels of total fluids per day.
During the three months ended June 30, 2019 and 2018, production from the block was approximately 1,235 MBbls (333 MBbls net)
and 1,198 MBbls (323 MBbls net), respectively. During the six months ended June 30, 2019 and 2018, production from the block was
approximately 2,399 MBbls (648 MBbls` net) and 2,398 MBbls (648 MBbls net), respectively.
Equatorial Guinea
VAALCO has a 31% working interest in an undeveloped portion of a block offshore Equatorial Guinea that it acquired in 2012 (the
“Block P interest”). We are currently awaiting the Equatorial Guinea Ministry of Mines and Hydrocarbons (“EG MMH”) to approve
our appointment as operator for Block P. Compania Nacional de Petroleos de Guinea Equatorial (“GEPetrol”) is the state-owned oil
company and one of the joint venture owners in Block P. For a number of years, the Block P interest was in suspension; however, in
September 2018, the EG MMH lifted the suspension subject to several conditions. GEPetrol was required to introduce a new investor
or joint venture owner to the EG MMH by March 28, 2019, and it has fulfilled this requirement. Upon EG MMH approving the new
joint owner, the Contractor group has one year to drill an exploration well. VAALCO intends to seek a joint venture owner on a
promoted basis that will cover all or substantially all of the cost to drill an exploratory well. If the joint venture owners fail to drill an
exploration well, VAALCO would lose its interest in the license, and the associated costs would become impaired. As of June 30,
2019, the Company had $10.0 million recorded for the book value of the undeveloped leasehold costs associated with the Block P
license. VAALCO and its joint venture owners are evaluating the timing and budgeting for development and exploration activities
under a development and production area in the block, including the approval of a development and production plan. The production
sharing contract covering this development and production area provides for a development and production period of 25 years from
the date of approval of a development and production plan.
Discontinued Operations - Angola
In November 2006, we signed a production sharing contract for the Block 5 PSA. Our working interest was 40%, and it carried
Sonangol P&P, for 10% of the work program. On September 30, 2016, we notified Sonangol P&P that we were withdrawing from the
joint operating agreement effective October 31, 2016. On November 30, 2016, we notified the national concessionaire, Sonangol E.P.,
that we were withdrawing from the Block 5 PSA. Further to our decision to withdraw from Angola, we closed our office in Angola
and do not intend to conduct future activities in Angola. As a result of this strategic shift, the Angola segment has been classified as
discontinued operations in the condensed consolidated financial statements for all periods presented.
Drilling Obligation
Under the Block 5 PSA, we and the other participating interest owner, Sonangol P&P, were obligated to perform exploration activities
that included specified seismic activities and drilling a specified number of wells during each of the exploration phases identified in
the Block 5 PSA. The specified seismic activities were completed, and one well, the Kindele #1 well, was drilled in 2015. The Block 5
PSA provided for a stipulated payment of $10.0 million for each of the three exploration wells for which a drilling obligation remains
under the terms of the Block 5 PSA, of which our participating interest share would be $5.0 million per well. We reflected an accrual
of $15.0 million for a potential payment as of December 31, 2018. In the first quarter of 2019, we and Sonangol E.P. entered into a
settlement agreement finalizing the Company’s rights, liabilities and outstanding obligations for Block 5 in Angola.
Pursuant to the settlement agreement, we agreed to pay $4.5 million to Angola National Agency of Petroleum, Gas, and Biofuels, as
National Concessionaire, and to eliminate the $3.3 million receivable from Sonangol P&P. The receivable was related to joint interest
billings and was reflected as current assets from discontinued operations at year-end 2018. As a result, we adjusted a previously
accrued liability and recognized a net of tax non-cash benefit from discontinued operations of $5.7 million in the first quarter of 2019.
In July 2019, subsequent to the publication of an executive decree from the Ministry of Mineral Resources and Petroleum, the
Company paid the $4.5 million due under the settlement agreement.
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CAPITAL RESOURCES AND LIQUIDITY
Cash Flows
Our cash flows for the six months ended June 30, 2019 and 2018 are as follows:
Six Months Ended June 30,
2019

Increase
(Decrease)

2018
(in thousands)

Net cash provided by operating activities before change in operating assets and
liabilities
Net change in operating assets and liabilities
Net cash provided by continuing operating activities
Net cash used in discontinued operating activities
Net cash provided by operating activities

$

14,106 $
2,566
16,672
(91)
16,581

Net cash used in continuing investing activities
Net cash used in discontinued investing activities
Net cash used in investing activities

(1,163)
—
(1,163)

Net cash used in continuing financing activities
Net cash used in discontinued financing activities
Net cash used in financing activities
Net change in cash, cash equivalents and restricted cash

(245)
—
(245)
15,173 $

$

17,190 $
14,358
31,548
(892)
30,656

(3,084)
(11,792)
(14,876)
801
(14,075)

(976)
—
(976)
(8,721)
—
(8,721)
20,959 $

(187)
—
(187)
8,476
—
8,476
(5,786)

The decrease in net cash provided by our operating activities for the six months ended June 30, 2019 compared to the same period of
2018 includes a $3.1 million decrease in cash generated by continuing operations before change in operating assets and liabilities,
which was mainly due to lower revenue, and a decrease in our operating assets and liabilities of $11.8 million. The net change in
operating assets and liabilities of $2.6 million for the six months ended June 30, 2019 included a $3.2 million decrease in trade and
other receivables, and an increase in “Accrued liabilities and other” of $3.9 million offset by a $2.8 million decrease in “Foreign taxes
payable,” and a $0.7 decrease in “Accounts payable” and an increase of $1.2 million in “Prepayments and other”. The net change in
operating assets and liabilities of $14.4 million for the six months ended June 30, 2018 included $13.2 million in payments made by
joint venture owners partially offset by a pay down of “Accounts payable” and “Accrued liabilities and other” of $0.8 million.
Property and equipment expenditures have historically been our most significant use of cash in investing activities. During the six
months ended June 30, 2019, these expenditures on a cash basis were $1.2 million, primarily related to equipment purchases. This
compares to $1.0 million in property and equipment expenditures included in capital expenditures for the six months ended June 30,
2018. See “Capital Expenditures” below for further discussion.
Net cash used in financing activities during the six months ended June 30, 2018 included $9.2 million in principal payments on debt
which was extinguished in May 2018.
Capital Expenditures
During the six months ended June 30, 2019, we made accrual basis capital expenditures of $2.3 million. Pursuant to the PSC
Extension as discussed in Note 7, we have commitments for capital expenditures related to the drilling of two wells and two appraisal
wellbores at an estimated cost of approximately $61.2 million ($20.5 million, net to VAALCO), by September 16, 2020. We
anticipate drilling these wells and a possible third well in the second half of 2019 and the first quarter of 2020. The third well is
subject to approval by the joint venture owners and the government of Gabon.
Contractual Obligations
See Note 10 to the condensed consolidated financial statements as well as our 2018 Form 10-K for discussion of our contractual
obligations.
During the six months ended June 30, 2019, we entered into a drilling rig contract. There were no other material changes in our
contractual obligations during the six months ended June 30, 2019.
Regulatory and Joint Interest Audits
We are subject to periodic routine audits by various government agencies in Gabon, including audits of our petroleum cost account,
customs, taxes and other operational matters, as well as audits by other members of the contractor group under our joint operating
agreements. In July 2019, the Company reached an agreement in principle to resolve a legacy issue related to findings from Etame
joint ventures owners’ audits for the periods from 2007 through 2016 for $4.4 million net to VAALCO. The agreement in principle
also provides for procedures to minimize the chances of future audit claims.
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Accordingly, the Company has accrued $4.4 million which is reflected in the “Accrued liabilities and other” line of the Company’s
condensed consolidated balance sheet and is recorded as a second quarter 2019 expense in the condensed consolidated results of
operations in the line item “Other operating income (expense), net”. The agreement in principle is expected to become final upon
signing of a binding settlement agreement by all of the joint venture owners.
Capital Resources
Credit Facility
Historically, our primary sources of capital have been cash flows from operating activities, borrowings under the Amended Term Loan
Agreement with the IFC and cash balances on hand. On May 22, 2018, we terminated the Amended Term Loan Agreement by
prepaying the outstanding principal and accrued interest. We did not incur any termination or prepayment penalties as a result of the
early termination of the Amended Term Loan Agreement.
Cash on Hand
At June 30, 2019, we had unrestricted cash of $48.6 million. The unrestricted cash balance includes $3.8 million of cash attributable to
non-operating joint venture owner advances. As operator of the Etame Marin block in Gabon, we enter into project related activities
on behalf of our working interest joint venture owners. We generally obtain advances from the joint venture owners prior to
significant funding commitments. Our cash on hand will be utilized, along with cash generated from operations, to fund our operations
for the foreseeable future.
We currently sell our crude oil production from Gabon under a term contract that began in February 2019 and ends in January 2020.
Pricing under the contract is based upon an average of Dated Brent in the month of lifting, adjusted for location and market factors.
Liquidity
As discussed above, our revenues, cash flow, profitability, oil and natural gas reserve values and future rates of growth are
substantially dependent upon prevailing prices for oil. Our ability to borrow funds and to obtain additional capital on attractive terms
is also substantially dependent on oil prices. After a period of low commodity prices, oil and natural gas prices have stabilized at
levels which are currently adequate to generate cash from operating activities for our continuing operations. In addition to the impact
of oil and natural gas prices on our access to capital markets, the availability of capital resources on attractive terms may be limited
due to the geographic location of our primary producing assets. As discussed above, we are committed to drill two wells and two
appraisal wellbores in the Etame Marin block by September 16, 2020. In addition, the conditions for lifting the suspension for Block P
require the drilling of one exploration well in Block P by September 2020, although there is no financial penalty for not meeting this
requirement. We expect any capital expenditures made during 2019 and expenditures for share repurchases will be funded by cash on
hand and cash flow from operations. We believe that at current prices, cash generated from continuing operations, together with cash
on hand at June 30, 2019, will be adequate to support our operations and cash requirements during 2019 and through September 30,
2020.
At December 31, 2018, we had 5.4 MMBbls of estimated net proved reserves, all of which are related to the Etame Marin block
offshore Gabon. The current term for exploitation of the reserves in the Etame Marin block ends in September 2028 with rights for
two five-year extension periods. Except to the extent that we conduct successful exploration or development activities or acquire
properties containing proved reserves, our estimated net proved reserves will generally decline as reserves are produced. While both
short-term and long-term liquidity are impacted by crude oil prices, our long-term liquidity also depends upon our ability to find,
develop or acquire additional oil and natural gas reserves that are economically recoverable.
OFF-BALANCE SHEET ARRANGEMENTS
None.
CRITICAL ACCOUNTING POLICIES
There have been no changes to our critical accounting policies subsequent to December 31, 2018 except for the adoption of a new
leasing standard on January 1, 2019. See Note 1 to the condensed consolidated financial statements.
NEW ACCOUNTING STANDARDS
See Note 2 to the condensed consolidated financial statements.
RESULTS OF OPERATIONS
Three Months Ended June 30, 2019 Compared to the Three Months Ended June 30, 2018
We reported net loss for the three months ended June 30, 2019 of $1.0 million compared to net income of $0.5 million for the same
period of 2018. The net income for the three months ended June 30, 2019 is inclusive of the loss from discontinued operations for the
same period of $0.2 million. The net income for the three months ended June 30, 2018 was inclusive of the loss from discontinued
operations for the same period of $0.3 million. Substantially all of our operations are attributable to our Gabon segment. Further
discussion of results by significant line item follows.
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Oil and natural gas revenues increased $0.8 million, or approximately 3.3%, during the three months ended June 30, 2019 compared
to the same period of 2018. The increase in revenue is primarily attributable to higher sales volumes.
The revenue changes in the three months ended June 30, 2019 compared to the three months ended June 30, 2018, identified as related
to changes in price or volume, are shown in the table below:
(in thousands)

Price
Volume
Other

$

(2,049)
2,826
27
804

$

Three Months Ended June 30,
2018

2019

Gabon net oil production (MBbls)
International net oil sales (MBbls)

333
357

Average realized oil price ($/Bbl)
Average Dated Brent spot* ($/Bbl)

$

68.62
69.04

323
319
$

74.36
74.53

*Average of daily Dated Brent spot prices posted on the U.S. Energy Information Administration website.

Crude oil sales are a function of the number and size of crude oil liftings in each quarter from the FPSO, and thus, crude oil sales do
not always coincide with volumes produced in any given quarter. We made four liftings in the second quarter of 2019 and three
liftings in the comparable period in 2018. Our share of oil inventory aboard the FPSO, excluding royalty barrels, was approximately
21,526 and 52,900 barrels at June 30, 2019 and 2018, respectively. Production volumes for the three months ended June 30, 2019
were not materially different from the comparable 2018 period.
Production expenses decreased $3.0 million, or approximately 23.4%, in the three months ended June 30, 2019 compared to the same
period of 2018. The decrease was primarily a result of lower workover costs. We recorded no workover costs in 2019 compared to
$4.5 million in workovers during the comparable period. The lower workover costs were offset by higher transportation and
personnel costs during 2019 compared to 2018.
Depreciation, depletion and amortization (“DD&A”) costs increased due to higher depletable costs associated with the PSC
Extension as discussed in Note 7 to the condensed consolidated financial statements.
General and administrative expenses decreased $2.3 million, or approximately 45.5% in the three months ended June 30, 2019
compared to the same period of 2018. The decrease in expense was related to a $2.7 million decrease in SARs expense. SARs
liability awards are fair valued. The primary driver to changes in the fair value of these awards is changes in the Company’s stock
price. See Note 13 to our condensed consolidated financial statements for further discussion. The decrease in stock-based
compensation expense from 2018 to 2019 was offset by higher professional fees and other costs ($0.4 million) during the three months
ended June 30, 2019 compared to the same period in 2018.
Bad debt (recovery) expense was lower between the three months ended June 30, 2019 and 2018 due to higher bad debt recoveries.
Other operating income (expense), net for the three months ended June 30, 2019 is related to a $4.4 million agreement in principle to
resolve a legacy issue related to findings from Etame joint ventures owners’ audits for the periods from 2007 through 2016. During
the three months ended June 30, 2018, we recorded a reduction in inventory obsolescence.
Interest income (expense), net for the three months ended June 30, 2019 relates to interest income on cash balances as comparable to
June 30, 2018 which relates to our term loan with the IFC as discussed in Note 9 to the condensed consolidated financial statements
and to interest on taxes other than income taxes.
Derivative instruments gain (loss), net for the three months ended June 30, 2019 and 2018 is attributable to our swaps as discussed in
Notes 8 to the condensed consolidated financial statements and is a result of the decrease in the price of Dated Brent crude oil during
the three months ended June 30, 2019 as compared to an increase in price during the comparable prior period.
Other, net for the three months ended June 30, 2019 and 2018 primarily consists of foreign currency losses as discussed in Note 1 to
the condensed consolidated financial statements.
Income tax expense for the three months ended June 30, 2019 was $9.2 million. This is comprised of $5.9 million of deferred tax
expense and a current tax provision of $3.3 million and was impacted by the above referenced $4.4 million related to the joint venture
owners’ audits. Income from continuing operations, excluding the $4.4 million, was $12.7 million. At an effective tax rate of 79%
(which was impacted by items associated with operations and foreign taxes for which no U.S. tax benefit was recognized), income
taxes would have been $10.0 million. The $10.0 million of income tax expense is reduced by the tax benefit of the $4.4 million
expense (taxed at the U.S. income tax rate of 21%) or $0.9 million; thus, the expected tax is $9.2 million and consistent with the actual
income tax expense recorded of $9.2 million. For the three months ended June 30, 2018, the Company had a current provision of
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$3.6 million and no amounts related to the deferred provision. The decrease in the current provision is primarily attributable to Gabon
income taxes which were impacted by an increase in the amount of costs which can be deducted as a result of the PSC Extension
obtained in September 2018. With respect to deferred income tax, for periods prior to the three months ended September 30, 2018, the
Company had full valuation allowances on its net deferred tax assets, and deferred income tax was zero. See Note 14 to the
condensed consolidated financial statements for further discussion.
Loss from discontinued operations for the three months ended June 30, 2019 and 2018 is attributable to our Angola segment as
discussed further in Note 3 to the condensed consolidated financial statements. The loss from discontinued operations for the three
months ended June 30, 2019 and 2018 was related to Angola administration costs.
Six Months Ended June 30, 2019 Compared to the Six Months Ended June 30, 2018
We reported net income for the six months ended June 30, 2019 of $5.5 million compared to net income of $9.2 million for the same
period of 2018. The net income for the six months ended June 30, 2019 is inclusive of the income from discontinued operations for the
same period of $5.5 million. The net income for the six months ended June 30, 2018 was inclusive of the loss from discontinued
operations for the same period of $0.4 million. Substantially all of our operations are attributable to our Gabon segment. Further
discussion of results by significant line item follows.
Oil and natural gas revenues decreased $7.1 million, or approximately 13.6%, during the six months ended June 30, 2019 compared
to the same period of 2018. The decrease in revenue is attributable to lower sales volumes and to a lesser extent lower prices.
The revenue changes in the six months ended June 30, 2019 compared to the six months ended June 30, 2018, identified as related to
changes in price or volume, are shown in the table below:
(in thousands)

Price
Volume
Other

$

(3,029)
(4,131)
84
(7,076)

$
Six Months Ended June 30,

2018

2019

Gabon net oil production (MBbls)
International net oil sales (MBbls)

648
654

Average realized oil price ($/Bbl)
Average Dated Brent spot* ($/Bbl)

$

66.60
66.07

648
712
$

71.23
70.67

*Average of daily Dated Brent spot prices posted on the U.S. Energy Information Administration website.

Crude oil sales are a function of the number and size of crude oil liftings in each quarter from the FPSO, and thus, crude oil sales do
not always coincide with volumes produced in any given quarter. We made seven liftings during both six months ended June 30, 2019
and 2018. Our share of oil inventory aboard the FPSO, excluding royalty barrels, was approximately 21,526 and 52,900 barrels at
June 30, 2019 and 2018, respectively. Production volumes for the six months ended June 30, 2019 were consistent with the
comparable 2018 period. Sales volumes were lower between the periods because sales volumes for the six months ended June 30,
2018 included 95,525 barrels associated with the last lifting in 2017 which was not completed until January 1, 2018. Net revenues of
$6.5 million associated with these net volumes were reported as revenue in the six months ended June 30, 2018.
Production expenses decreased $5.7 million, or approximately 24.1%, in the six months ended June 30, 2019 compared to the same
period of 2018. We recorded $0.1 million in workover costs in 2019 compared to $4.8 million in workovers during the comparable
period. The lower workover costs were offset by higher transportation ($0.6 million), FPSO ($0.2 million), customs and other costs
($0.3 million) during 2019 compared to 2018.
Depreciation, depletion and amortization (“DD&A”) costs increased due to higher depletable costs associated with the PSC
Extension as discussed in Note 7 to the condensed consolidated financial statements.
General and administrative expenses decreased $0.4 million, or approximately 5.8% in the six months ended June 30, 2019 compared
to the same period of 2018. The decrease in expense was related to a $1.2 million decrease in SARs expense. SARs liability awards
are fair valued. The primary driver to changes in the fair value of these awards is changes in the Company’s stock price. See Note 13
to our condensed consolidated financial statements for further discussion. The decrease in SARs expense was offset by higher
professional fees ($0.3 million), accounting and audit fees ($0.2 million), personnel related costs ($0.2 million) and other costs ($0.1
million) during the six months ended June 30, 2019 compared to the same period in 2018.
Bad debt (recovery) expense was lower between the six months ended June 30, 2019 primarily related to bad debt recoveries in the
2019 period as compared to the bad debt expense in the comparable 2018 period.
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Other operating income (expense), net for the six months ended June 30, 2019 is related to a $4.4 million agreement in principle to
resolve a legacy issue related to findings from Etame joint ventures owners’ audits for the periods from 2007 through 2016. During
the six months ended June 30, 2018, we recorded a reduction in inventory obsolescence.
Interest income (expense), net for the six months ended June 30, 2019 relates to interest income on cash balances as comparable to
June 30, 2018 which relates to our term loan with the IFC as discussed in Note 9 to the condensed consolidated financial statements
and to interest on taxes other than income taxes.
Derivative instruments gain (loss), net for the six months ended June 30, 2019 is attributable to our swaps as discussed in Notes 8 to
the condensed consolidated financial statements and is a result of an increase in the price of Dated Brent crude oil during each of the
six months ended June 30, 2019 and June 30, 2018.
Other, net for the six months ended June 30, 2019 and 2018 primarily consists of foreign currency losses as discussed in Note 1 to the
condensed consolidated financial statements.
Income tax expense for the six months ended June 30, 2019 was $12.0 million. This is comprised of $7.7 million of deferred tax
expense and a current tax provision of $4.3 million and was impacted by the above referenced $4.4 million related to the joint venture
owners’ audits. Income from continuing operations, excluding the $4.4 million, was $16.3 million. At an effective tax rate of 79%
(which was impacted by items associated with operations and foreign taxes for which no U.S. tax benefit was recognized), income
taxes would have been $12.9 million. The $12.9 million of income tax expense is reduced by the tax benefit of the $4.4 million
expense (taxed at the U.S. income tax rate of 21%) or $0.9 million; thus, the expected tax is $12.0 million and consistent with the
actual income tax expense recorded of $12.0 million. For the six months ended June 30, 2018, we had a current provision of $7.6
million and no amounts related to the deferred provision. The decrease in the current provision is primarily attributable to Gabon
income taxes which were impacted by the decline in revenues between periods as well as an increase in the Cost Recovery percentage
from 70% to 80% under the PSC Extension. With respect to deferred income tax, for periods prior to the six months ended September
30, 2018, we had full valuation allowances on our net deferred tax assets, and deferred income tax was zero. See Note 14 to the
condensed consolidated financial statements for further discussion.
Gain (loss) from discontinued operations for the six months ended June 30, 2019 and 2018 is attributable to our Angola segment as
discussed further in Note 3 to the condensed consolidated financial statements. The gain from discontinued operations for the six
months ended June 30, 2019 is primarily related to recording a $5.7 million after tax gain on the finalized Angola settlement as
discussed in Note 3 to the condensed consolidated financial statements. The loss from discontinued operations for the six months
ended June 30, 2018 was related to Angola administration costs.
ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
MARKET RISK
We are exposed to market risk, including the effects of adverse changes in commodity prices, foreign exchange rates and interest rates
as described below.
FOREIGN EXCHANGE RISK
Our results of operations and financial condition are affected by currency exchange rates. While oil sales are denominated in U.S.
dollars, portions of our costs in Gabon are denominated in the local currency (the Central African CFA Franc, or XAF), and our VAT
receivable as well as certain liabilities in Gabon are also denominated in XAF. A weakening U.S. dollar will have the effect of
increasing costs while a strengthening U.S. dollar will have the effect of reducing costs. For our VAT receivable in Gabon, a
strengthening U.S. dollar will have the effect of decreasing the value of this receivable resulting in foreign exchange losses, and vice
versa. The Gabon local currency is tied to the Euro. The exchange rate between the Euro and the U.S. dollar has historically fluctuated
in response to international political conditions, general economic conditions and other factors beyond our control. As of June 30,
2019, we had net monetary assets of $3.2 million (XAF 1,853.2 million) (net to VAALCO) denominated in XAF. A 10% weakening
of the CFA relative to the U.S. dollar would have a $0.3 million reduction in the value of these net assets. For the three and six
months ended June 30, 2019, we had expenditures of approximately $2.7 million and $5.1 million (net to VAALCO), respectively,
denominated in XAF.
COUNTERPARTY RISK
We are exposed to market risk on our open derivative instruments related to potential nonperformance by our counterparty. To
mitigate this risk, we enter into such derivative contracts with creditworthy financial institutions deemed by management as competent
and competitive market makers.
COMMODITY PRICE RISK
Our major market risk exposure continues to be the prices received for our crude oil production. Sales prices are primarily driven by
the prevailing market prices applicable to our production. Market prices for oil and natural gas have been volatile and unpredictable in
recent years, and this volatility may continue. Sustained low oil prices could have a material adverse effect on our financial condition,
the carrying value of our proved reserves, our undeveloped leasehold interests and our ability to borrow funds and to obtain additional
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capital on attractive terms. If oil sales were to remain constant at the most recent quarterly sales volumes of 357 MBbls, a $5 per Bbl
decrease in oil price would be expected to cause a $1.8 million decrease per quarter ($7.2 million annualized) in revenues and
operating income and a $0.4 million decrease per quarter ($1.7 million annualized) in net income.
During the three and six months ended June 30, 2019, we had oil swaps outstanding. These instruments were intended to be an
economic hedge against declines in crude oil prices; however, they were not designated as hedges for accounting purposes.
ITEM 4. CONTROLS AND PROCEDURES
EVALUATION OF DISCLOSURE CONTROLS AND PROCEDURES
We performed an evaluation of the effectiveness of our disclosure controls and procedures as of the end of the period covered by this
Quarterly Report on Form 10-Q. The evaluation was performed with the participation of senior management, under the supervision of
the principal executive officer and principal financial officer. Based on this evaluation, the principal executive officer and principal
financial officer concluded that our disclosure controls and procedures were not effective due to the existence of a previously reported
material weakness as of the end of the period covered by this Quarterly Report on Form 10-Q. The material weakness was identified
and discussed in “Part II – Item 9A – Disclosure Controls and Procedures” of our Annual Report on Form 10-K for the year
ended December 31, 2018.
Notwithstanding the identified material weakness, management, including our principal executive officer and principal financial
officer, believes the consolidated financial statements included in this Quarterly Report on Form 10-Q fairly represent in all material
respects our financial condition, results of operations and cash flows at and for the periods presented in accordance with GAAP.
DESCRIPTION OF MATERIAL WEAKNESS
At December 31, 2018, management determined that the effectiveness and timeliness of the performance of the control related to the
review and analysis of the impact on income taxes of significant, unusual and infrequent transactions was not operating effectively.
MANAGEMENT’S PLAN FOR REMEDIATION OF THE MATERIAL WEAKNESS
Our management is responsible for establishing and maintaining adequate internal control over financial reporting. Our internal
control system is designed to provide reasonable assurance to our management and Board of Directors regarding the reliability of
financial reporting and the preparation of condensed consolidated financial statements for external purposes.
In response to the identified material weakness at December 31, 2018, our management, with oversight from our Audit Committee,
has hired an additional permanent employee with tax expertise as well as expertise in accounting for income taxes in order to
remediate the material weakness described above.
Management is committed to improving our internal control processes and believes that the additional resources described above
should assist in remediating the material weakness identified and strengthen internal control over financial reporting. As we continue
to evaluate and improve internal control over financial reporting, additional measures to remediate the material weakness or
modification to the remediation procedures described above may be necessary. We expect to complete the required remedial actions
during 2019. While senior management and our Audit Committee are closely monitoring the implementation of the remediation plans,
we cannot provide any assurance that the remediation efforts will be successful or that internal control over financial reporting will be
effective as a result of these efforts. Until the remediation steps set forth above are fully implemented and operating for a sufficient
period of time, the material weakness that existed at December 31, 2018 will continue to exist.
CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTING
Except for the activities taken related to the remediation of the material weakness described above, there were no changes in our
internal control over financial reporting that occurred during three months ended June 30, 2019 that have materially affected, or are
reasonably likely to materially affect our internal control over financial reporting.
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PART II. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
We are subject to litigation claims and governmental and regulatory proceedings arising in the ordinary course of business. It is
management’s opinion that all claims and litigation we are currently involved in are not likely to have a material adverse effect on our
condensed consolidated financial position, cash flows or results of operations.
ITEM 1A. RISK FACTORS
Our business faces many risks. Any of the risks discussed elsewhere in this Form 10-Q and our other SEC filings could have a
material impact on our business, financial position or results of operations. Additional risks and uncertainties not presently known to
us or that we currently believe to be immaterial may also impair our business operations.
For a discussion of our potential risks and uncertainties, see the information in Item 1A “Risk Factors” in our 2018 Form 10-K and our
2019 First Quarter 10-Q. There have been no material changes in our risk factors from those described in our 2018 Form 10-K and our
2019 First Quarter 10-Q other than the following:
The entity holding our license in Equatorial Guinea is not in good standing.
VAALCO Mauritius, an indirect wholly owned subsidiary of VAALCO, which holds VAALCO’s working interest in Block P, is not
currently in good standing in Equatorial Guinea. Although VAALCO is taking steps to restore VAALCO Mauritius to good standing,
should it fail to do so, it may be subject to fines, penalties and/or other administrative actions.
ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
On June 20, 2019, the Board of Directors authorized and approved a share repurchase program for up to $10.0 million of the currently
outstanding shares of the Company’s common stock over a period of 12 months. Under the stock repurchase program, the Company
intends to repurchase shares through open market purchases, privately-negotiated transactions, block purchases or otherwise in
accordance with applicable federal securities laws, including Rule 10b-18 of the “Exchange Act.”
The following table represents details of the various repurchases during the three and six months ended June 30, 2019:

Period

June 20, 2019
June 27, 2019 - June 30, 2019

Total Number of
Shares Purchased

Average Price
Paid per Share

Total Number of Shares Purchased
as Part of Publicly Announced
Programs

Maximum Amount that May
Yet Be Used to Purchase Shares
Under the Program

$
141,686 $

1.73

141,686

10,000,000
9,752,344

See Note 12 to the condensed consolidated financial statements for further discussion. Subsequent to June 30, 2019 and through a
settlement date of August 7, 2019, the Company purchased 746,668 shares at an average price of $1.73 for $1.3 million.
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ITEM 6. EXHIBITS
(a) Exhibits
3.1
3.2
3.3

10.1
31.1(a)
31.2(a)
32.1(b)
32.2(b)
101.INS(a)
101.SCH(a)
101.CAL(a)
101.DEF(a)
101.LAB(a)
101.PRE(a)

Certificate of Incorporation as amended through May 7, 2014 (filed as Exhibit 3.1 to the Company's Quarterly Report
on Form 10-Q filed on November 10, 2014, and incorporated herein by reference).
Second Amended and Restated Bylaws (filed as Exhibit 3.2 to the Company’s Current Report on Form 8-K filed on
September 28, 2015, and incorporated herein by reference).
First Amendment to the Second Amended and Restated Bylaws of VAALCO Energy, Inc. dated as of December 31,
2015 (filed as Exhibit 3.1 to the Company’s Current Report on Form 8-K filed on December 23, 2015, and
incorporated herein by reference).
Form of Change in Control Agreement (filed as Exhibit 10.1 to the Company’s Current Report on Form 8-K filed on
May 8, 2019, and incorporated herein by reference).
Sarbanes-Oxley Section 302 certification of Principal Executive Officer.
Sarbanes-Oxley Section 302 certification of Principal Financial Officer.
Sarbanes-Oxley Section 906 certification of Principal Executive Officer.
Sarbanes-Oxley Section 906 certification of Principal Financial Officer.
XBRL Instance Document.
XBRL Taxonomy Schema Document.
XBRL Calculation Linkbase Document.
XBRL Definition Linkbase Document.
XBRL Label Linkbase Document.
XBRL Presentation Linkbase Document.

(a) Filed herewith
(b) Furnished herewith
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SIGNATURE
In accordance with the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.
VAALCO ENERGY, INC.
(Registrant)

By: /s/ Elizabeth D. Prochnow
Elizabeth D. Prochnow
Chief Financial Officer
(duly authorized officer and principal financial
officer)

Dated: August 7, 2019
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VAALCO Energy, Inc.
(Exact name of registrant as specified on its charter)
Accounts for year ended December 31, 2018
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5HSRUWRI ,QGHSHQGHQW5HJLVWHUHG3XEOLF$FFRXQWLQJ)LUP
6KDUHKROGHUVDQG%RDUGRI'LUHFWRUV
9$$/&2(QHUJ\,QF
+RXVWRQ7H[DV
2SLQLRQRQWKH&RQVROLGDWHG)LQDQFLDO6WDWHPHQWV
:H KDYH DXGLWHG WKH DFFRPSDQ\LQJ FRQVROLGDWHG EDODQFH VKHHWV RI 9$$/&2 (QHUJ\ ,QF DQG VXEVLGLDULHV WKH ³&RPSDQ\´  DV RI
'HFHPEHUDQGWKHUHODWHGFRQVROLGDWHGVWDWHPHQWVRIRSHUDWLRQVVKDUHKROGHUV¶HTXLW\ GHILFLW DQGFDVKIORZV IRUHDFK
RIWKHWKUHH\HDUVHQGHGLQWKHSHULRGHQGHG'HFHPEHUDQGWKHUHODWHGQRWHV FROOHFWLYHO\UHIHUUHGWRDVWKH³FRQVROLGDWHG
ILQDQFLDOVWDWHPHQWV´ ,QRXURSLQLRQWKHFRQVROLGDWHGILQDQFLDOVWDWHPHQWVSUHVHQWIDLUO\LQDOOPDWHULDOUHVSHFWVWKHILQDQFLDOSRVLWLRQ
RI9$$/&2(QHUJ\,QFDQGVXEVLGLDULHVDVRI'HFHPEHUDQGDQGWKHUHVXOWVRIWKHLURSHUDWLRQVDQGWKHLUFDVKIORZV
IRUHDFKRIWKHWKUHH\HDUVLQWKHSHULRGHQGHG'HFHPEHULQFRQIRUPLW\ZLWKDFFRXQWLQJSULQFLSOHVJHQHUDOO\DFFHSWHGLQWKH
8QLWHG6WDWHVRI$PHULFD
:HDOVRKDYHDXGLWHGLQDFFRUGDQFHZLWKWKHVWDQGDUGVRIWKH3XEOLF&RPSDQ\$FFRXQWLQJ2YHUVLJKW%RDUG 8QLWHG6WDWHV  ³3&$2%´ 
WKH&RPSDQ\ VLQWHUQDOFRQWURORYHUILQDQFLDOUHSRUWLQJDVRI'HFHPEHUEDVHGRQFULWHULDHVWDEOLVKHGLQ,QWHUQDO&RQWURO±
,QWHJUDWHG)UDPHZRUN  LVVXHGE\WKH&RPPLWWHHRI6SRQVRULQJ2UJDQL]DWLRQVRIWKH7UHDGZD\&RPPLVVLRQ ³&262´ DQGRXU
UHSRUWGDWHG0DUFKH[SUHVVHGDQDGYHUVHRSLQLRQWKHUHRQ
%DVLVIRU2SLQLRQ
7KHVHFRQVROLGDWHGILQDQFLDOVWDWHPHQWVDUHWKHUHVSRQVLELOLW\RIWKH&RPSDQ\¶VPDQDJHPHQW2XUUHVSRQVLELOLW\LVWRH[SUHVVDQRSLQLRQ
RQWKH&RPSDQ\¶VFRQVROLGDWHGILQDQFLDOVWDWHPHQWVEDVHGRQRXUDXGLWV:HDUHDSXEOLFDFFRXQWLQJILUP UHJLVWHUHGZLWKWKH3&$2%
DQGDUHUHTXLUHGWREHLQGHSHQGHQWZLWKUHVSHFWWRWKH&RPSDQ\LQDFFRUGDQFHZLWKWKH86IHGHUDOVHFXULWLHVODZVDQGWKHDSSOLFDEOH
UXOHVDQGUHJXODWLRQVRIWKH6HFXULWLHVDQG([FKDQJH&RPPLVVLRQDQGWKH3&$2%
:HFRQGXFWHGRXU DXGLWVLQDFFRUGDQFHZLWKWKHVWDQGDUGVRIWKH3&$2%7KRVHVWDQGDUGVUHTXLUHWKDWZHSODQDQGSHUIRUPWKHDXGLW
WRREWDLQUHDVRQDEOHDVVXUDQFHDERXWZKHWKHUWKHFRQVROLGDWHGILQDQFLDOVWDWHPHQWVDUHIUHHRIPDWHULDOPLVVWDWHPHQWZKHWKHU GXHWR
HUURURUIUDXG
2XUDXGLWVLQFOXGHGSHUIRUPLQJSURFHGXUHVWRDVVHVVWKHULVNVRIPDWHULDOPLVVWDWHPHQWRIWKHFRQVROLGDWHGILQDQFLDOVWDWHPHQWVZKHWKHU
GXH WR HUURU RU IUDXG DQG SHUIRUPLQJ SURFHGXUHV WKDW UHVSRQG WR WKRVH ULVNV 6XFK SURFHGXUHV LQFOXGHG H[DPLQLQJ RQ D WHVW EDVLV
HYLGHQFH UHJDUGLQJ WKH DPRXQWV DQG GLVFORVXUHV LQ WKH FRQVROLGDWHG ILQDQFLDO VWDWHPHQWV 2XU DXGLWV DOVR LQFOXGHG HYDOXDWLQJ WKH
DFFRXQWLQJ SULQFLSOHV XVHG DQG VLJQLILFDQW HVWLPDWHV PDGH E\ PDQDJHPHQW DV ZHOO DV HYDOXDWLQJ WKH RYHUDOO SUHVHQWDWLRQ RI WKH
FRQVROLGDWHGILQDQFLDOVWDWHPHQWV:HEHOLHYHWKDWRXUDXGLWVSURYLGHDUHDVRQDEOHEDVLVIRURXURSLQLRQ

V%'286$//3
:HKDYHVHUYHGDVWKH&RPSDQ\ VDXGLWRUVLQFH
+RXVWRQ7;
0DUFK

)
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9$$/&2(1(5*<,1&$1'68%6,',$5,(6
&2162/,'$7('%$/$1&(6+((76
'HFHPEHU


$66(76
&XUUHQWDVVHWV
&DVKDQGFDVKHTXLYDOHQWV
5HVWULFWHGFDVK
5HFHLYDEOHV
7UDGH
$FFRXQWVZLWKMRLQWYHQWXUHRZQHUVQHWRIDOORZDQFHRIPLOOLRQIRUERWK\HDUV
SUHVHQWHG
2WKHU
&UXGHRLOLQYHQWRU\
3UHSD\PHQWVDQGRWKHU
&XUUHQWDVVHWV GLVFRQWLQXHGRSHUDWLRQV
7RWDOFXUUHQWDVVHWV
2LODQGQDWXUDOJDVSURSHUWLHVDQGHTXLSPHQW VXFFHVVIXOHIIRUWVPHWKRG
:HOOVSODWIRUPVDQGRWKHUSURGXFWLRQIDFLOLWLHV
:RUNLQSURJUHVV
8QGHYHORSHGDFUHDJH
(TXLSPHQWDQGRWKHU
$FFXPXODWHGGHSUHFLDWLRQGHSOHWLRQDPRUWL]DWLRQDQGLPSDLUPHQW
1HWRLODQGQDWXUDOJDVSURSHUWLHVHTXLSPHQWDQGRWKHU
2WKHUQRQFXUUHQWDVVHWV
5HVWULFWHGFDVK
9DOXHDGGHGWD[DQGRWKHUUHFHLYDEOHVQHWRIDOORZDQFHRIPLOOLRQDQGPLOOLRQ
UHVSHFWLYHO\
'HIHUUHGWD[DVVHWV
$EDQGRQPHQWIXQGLQJ
7RWDODVVHWV
/,$%,/,7,(6$1'6+$5(+2/'(56 (48,7<
&XUUHQWOLDELOLWLHV
$FFRXQWVSD\DEOH
$FFRXQWVZLWKMRLQWYHQWXUHRZQHUV
$FFUXHGOLDELOLWLHVDQGRWKHU
)RUHLJQWD[HVSD\DEOH
&XUUHQWSRUWLRQRIORQJWHUPGHEW
&XUUHQWOLDELOLWLHV GLVFRQWLQXHGRSHUDWLRQV
7RWDOFXUUHQWOLDELOLWLHV
$VVHWUHWLUHPHQWREOLJDWLRQV
2WKHUORQJWHUPOLDELOLWLHV
/RQJWHUPGHEWH[FOXGLQJFXUUHQWSRUWLRQQHW
7RWDOOLDELOLWLHV
&RPPLWPHQWVDQGFRQWLQJHQFLHV 1RWH
6KDUHKROGHUV¶ HTXLW\
3UHIHUUHGVWRFNQRQHLVVXHGVKDUHVDXWKRUL]HGSDUYDOXH
&RPPRQVWRFNSDUYDOXHVKDUHVDXWKRUL]HGDQG
VKDUHVLVVXHGDQGVKDUHVRXWVWDQGLQJUHVSHFWLYHO\
$GGLWLRQDOSDLGLQFDSLWDO
/HVVWUHDVXU\VWRFNDQGVKDUHVUHVSHFWLYHO\DWFRVW
5HWDLQHGHDUQLQJV GHILFLW
7RWDOVKDUHKROGHUV HTXLW\
7RWDOOLDELOLWLHVDQGVKDUHKROGHUV HTXLW\
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9$$/&2(1(5*<,1&$1'68%6,',$5,(6
&2162/,'$7('67$7(0(1762)23(5$7,216
(in thousands, except per share amounts)


<HDU(QGHG'HFHPEHU


5HYHQXHV
2LODQGQDWXUDOJDVVDOHV
2SHUDWLQJFRVWVDQGH[SHQVHV
3URGXFWLRQH[SHQVH
([SORUDWLRQH[SHQVH
'HSUHFLDWLRQGHSOHWLRQDQGDPRUWL]DWLRQ
*DLQRQUHYLVLRQRIDVVHWUHWLUHPHQWREOLJDWLRQV
*HQHUDODQGDGPLQLVWUDWLYHH[SHQVH
,PSDLUPHQWRISURYHGSURSHUWLHV
2WKHURSHUDWLQJH[SHQVH
*HQHUDODQGDGPLQLVWUDWLYHUHODWHGWRVKDUHKROGHUPDWWHUV
%DGGHEW UHFRYHU\ H[SHQVHDQGRWKHU
7RWDORSHUDWLQJFRVWVDQGH[SHQVHV
2WKHURSHUDWLQJLQFRPH H[SHQVH QHW
2SHUDWLQJ LQFRPH ORVV
2WKHULQFRPH H[SHQVH 
,QWHUHVWH[SHQVHQHW
2WKHUQHW
7RWDORWKHULQFRPH H[SHQVH
,QFRPH ORVV IURPFRQWLQXLQJRSHUDWLRQVEHIRUHLQFRPHWD[HV
,QFRPHWD[H[SHQVH EHQHILW
,QFRPH ORVV IURPFRQWLQXLQJRSHUDWLRQV
/RVVIURPGLVFRQWLQXHGRSHUDWLRQV
1HWLQFRPH ORVV





%DVLFQHWLQFRPH ORVV SHUVKDUH
,QFRPH ORVV IURPFRQWLQXLQJRSHUDWLRQV
/RVVIURPGLVFRQWLQXHGRSHUDWLRQV
1HWLQFRPH ORVV SHUVKDUH
%DVLFZHLJKWHGDYHUDJHVKDUHVRXWVWDQGLQJ
'LOXWHGQHWLQFRPH ORVV SHUVKDUH
,QFRPH ORVV IURPFRQWLQXLQJRSHUDWLRQV
/RVVIURPGLVFRQWLQXHGRSHUDWLRQV




1HWLQFRPH ORVV SHUVKDUH
'LOXWHGZHLJKWHGDYHUDJHVKDUHVRXWVWDQGLQJ
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9$$/&2(1(5*<,1&$1'68%6,',$5,(6
&2162/,'$7('67$7(0(1762)6+$5(+2/'(56¶(48,7< '(),&,7
(in thousands)
&RPPRQ 
6KDUHV
,VVXHG

%DODQFHDW-DQXDU\
6KDUHVLVVXHG VWRFNEDVHG 
FRPSHQVDWLRQ
6WRFNEDVHGFRPSHQVDWLRQ 
H[SHQVH
7UHDVXU\VWRFNDFTXLUHG
1HWORVV
%DODQFHDW'HFHPEHU
6KDUHVLVVXHG VWRFNEDVHG
FRPSHQVDWLRQ



7UHDVXU\
6KDUHV
&RPPRQ6WRFN

$GGLWLRQDO
3DLG,Q
&DSLWDO

7UHDVXU\6WRFN

5HWDLQHG
(DUQLQJV
'HILFLW

7RWDO
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6WRFNEDVHGFRPSHQVDWLRQ
H[SHQVH
7UHDVXU\VWRFNDFTXLUHG
1HWLQFRPH
%DODQFHDW'HFHPEHU
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6KDUHVLVVXHG VWRFNEDVHG
FRPSHQVDWLRQ
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6WRFNEDVHGFRPSHQVDWLRQ
H[SHQVH
7UHDVXU\VWRFNDFTXLUHG
1HWLQFRPH
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%DODQFHDW'HFHPEHU
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9$$/&2(1(5*<,1&$1'68%6,',$5,(6
&2162/,'$7('67$7(0(1762)&$6+)/2:6
(in thousands)
<HDU(QGHG'HFHPEHU


&$6+)/2:6)52023(5$7,1*$&7,9,7,(6
1HWLQFRPH ORVV
$GMXVWPHQWVWRUHFRQFLOHQHWLQFRPH ORVV WRQHWFDVKSURYLGHGE\ XVHGLQ
RSHUDWLQJDFWLYLWLHV



/RVVIURPGLVFRQWLQXHGRSHUDWLRQV
'HSUHFLDWLRQGHSOHWLRQDQGDPRUWL]DWLRQ
*DLQRQUHYLVLRQRIDVVHWUHWLUHPHQWREOLJDWLRQV
2WKHUDPRUWL]DWLRQ
'HIHUUHGWD[HV
8QUHDOL]HGIRUHLJQH[FKDQJH JDLQ ORVV
6WRFNEDVHGFRPSHQVDWLRQ
&RPPRGLW\GHULYDWLYHV JDLQ ORVV
&DVKVHWWOHPHQWV SDLG UHFHLYHGRQPDWXUHGGHULYDWLYHFRQWUDFWVQHW
%DGGHEW UHFRYHU\ H[SHQVH
2WKHURSHUDWLQJ LQFRPH ORVVQHW
2SHUDWLRQDOH[SHQVHVDVVRFLDWHGZLWKHTXLSPHQWDQGRWKHU
,PSDLUPHQWRISURYHGSURSHUWLHV
&KDQJHLQRSHUDWLQJDVVHWVDQGOLDELOLWLHV
7UDGHUHFHLYDEOHV
$FFRXQWVZLWKMRLQWYHQWXUHRZQHUV
2WKHUUHFHLYDEOHV
&UXGHRLOLQYHQWRU\
3UHSD\PHQWVDQGRWKHU
9DOXHDGGHGWD[DQGRWKHUUHFHLYDEOHV
$FFRXQWVSD\DEOH
)RUHLJQWD[HVSD\DEOH
$FFUXHGOLDELOLWLHVDQGRWKHU
2WKHUORQJWHUPDVVHWV
1HWFDVKSURYLGHGE\ XVHGLQ FRQWLQXLQJRSHUDWLQJDFWLYLWLHV
1HWFDVKSURYLGHGE\ XVHGLQ GLVFRQWLQXHGRSHUDWLQJDFWLYLWLHV
1HWFDVKSURYLGHGE\ XVHGLQ RSHUDWLQJDFWLYLWLHV
&$6+)/2:6)520,19(67,1*$&7,9,7,(6
$FTXLVLWLRQV
3URSHUW\DQGHTXLSPHQWH[SHQGLWXUHV
3URFHHGVIURPWKHVDOHRIRLODQGJDVSURSHUWLHV
3UHPLXPVSDLGIRUSXWRSWLRQV
1HWFDVKXVHGLQFRQWLQXLQJLQYHVWLQJDFWLYLWLHV
1HWFDVKXVHGLQGLVFRQWLQXHGLQYHVWLQJDFWLYLWLHV
1HWFDVKXVHGLQLQYHVWLQJDFWLYLWLHV
&$6+)/2:6)520),1$1&,1*$&7,9,7,(6
3URFHHGVIURPWKHLVVXDQFHVRIFRPPRQVWRFN
7UHDVXU\VKDUHV
'HEWLVVXDQFHFRVWV
'HEWUHSD\PHQW
%RUURZLQJV
1HWFDVKXVHGLQFRQWLQXLQJILQDQFLQJDFWLYLWLHV
1HWFDVKXVHGLQGLVFRQWLQXHGILQDQFLQJDFWLYLWLHV
1HWFDVKXVHGLQILQDQFLQJDFWLYLWLHV
1(7&+$1*(,1&$6+&$6+(48,9$/(176$1'5(675,&7('&$6+
&$6+&$6+(48,9$/(176$1'5(675,&7('&$6+$7%(*,11,1*2)
<($5
&$6+&$6+(48,9$/(176$1'5(675,&7('&$6+$7(1'2)<($5
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<HDU(QGHG'HFHPEHU


6XSSOHPHQWDOGLVFORVXUHRIFDVKIORZLQIRUPDWLRQ
,QWHUHVWSDLG
,QFRPHWD[HVSDLGLQFDVK
,QFRPHWD[HVSDLGLQNLQGZLWKRLO
6XSSOHPHQWDOGLVFORVXUHRIQRQFDVKLQYHVWLQJDQGILQDQFLQJDFWLYLWLHV
3URSHUW\DQGHTXLSPHQWDGGLWLRQVLQFXUUHGEXWQRWSDLGDW\HDUHQG
2LODQGQDWXUDOJDVSURSHUW\DGGLWLRQVSDLGZLWKQRQFDVKDVVHWV
*URVVXSRIRLODQGQDWXUDOJDVSURSHUWLHVE\HVWDEOLVKPHQWRIGHIHUUHGWD[
OLDELOLW\
$VVHWUHWLUHPHQWREOLJDWLRQV
5HVWULFWHGVWRFNYHVWLQJVLVVXHGRXWRIWUHDVXU\
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(in thousands)

9$$/&2(1(5*<,1&$1'68%6,',$5,(6
127(6727+(&2162/,'$7('),1$1&,$/67$7(0(176

25*$1,=$7,21
9$$/&2(QHUJ\,QF WRJHWKHUZLWKLWVFRQVROLGDWHGVXEVLGLDULHV³ZH´³XV´³RXU´³9$$/&2´RUWKH³&RPSDQ\´ LVD+RXVWRQ
7H[DVEDVHGLQGHSHQGHQWHQHUJ\FRPSDQ\HQJDJHGLQWKHDFTXLVLWLRQH[SORUDWLRQGHYHORSPHQWDQGSURGXFWLRQRIFUXGH RLO$V
RSHUDWRUZHKDYHSURGXFWLRQRSHUDWLRQVDQGFRQGXFWH[SORUDWLRQDFWLYLWLHVLQ*DERQ:HVW$IULFD:HKDYHRSSRUWXQLWLHVWR
SDUWLFLSDWHLQGHYHORSPHQWDQGH[SORUDWLRQDFWLYLWLHVLQ(TXDWRULDO*XLQHD:HVW$IULFD$VGLVFXVVHGIXUWKHULQ1RWHEHORZZH
KDYHGLVFRQWLQXHGRSHUDWLRQVDVVRFLDWHGZLWKRXUDFWLYLWLHVLQ$QJROD:HVW$IULFD
2XUFRQVROLGDWHGVXEVLGLDULHVDUH9$$/&2*DERQ (WDPH ,QF9$$/&23URGXFWLRQ *DERQ ,QF9$$/&2*DERQ6$
9$$/&2$QJROD .ZDQ]D ,QF9$$/&28. 1RUWK6HD  /WG9$$/&2,QWHUQDWLRQDO,QF9$$/&2(QHUJ\ (* ,QF
9$$/&2(QHUJ\0DXULWLXV (* /LPLWHGDQG9$$/&2(QHUJ\ 86$ ,QF
6800$5<2)6,*1,),&$17$&&2817,1*32/,&,(6
Principles of consolidation ± 7KHDFFRPSDQ\LQJFRQVROLGDWHGILQDQFLDOVWDWHPHQWV ³)LQDQFLDO6WDWHPHQWV´ LQFOXGHWKHDFFRXQWVRI
9$$/&2DQGLWVZKROO\RZQHGVXEVLGLDULHV,QYHVWPHQWVLQXQLQFRUSRUDWHGMRLQWYHQWXUHVDQGXQGLYLGHGLQWHUHVWVLQFHUWDLQRSHUDWLQJ
DVVHWVDUHFRQVROLGDWHGRQDSURUDWDEDVLV$OOLQWHUFRPSDQ\WUDQVDFWLRQVZLWKLQWKHFRQVROLGDWHGJURXSKDYHEHHQHOLPLQDWHGLQ
FRQVROLGDWLRQ
Correction of error – Deferred tax liability related to oil and gas properties ± 6XEVHTXHQWWRWKHLVVXDQFHRIRXUFRQGHQVHG
FRQVROLGDWHGILQDQFLDOVWDWHPHQWVIRUWKHWKUHHPRQWKVHQGHG6HSWHPEHUZHLGHQWLILHGDQHUURUUHODWHGWRDJURVVXSLQRLODQG
QDWXUDOJDVSURSHUWLHVIRUWKHHVWDEOLVKPHQWRIDGHIHUUHGWD[OLDELOLW\RI PLOOLRQDVDUHVXOWRIGLIIHUHQFHVEHWZHHQWKHERRNEDVLV
DWWULEXWDEOHWROHDVHKROGFRVWVLQFXUUHGLQFRQQHFWLRQZLWKWKHH[WHQVLRQRIWKH(WDPH0DULQEORFNSURGXFWLRQVKDULQJFRQWUDFWZLWK
*DERQHQWHUHGLQWRRQ6HSWHPEHUDQGWKHWD[EDVLVLQWKHVHFRVWV 7RFRUUHFWWKLVHUURUZHUHFRUGHGDQDGMXVWPHQWDVRI
6HSWHPEHUZKLFKUHVXOWHGLQDQLQFUHDVHLQFDSLWDOL]HGRLODQGJDVSURSHUW\FRVWVRIPLOOLRQDQGDGHFUHDVHLQ QHW
GHIHUUHGWD[DVVHWVRIPLOOLRQ 7KLVFRUUHFWLRQ RQO\LPSDFWHGORQJWHUPDVVHWVDQGKDGQRLPSDFWRQWRWDODVVHWVRUZRUNLQJ
FDSLWDOLQRXUFRQVROLGDWHGEDODQFHVKHHW  7KLVFRUUHFWLRQDOVRKDGQRLPSDFWRQWKHXQDXGLWHGFRQGHQVHGFRQVROLGDWHGVWDWHPHQWVRI
RSHUDWLRQVRUFDVKIORZVIRUWKHSHULRGVHQGHG 6HSWHPEHU  6HH1RWHIRUWKHUHVWDWHGFRQGHQVHGFRQVROLGDWHGEDODQFH
VKHHW
Reclassifications ± &HUWDLQUHFODVVLILFDWLRQVKDYHEHHQPDGHWRSULRUSHULRGDPRXQWVWRFRQIRUPWRWKHFXUUHQWSHULRGSUHVHQWDWLRQ
UHODWHGWRWKHDGRSWLRQRI$FFRXQWLQJ6WDQGDUGV8SGDWH ³$68´ 1R6WDWHPHQWRI&DVK)ORZV 7RSLF 5HVWULFWHG&DVK
³$68´  7KHVHUHFODVVLILFDWLRQVGLGQRWDIIHFWRXUFRQVROLGDWHGILQDQFLDOUHVXOWV  6HH1RWH± 1HZ$FFRXQWLQJ6WDQGDUGV
IRUIXUWKHULQIRUPDWLRQDVVRFLDWHGZLWK$68
Use of estimates ± 7KHSUHSDUDWLRQRIWKH)LQDQFLDO6WDWHPHQWVLQFRQIRUPLW\ZLWKJHQHUDOO\DFFHSWHGDFFRXQWLQJSULQFLSOHVLQWKH
8QLWHG6WDWHV ³86´  ³*$$3´ UHTXLUHVHVWLPDWHVDQGDVVXPSWLRQVWKDWDIIHFWWKHUHSRUWHGDPRXQWVRIDVVHWVDQGOLDELOLWLHVDQGWKH
GLVFORVXUHRIFRQWLQJHQWDVVHWVDQGOLDELOLWLHVDVRIWKHGDWHRIWKH)LQDQFLDO6WDWHPHQWVDQGWKHUHSRUWHGDPRXQWVRIUHYHQXHVDQG
H[SHQVHVGXULQJWKHUHVSHFWLYHUHSRUWLQJSHULRGV 2XU)LQDQFLDO6WDWHPHQWVLQFOXGHDPRXQWVWKDWDUHEDVHGRQPDQDJHPHQW¶VEHVW
HVWLPDWHVDQGMXGJPHQWV$FWXDOUHVXOWVFRXOGGLIIHUIURPWKRVHHVWLPDWHV
(VWLPDWHVRIRLODQGQDWXUDOJDVUHVHUYHVXVHGWRHVWLPDWHGHSOHWLRQH[SHQVHDQGLPSDLUPHQWFKDUJHVUHTXLUHH[WHQVLYHMXGJPHQWVDQG
DUHJHQHUDOO\OHVVSUHFLVHWKDQRWKHUHVWLPDWHVPDGHLQFRQQHFWLRQZLWKILQDQFLDOGLVFORVXUHV'XHWRLQKHUHQWXQFHUWDLQWLHVDQGWKH
OLPLWHGQDWXUHRIGDWDHVWLPDWHVDUHLPSUHFLVHDQGVXEMHFWWRFKDQJHRYHUWLPHDVDGGLWLRQDOLQIRUPDWLRQEHFRPHDYDLODEOH
Cash and cash equivalents ± &DVKDQGFDVKHTXLYDOHQWVLQFOXGHVGHSRVLWVDQGIXQGVLQYHVWHGLQKLJKO\OLTXLGLQVWUXPHQWVZLWK
RULJLQDOPDWXULWLHVRIWKUHHPRQWKVRUOHVVDWWKHGDWHRISXUFKDVH
Restricted cash and abandonment funding ± 5HVWULFWHGFDVKLQFOXGHVFDVKWKDWLVFRQWUDFWXDOO\UHVWULFWHG5HVWULFWHGFDVKLVFODVVLILHG
DVDFXUUHQWRUQRQFXUUHQWDVVHWEDVHGRQLWVGHVLJQDWHGSXUSRVHDQGWLPHGXUDWLRQ&XUUHQWDPRXQWVLQUHVWULFWHGFDVKDW'HFHPEHU
DQGHDFKLQFOXGHDQHVFURZDPRXQWUHSUHVHQWLQJEDQN JXDUDQWHHVIRUFXVWRPVFOHDUDQFHLQ*DERQ/RQJWHUPDPRXQWV
DW'HFHPEHUDQGLQFOXGHDFKDUWHUSD\PHQWHVFURZIRUWKHIORDWLQJSURGXFWLRQVWRUDJHDQGRIIORDGLQJYHVVHO ³)362´ 
RIIVKRUH*DERQDVGLVFXVVHGLQ1RWH  :HLQYHVWUHVWULFWHGDQGH[FHVVFDVKLQUHDGLO\UHGHHPDEOHPRQH\PDUNHWIXQGV
:HDUHUHTXLUHGXQGHUWKH([SORUDWLRQDQG3URGXFWLRQ6KDULQJ&RQWUDFWHQWLWOHG³(WDPH0DULQ1R*´GDWHGDVRI-XO\
DVDPHQGHG WKH³(WDPH36&´ IRUWKH(WDPH0DULQEORFNLQ*DERQWR FRQGXFWDEDQGRQPHQWVWXGLHVWRXSGDWHWKHDPRXQWVEHLQJ
IXQGHGIRUWKHHYHQWXDODEDQGRQPHQWRIWKHRIIVKRUHZHOOVSODWIRUPVDQGIDFLOLWLHVRQWKH(WDPH0DULQEORFN7KHFXUUHQW
DEDQGRQPHQWVWXG\ZDVFRPSOHWHGLQ1RYHPEHU  7KLVFDVKIXQGLQJLVUHIOHFWHGXQGHU³2WKHUQRQFXUUHQWDVVHWV´DV
³$EDQGRQPHQWIXQGLQJ´RQRXUFRQVROLGDWHGEDODQFHVKHHWV)XWXUHFKDQJHVWRWKHDQWLFLSDWHGDEDQGRQPHQWFRVWHVWLPDWHFRXOG
FKDQJHRXUDVVHWUHWLUHPHQWREOLJDWLRQDQGWKHDPRXQWRIIXWXUHDEDQGRQPHQWIXQGLQJSD\PHQWV  6HH1RWHIRUIXUWKHUGLVFXVVLRQ
)
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2Q)HEUXDU\WKH*DERQHVHEUDQFKRIWKHLQWHUQDWLRQDOFRPPHUFLDOEDQNKROGLQJWKHDEDQGRQPHQWIXQGVLQD86GROODU
GHQRPLQDWHGDFFRXQWDGYLVHGWKDWWKHEDQNUHJXODWRUUHTXLUHGWUDQVIHURIWKHIXQGVWRWKH&HQWUDO%DQNIRU³&(0$&´ WKH&HQWUDO
$IULFDQ(FRQRPLFDQG0RQHWDU\&RPPXQLW\ RIZKLFK*DERQLVRQHRIWKHVL[PHPEHUVWDWHV IRUFRQYHUVLRQWRORFDOFXUUHQF\ZLWK
D FUHGLWEDFNWRWKH*DERQHVHEUDQFK LQORFDOFXUUHQF\ $PHQGPHQWWRWKH36&SURYLGHVWKDWLQWKHHYHQWWKDWWKH*DERQHVHEDQN
IDLOVIRUDQ\UHDVRQVWRUHLPEXUVHDOORIWKHSULQFLSDODQGLQWHUHVWGXHWKH&RQWUDFWRUVKDOOQRORQJHUEHKHOGOLDEOHIRUWKHREOLJDWLRQWR
UHPHGLDWHWKHVLWHV
Accounts with joint owners ± $FFRXQWVZLWKMRLQWRZQHUVUHSUHVHQWWKHH[FHVVRIFKDUJHVELOOHGRYHUFDVKFDOOVSDLGE\WKHMRLQW
RZQHUVIRUH[SORUDWLRQGHYHORSPHQWDQGSURGXFWLRQH[SHQGLWXUHVPDGHE\XVDVDQRSHUDWRU
Bad debts ± 4XDUWHUO\ZHHYDOXDWHRXUDFFRXQWVUHFHLYDEOHEDODQFHVWRFRQILUPFROOHFWDELOLW\ :KHQFROOHFWDELOLW\LVLQGRXEWZH
UHFRUGDQDOORZDQFHDJDLQVWWKHDFFRXQWVUHFHLYDEOHDQGDFRUUHVSRQGLQJLQFRPHFKDUJHIRUEDGGHEWVZKLFKDSSHDUVLQWKH³%DG GHEW
H[SHQVHDQGRWKHU´OLQHLWHPRIWKHFRQVROLGDWHGVWDWHPHQWVRIRSHUDWLRQV 7KHPDMRULW\RIRXUDFFRXQWVUHFHLYDEOHEDODQFHVDUHZLWK
RXUMRLQWYHQWXUHRZQHUVSXUFKDVHUVRIRXUSURGXFWLRQDQGWKHJRYHUQPHQWRI*DERQIRUUHLPEXUVDEOH9DOXH$GGHG7D[ ³9$7´ 
&ROOHFWLRQHIIRUWVLQFOXGLQJUHPHGLHVSURYLGHGIRULQWKHFRQWUDFWVDUHSXUVXHGWRFROOHFWRYHUGXHDPRXQWVRZHGXV3RUWLRQVRI
RXU FRVWVLQ*DERQ LQFOXGLQJRXU9$7UHFHLYDEOH DUHGHQRPLQDWHGLQWKHORFDOFXUUHQF\RI*DERQWKH&HQWUDO$IULFDQ&)$)UDQF
³;$)´ $VRI'HFHPEHUWKHRXWVWDQGLQJ9$7UHFHLYDEOHEDODQFHH[FOXGLQJWKHDOORZDQFHIRUEDGGHEWZDV
DSSUR[LPDWHO\;$)  ELOOLRQ ;$)  ELOOLRQQHWWR9$$/&2  7KH9$7UHFHLYDEOHEDODQFHZDVUHGXFHGE\;$) ELOOLRQ
;$) ELOOLRQ QHWWR9$$/&2RU PLOOLRQ DVVRFLDWHGZLWKDVLJQLQJERQXVDVSDUWRIWKH6L[WK$PHQGPHQWWRWKH(WDPH36&
H[HFXWHGRQ6HSWHPEHU ³36&([WHQVLRQ´   $VRI'HFHPEHUWKHH[FKDQJHUDWHZDV ;$) 
,QDQGZH UHFRUGHGUHFRYHULHV DOORZDQFHV RI PLOOLRQ  PLOOLRQDQG  PLOOLRQUHVSHFWLYHO\UHODWHG
WR9$7ZKLFKWKHJRYHUQPHQWRI*DERQKDVQRWUHLPEXUVHG7KHUHFHLYDEOHDPRXQWQHWRIDOORZDQFHVLVUHSRUWHGDVDQRQFXUUHQW
DVVHWLQWKH³9DOXHDGGHGWD[DQGRWKHUUHFHLYDEOHV´OLQHLWHPLQWKHFRQVROLGDWHGEDODQFHVKHHWV%HFDXVHERWKWKH9$7UHFHLYDEOH
DQGWKHUHODWHGDOORZDQFHDUHGHQRPLQDWHGLQ;$)WKHH[FKDQJHUDWHUHYDOXDWLRQRIWKHVHEDODQFHVLQWR86GROODUVDWWKHHQGRIHDFK
UHSRUWLQJSHULRGDOVRKDVDQLPSDFWRQSURILWORVV6XFKIRUHLJQFXUUHQF\JDLQV ORVVHV DUHUHSRUWHGVHSDUDWHO\LQWKH³2WKHUQHW´OLQH
LWHPRIWKHFRQVROLGDWHGVWDWHPHQWVRIRSHUDWLRQV
7KHIROORZLQJWDEOHSURYLGHVDQDQDO\VLVRIWKHFKDQJHLQWKHDOORZDQFH


$OORZDQFHIRUEDGGHEW
%DODQFHDWEHJLQQLQJRI\HDU
%DGGHEWUHFRYHU\ FKDUJH
5HFODVVLILFDWLRQWROHDVHKROGFRVWVUHODWHGWRVLJQLQJERQXV
5HFODVVLILFDWLRQUHODWHGWR6RMLW]DFTXLVLWLRQ
)RUHLJQFXUUHQF\JDLQ ORVV
%DODQFHDWHQGRISHULRG
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Crude oil inventory ± &UXGHRLOLQYHQWRULHVDUHFDUULHGDWWKHORZHURIFRVWRUPDUNHWDQGUHSUHVHQWRXUVKDUHRIFUXGHRLOSURGXFHG
DQGVWRUHGRQWKH)362EXWXQVROGDWWKHHQGRIWKHSHULRG
Materials and supplies ± 0DWHULDOVDQGVXSSOLHVZKLFKDUHLQFOXGHGLQWKH³3UHSD\PHQWVDQGRWKHU´OLQHLWHPRIWKHFRQVROLGDWHG
EDODQFHVKHHWDUHSULPDULO\XVHGIRUSURGXFWLRQUHODWHGDFWLYLWLHV  7KHVHDVVHWVDUHYDOXHGDWWKHORZHURIFRVWGHWHUPLQHGE\WKH
ZHLJKWHGDYHUDJHPHWKRGRUPDUNHW
Oil and natural gas properties, equipment and other ± :HXVHWKHVXFFHVVIXOHIIRUWVPHWKRGRIDFFRXQWLQJIRURLODQGQDWXUDOJDV
SURGXFLQJDFWLYLWLHV  2XUPDQDJHPHQWEHOLHYHVWKDWWKLVPHWKRGLVSUHIHUDEOHDVZHKDYHIRFXVHGRQH[SORUDWLRQDFWLYLWLHVZKHUHLQ
WKHUHLVULVNDVVRFLDWHGZLWKIXWXUHVXFFHVVDQGDVVXFKHDUQLQJVDUHEHVWUHSUHVHQWHGE\GULOOLQJUHVXOWV
CapitalizatiRQ ± &RVWVRIVXFFHVVIXOZHOOVGHYHORSPHQWGU\KROHVDQGOHDVHVFRQWDLQLQJSURGXFWLYHUHVHUYHVDUHFDSLWDOL]HGDQG
DPRUWL]HGRQDXQLWRISURGXFWLRQEDVLVRYHUWKHOLIHRIWKHUHODWHGUHVHUYHV2WKHUH[SORUDWLRQFRVWVLQFOXGLQJGU\H[SORUDWLRQZHOO
FRVWVJHRORJLFDODQGJHRSK\VLFDOH[SHQVHVDSSOLFDEOHWRXQGHYHORSHGOHDVHKROGVOHDVHKROGH[SLUDWLRQFRVWVDQGGHOD\UHQWDOVDUH
H[SHQVHGDVLQFXUUHG7KHFRVWVRIH[SORUDWRU\ZHOOVDUHLQLWLDOO\FDSLWDOL]HGSHQGLQJDGHWHUPLQDWLRQRIZKHWKHUSURYHGUHVHUYHVKDYH
EHHQIRXQG$WWKHFRPSOHWLRQRIGULOOLQJDFWLYLWLHV WKHFRVWVRIH[SORUDWRU\ZHOOVUHPDLQFDSLWDOL]HGLIDGHWHUPLQDWLRQLVPDGHWKDW
SURYHGUHVHUYHVKDYHEHHQIRXQG,IQRSURYHGUHVHUYHVKDYHEHHQIRXQGWKHFRVWVRI H[SORUDWRU\ZHOOVDUHFKDUJHGWR H[SHQVH,Q
VRPHFDVHVDGHWHUPLQDWLRQRISURYHGUHVHUYHVFDQQRWEHPDGHDWWKHFRPSOHWLRQRIGULOOLQJUHTXLULQJDGGLWLRQDOWHVWLQJ DQG
HYDOXDWLRQRIWKHZHOOV&RVWLQFXUUHGIRUH[SORUDWRU\ZHOOVWKDWILQGUHVHUYHVWKDWFDQQRW\HWEHFODVVLILHGDVSURYHGDUHFDSLWDOL]HGLI
D WKHZHOOKDVIRXQGD VXIILFLHQWTXDQWLW\RIUHVHUYHVWRMXVWLI\LWVFRPSOHWLRQDVDSURGXFLQJZHOODQG E VXIILFLHQWSURJUHVVLQ
DVVHVVLQJWKHUHVHUYHVDQGWKHHFRQRPLFDQGRSHUDWLQJ YLDELOLW\RIWKHSURMHFWKDVEHHQPDGH7KHVWDWXVRIVXVSHQGHGZHOOFRVWVLV
PRQLWRUHGFRQWLQXRXVO\DQGUHYLHZHGTXDUWHUO\'XHWRWKHFDSLWDOLQWHQVLYHQDWXUHDQG WKHJHRJUDSKLFDOFKDUDFWHULVWLFVRIFHUWDLQ
SURMHFWVLWPD\WDNHDQH[WHQGHGSHULRGRIWLPHWRHYDOXDWHWKHIXWXUHSRWHQWLDORIDQH[SORUDWLRQSURMHFWDQGWKHHFRQRPLFV DVVRFLDWHG
ZLWKPDNLQJDGHWHUPLQDWLRQRILWVFRPPHUFLDOYLDELOLW\  *HRORJLFDODQGJHRSK\VLFDOFRVWVDUHH[SHQVHGDVLQFXUUHG&RVWVRI VHLVPLF
)

319

VWXGLHVWKDWDUHXWLOL]HGLQGHYHORSPHQWGULOOLQJZLWKLQDQDUHDRISURYHGUHVHUYHVDUH FDSLWDOL]HGDVGHYHORSPHQWFRVWV$PRXQWVRI
VHLVPLFFRVWVFDSLWDOL]HGDUHEDVHGRQRQO\WKRVHEORFNVRIGDWDXVHGLQGHWHUPLQLQJGHYHORSPHQWZHOOORFDWLRQV7RWKH H[WHQWWKDWD
VHLVPLFSURMHFWFRYHUVDUHDVRIERWKGHYHORSPHQWDODQGH[SORUDWRU\GULOOLQJWKRVHVHLVPLFFRVWVDUHSURSRUWLRQDWHO\DOORFDWHGEHWZHHQ
GHYHORSPHQWFRVWV DQGH[SORUDWLRQH[SHQVH
Depreciation, depletion and amortization ± 'HSOHWLRQRIZHOOVSODWIRUPVDQGRWKHUSURGXFWLRQIDFLOLWLHVDUHFDOFXODWHGRQDILHOG
EDVLVXQGHUWKHXQLWRISURGXFWLRQPHWKRGEDVHGXSRQHVWLPDWHVRISURYHGGHYHORSHGUHVHUYHV'HSOHWLRQRIGHYHORSHGOHDVHKROG
DFTXLVLWLRQFRVWVDUHSURYLGHGRQDILHOGEDVLVXQGHUWKHXQLWRISURGXFWLRQPHWKRGEDVHGXSRQHVWLPDWHVRISURYHGUHVHUYHV6XSSRUW
HTXLSPHQW RWKHUWKDQHTXLSPHQWLQYHQWRU\ DQGOHDVHKROGLPSURYHPHQWVUHODWHGWRRLODQGQDWXUDOJDVSURGXFLQJDFWLYLWLHVDVZHOODV
SURSHUW\SODQWDQGHTXLSPHQWXQUHODWHGWRRLODQGQDWXUDOJDVSURGXFLQJDFWLYLWLHVDUHUHFRUGHGDWFRVWDQGGHSUHFLDWHGRQDVWUDLJKW
OLQHEDVLVRYHUWKHHVWLPDWHGXVHIXOOLYHVRIWKHDVVHWVZKLFKDUHW\SLFDOO\ILYH \HDUVIRURIILFHDQGPLVFHOODQHRXVHTXLSPHQWDQGILYH
WRVHYHQ \HDUVIRUOHDVHKROGLPSURYHPHQWV
Impairment ± :HUHYLHZRXURLODQGQDWXUDOJDVSURGXFLQJSURSHUWLHVIRULPSDLUPHQWRQDILHOGE\ILHOGEDVLV ZKHQHYHUHYHQWVRU
FKDQJHVLQFLUFXPVWDQFHVLQGLFDWHWKDWWKHFDUU\LQJDPRXQWRIVXFKSURSHUWLHVPD\QRWEHUHFRYHUDEOH,IWKHVXPRIWKHH[SHFWHG
XQGLVFRXQWHGIXWXUHFDVKIORZVIURPWKHXVHRIWKHDVVHWDQGLWVHYHQWXDOGLVSRVLWLRQLVOHVVWKDQWKHFDUU\LQJDPRXQWRIWKHDVVHWDQ
LPSDLUPHQWFKDUJHLVUHFRUGHGEDVHGRQWKHIDLUYDOXHRIWKHDVVHW7KLVPD\RFFXULIDILHOGFRQWDLQVORZHUWKDQDQWLFLSDWHG UHVHUYHVRU
LIFRPPRGLW\SULFHVIDOOEHORZDOHYHOWKDWVLJQLILFDQWO\HIIHFWVDQWLFLSDWHGIXWXUHFDVKIORZVRQWKHILHOG7KHIDLUYDOXHPHDVXUHPHQW
XVHGLQWKHLPSDLUPHQWWHVWLVJHQHUDOO\FDOFXODWHGZLWKDGLVFRXQWHGFDVKIORZPRGHOXVLQJVHYHUDO/HYHOLQSXWVZKLFKDUHEDVHG
XSRQHVWLPDWHVWKHPRVWVLJQLILFDQWRI ZKLFKLVWKHHVWLPDWHRIQHWSURYHGUHVHUYHV7KHUHDUHQXPHURXVXQFHUWDLQWLHVLQKHUHQWLQ
HVWLPDWLQJTXDQWLWLHVRISURYHGUHVHUYHVDQGLQSURMHFWLQJIXWXUHUDWHVRISURGXFWLRQDQGWLPLQJRIGHYHORSPHQWH[SHQGLWXUHV
LQFOXGLQJPDQ\IDFWRUVEH\RQGRXUFRQWURO5HVHUYHHQJLQHHULQJLVDVXEMHFWLYHSURFHVVRIHVWLPDWLQJXQGHUJURXQGDFFXPXODWLRQVRI
RLODQGQDWXUDOJDVWKDWFDQQRWEHPHDVXUHGLQDQH[DFWPDQQHUDQGWKHDFFXUDF\RIDQ\UHVHUYHHVWLPDWHLVDIXQFWLRQRIWKH TXDOLW\RI
DYDLODEOHGDWDDQGRIHQJLQHHULQJDQGJHRORJLFDOLQWHUSUHWDWLRQDQGMXGJPHQW7KHTXDQWLWLHVRIRLODQGQDWXUDOJDVWKDWDUHXOWLPDWHO\
UHFRYHUHGSURGXFWLRQDQGRSHUDWLQJFRVWVWKHDPRXQWDQGWLPLQJRIIXWXUHGHYHORSPHQWH[SHQGLWXUHVDQGIXWXUHRLODQGQDWXUDOJDV
VDOHVSULFHVPD\ DOOGLIIHUIURPWKRVHDVVXPHGLQWKHVHHVWLPDWHV  &DSLWDOL]HGHTXLSPHQWLQYHQWRU\LVUHYLHZHGUHJXODUO\IRU
REVROHVFHQFH:HLGHQWLILHGHTXLSPHQWLQYHQWRU\LQ*DERQ WKDWUHTXLUHGDQDGMXVWPHQWRI PLOOLRQWRWKH³2WKHURSHUDWLQJ LQFRPH
H[SHQVH QHW´OLQHLWHPRIWKHFRQVROLGDWHGVWDWHPHQWRI RSHUDWLRQVIRUWKH\HDU HQGHG'HFHPEHU :HLGHQWLILHGHTXLSPHQW
LQYHQWRU\LQ*DERQWKDWZHGRQRWH[SHFWWRXVHDQGFKDUJHG  PLOOLRQWRWKH³2WKHURSHUDWLQJ LQFRPH H[SHQVH QHW´OLQHLWHPRI
WKHFRQVROLGDWHGVWDWHPHQWRIRSHUDWLRQVLQHDFKRIWKH\HDUVHQGHG'HFHPEHU DQGUHVSHFWLYHO\ :KHQXQGHYHORSHG
RLODQGQDWXUDOJDVOHDVHVDUHGHHPHGWREHLPSDLUHGH[SORUDWLRQH[SHQVHLVFKDUJHG8QSURYHGSURSHUW\FRVWVFRQVLVWRIDFTXLVLWLRQ
FRVWVUHODWHGWRXQGHYHORSHGDFUHDJHLQWKH(WDPH0DULQEORFNDQGLQ(TXDWRULDO*XLQHD 
Capitalized interest ± ,QWHUHVWFRVWVDQGFRPPLWPHQWIHHVIURPH[WHUQDOERUURZLQJVDUHFDSLWDOL]HGRQH[SORUDWLRQDQGGHYHORSPHQW
SURMHFWVWKDWDUHQRWVXEMHFWWRFXUUHQWGHSOHWLRQ,QWHUHVWDQGFRPPLWPHQWIHHVDUHFDSLWDOL]HGRQO\IRUWKHSHULRGWKDWDFWLYLWLHVDUHLQ
SURJUHVVWREULQJWKHVHSURMHFWVWRWKHLULQWHQGHGXVH &DSLWDOL]HGLQWHUHVWLVDGGHGWRWKHFRVWRIWKHXQGHUO\LQJDVVHWDQGLVGHSOHWHGRQ
WKHXQLWRISURGXFWLRQPHWKRGLQWKHVDPHPDQQHUDVWKHXQGHUO\LQJDVVHWV
:HFDSLWDOL]HGQR LQWHUHVWFRVWVGXULQJWKH\HDUVHQGHG'HFHPEHUDQG
Lease commitments ± :HDUHOHVVHHVRIRIILFHEXLOGLQJVZDUHKRXVHDQGVWRUDJHIDFLOLWLHVHTXLSPHQWDQGFRUSRUDWHKRXVLQJXQGHU
OHDVLQJDJUHHPHQWVWKDWH[SLUHDWYDULRXVWLPHV  $OOOHDVHVDUHFKDUDFWHUL]HGDVRSHUDWLQJOHDVHVDQGDUHH[SHQVHGHLWKHUDV SURGXFWLRQ
H[SHQVHVRUJHQHUDODQGDGPLQLVWUDWLYHH[SHQVHV6HH1RWHIRUIXUWKHUGLVFXVVLRQ  
Asset retirement obligations (“ARO”) ± :HKDYHVLJQLILFDQWREOLJDWLRQVWRUHPRYHWDQJLEOHHTXLSPHQWDQGUHVWRUHODQGRUVHDEHGDW
WKHHQGRIRLODQGQDWXUDOJDVSURGXFWLRQRSHUDWLRQV2XUUHPRYDODQGUHVWRUDWLRQREOLJDWLRQVDUHSULPDULO\DVVRFLDWHGZLWKSOXJJLQJ
DQGDEDQGRQLQJZHOOVUHPRYLQJDQGGLVSRVLQJRIDOORUDSRUWLRQRIRIIVKRUHRLODQGQDWXUDOJDVSODWIRUPVDQGFDSSLQJSLSHOLQHV
(VWLPDWLQJWKHIXWXUHUHVWRUDWLRQDQGUHPRYDOFRVWVLVGLIILFXOWDQGUHTXLUHVPDQDJHPHQWWRPDNHHVWLPDWHVDQGMXGJPHQWV$VVHW
UHPRYDOWHFKQRORJLHVDQGFRVWVDUHFRQVWDQWO\FKDQJLQJDVDUHUHJXODWRU\SROLWLFDOHQYLURQPHQWDOVDIHW\DQGSXEOLFUHODWLRQV
FRQVLGHUDWLRQV
$OLDELOLW\IRU$52LVUHFRJQL]HGLQWKHSHULRGLQZKLFKWKHOHJDOREOLJDWLRQVDUHLQFXUUHGLIDUHDVRQDEOHHVWLPDWHRIIDLUYDOXHFDQEH
PDGH7KH$52OLDELOLW\UHIOHFWVWKHHVWLPDWHGSUHVHQWYDOXHRIWKHDPRXQWRIGLVPDQWOHPHQWUHPRYDOVLWHUHFODPDWLRQDQGVLPLODU
DFWLYLWLHVDVVRFLDWHGZLWKRXURLODQGQDWXUDOJDVSURSHUWLHV:HXVHFXUUHQWUHWLUHPHQWFRVWVWRHVWLPDWHWKHH[SHFWHGFDVKRXWIORZVIRU
UHWLUHPHQWREOLJDWLRQV,QKHUHQWLQWKHSUHVHQWYDOXHFDOFXODWLRQDUHQXPHURXVDVVXPSWLRQVDQGMXGJPHQWVLQFOXGLQJWKHXOWLPDWH
VHWWOHPHQWDPRXQWVLQIODWLRQIDFWRUVFUHGLWDGMXVWHGGLVFRXQWUDWHVWLPLQJ RIVHWWOHPHQWDQGFKDQJHVLQWKHOHJDOUHJXODWRU\
HQYLURQPHQWDODQGSROLWLFDOHQYLURQPHQWV,QLWLDOUHFRUGLQJRIWKH$52OLDELOLW\LVRIIVHWE\WKHFRUUHVSRQGLQJFDSLWDOL]DWLRQRIDVVHW
UHWLUHPHQWFRVWUHFRUGHGWRRLODQGQDWXUDOJDVSURSHUWLHV7RWKHH[WHQWWKHVHRURWKHUDVVXPSWLRQVFKDQJHDIWHULQLWLDOUHFRJQLWLRQRI
WKHOLDELOLW\WKHIDLUYDOXHHVWLPDWHLVUHYLVHGDQGWKHUHFRJQL]HGOLDELOLW\DGMXVWHGZLWKDFRUUHVSRQGLQJDGMXVWPHQWPDGH WRWKH
UHODWHGDVVHWEDODQFHRULQFRPHVWDWHPHQWDVDSSURSULDWH'HSUHFLDWLRQRIFDSLWDOL]HGDVVHWUHWLUHPHQWFRVWVDQGDFFUHWLRQRIDVVHW
UHWLUHPHQWREOLJDWLRQVDUHUHFRUGHGRYHUWLPH'HSUHFLDWLRQLVJHQHUDOO\GHWHUPLQHGRQDXQLWVRISURGXFWLRQEDVLVIRURLODQGQDWXUDO
JDVSURGXFWLRQIDFLOLWLHVZKLOHDFFUHWLRQHVFDODWHVRYHUWKHOLYHVRIWKHDVVHWVWRUHDFKWKHH[SHFWHGVHWWOHPHQWYDOXH6HH1RWHIRU
GLVFORVXUHVUHJDUGLQJRXUDVVHWUHWLUHPHQWREOLJDWLRQV  :KHUHWKHUHLVDGRZQZDUGUHYLVLRQWRWKH$52WKDWH[FHHGVWKHQHWERRN
YDOXHRIWKHUHODWHGDVVHWWKHFRUUHVSRQGLQJDGMXVWPHQWLVOLPLWHGWRWKHDPRXQWRIWKHQHWERRNYDOXHRIWKHDVVHWDQGWKHUHPDLQLQJ
DPRXQWLVUHFRJQL]HGDVDJDLQ  'XULQJWKH\HDUHQGHG'HFHPEHUZHUHFRUGHGDGRZQZDUGUHYLVLRQRIPLOOLRQWRWKH
)
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$52OLDELOLW\DVDUHVXOWRIDFKDQJHLQWKHH[SHFWHGWLPLQJRIWKHDEDQGRQPHQWFRVWVZKHQWKHSHULRGRIH[SORLWDWLRQXQGHUWKH(WDPH
36&ZDVH[WHQGHGWRDWOHDVW6HSWHPEHUDVGLVFXVVHGIXUWKHULQ1RWH
Revenue recognition± 5HYHQXHVIURPFRQWUDFWVZLWKFXVWRPHUVDUHJHQHUDWHGIURPVDOHVLQ*DERQSXUVXDQWWRFUXGHRLOVDOHVDQG
SXUFKDVHDJUHHPHQWV  7KHUHLVDVLQJOHSHUIRUPDQFHREOLJDWLRQ GHOLYHULQJRLOWRWKHGHOLYHU\SRLQWLHWKHFRQQHFWLRQWRWKH
FXVWRPHU¶VFUXGHRLOWDQNHU WKDWJLYHVULVHWRUHYHQXHUHFRJQLWLRQDWWKHSRLQWLQWLPHZKHQWKHSHUIRUPDQFHREOLJDWLRQHYHQWWDNHV
SODFH  ,QDGGLWLRQWRUHYHQXHVIURPFXVWRPHUFRQWUDFWVWKH&RPSDQ\KDVRWKHUUHYHQXHVUHODWHGWRFRQWUDFWXDOSURYLVLRQVXQGHUWKH
(WDPH0DULQEORFN36&  7KH(WDPH36&LVQRWDFXVWRPHUFRQWUDFW  7KHWHUPVRIWKH(WDPH36&LQFOXGHVSURYLVLRQVIRUSD\PHQWV
WRWKHJRYHUQPHQWRI*DERQIRUUR\DOWLHVEDVHGRQ RISURGXFWLRQDWWKHSXEOLVKHGSULFHDQGDVKDUHGSRUWLRQRI³3URILW2LO´
GHWHUPLQHGEDVHGRQGDLO\SURGXFWLRQUDWHVDVZHOODVDJURVVFDUULHGZRUNLQJLQWHUHVWRI LQFUHDVLQJWR EHJLQQLQJ-XQH
 IRUDOOFRVWV  )RUERWKUR\DOWLHVDQG3URILW2LOWKH(WDPH36&SURYLGHVWKDWWKHJRYHUQPHQWRI*DERQPD\VHWWOHWKHVH
REOLJDWLRQVLQNLQGLHWDNLQJFUXGHRLOEDUUHOVUDWKHUWKDQZLWKFDVKSD\PHQWV
Major maintenance activities ± &RVWVIRUPDMRUPDLQWHQDQFHDUHH[SHQVHGLQWKHSHULRGLQFXUUHGDQGFDQLQFOXGHWKHFRVWVRI
ZRUNRYHUVRIH[LVWLQJZHOOVFRQWUDFWRUUHSDLUVHUYLFHVPDWHULDOVDQGVXSSOLHVHTXLSPHQWUHQWDOVDQGRXUODERUFRVWV
Stock based compensation ± :HPHDVXUHWKHFRVWRIHPSOR\HHVHUYLFHVUHFHLYHGLQH[FKDQJHIRUDQDZDUGRIHTXLW\LQVWUXPHQWV
EDVHGRQWKHIDLUYDOXHRIWKHDZDUGRQWKHGDWHRIWKHJUDQW*UDQWGDWHIDLUYDOXHIRURSWLRQVLVHVWLPDWHGXVLQJWKH%ODFN6FKROHV
RSWLRQSULFLQJPRGHO7KHPRGHOHPSOR\VYDULRXVDVVXPSWLRQVEDVHGRQPDQDJHPHQW¶VEHVWHVWLPDWHVDWWKHWLPHRIJUDQWZKLFK
LPSDFWWKHFDOFXODWLRQRIIDLUYDOXHDQGXOWLPDWHO\WKHDPRXQWRIH[SHQVHWKDWLVUHFRJQL]HGRYHU WKHOLIHRIWKHVWRFNRSWLRQDZDUG
)RUUHVWULFWHGVWRFNJUDQWGDWHIDLUYDOXHLVGHWHUPLQHGXVLQJWKHPDUNHWYDOXHRIRXUFRPPRQVWRFNRQWKHGDWHRIJUDQW7KHIDLU
YDOXHRIVWRFNDSSUHFLDWLRQULJKWV ³6$5V´ LVEDVHGRQD0RQWH&DUORVLPXODWLRQDWJUDQWGDWHDQGDWHDFKVXEVHTXHQWUHSRUWLQJGDWH
IRUWKHJUDQWV7KH0RQWH&DUORVLPXODWLRQWRYDOXHRXU6$5VXVHVWKHIROORZLQJLQSXWV L WKHTXRWHGPDUNHWSULFHRIRXU
FRPPRQVWRFNRQWKHYDOXDWLRQGDWH LL WKHPD[LPXPVWRFNSULFHDSSUHFLDWLRQWKDW DQHPSOR\HHPD\UHFHLYH LLL WKHH[SHFWHGWHUP
ZKLFKLVEDVHGRQWKHFRQWUDFWXDOWHUP LY WKHH[SHFWHGYRODWLOLW\ZKLFKLVEDVHGRQWKHKLVWRULFDOYRODWLOLW\RIWKHRXUVWRFNIRUWKH
OHQJWKRIWLPHFRUUHVSRQGLQJWRWKHH[SHFWHGWHUPRIWKH6$5V Y WKHH[SHFWHGGLYLGHQG\LHOGLVEDVHGRQRXUDQWLFLSDWHGGLYLGHQG
SD\PHQWV YL WKHULVNIUHHLQWHUHVWUDWHZKLFKLVEDVHGRQWKH86WUHDVXU\\LHOGFXUYHLQHIIHFWDVRIWKHUHSRUWLQJGDWHIRUWKHOHQJWK
RIWLPHFRUUHVSRQGLQJWRWKHH[SHFWHGWHUPRIWKH6$5V  :HXWLOL]HWKH%ODFN6FKROHVRSWLRQSULFLQJPRGHOWRPHDVXUHWKHIDLUYDOXH
RIWKHDQG6$5V 
2XUVWRFNEDVHGFRPSHQVDWLRQH[SHQVHLVUHFRJQL]HGEDVHGRQWKHDZDUGVDVWKH\YHVWXVLQJWKHVWUDLJKWOLQHDWWULEXWLRQPHWKRGRYHU
WKHUHTXLVLWHVHUYLFHSHULRGIRUHDFKVHSDUDWHO\YHVWLQJSRUWLRQRIWKHDZDUGDVLIWKHDZDUGZDVLQVXEVWDQFHPXOWLSOHDZDUGV 
:KHQDZDUGVDUHIRUIHLWHGEHIRUHWKH\YHVWSUHYLRXVO\UHFRJQL]HGH[SHQVHUHODWHGWRVXFKIRUIHLWXUHVLVUHYHUVHGLQWKHSHULRGLQ
ZKLFK WKHIRUIHLWXUHRFFXUV
Foreign currency transactions ± 7KH86GROODULVWKHIXQFWLRQDOFXUUHQF\RIRXUIRUHLJQRSHUDWLQJVXEVLGLDULHV*DLQVDQGORVVHVRQ
IRUHLJQFXUUHQF\WUDQVDFWLRQVDUHLQFOXGHGLQLQFRPH:LWKLQWKHFRQVROLGDWHGVWDWHPHQWVRIRSHUDWLRQVOLQHLWHP³2WKHULQFRPH
H[SHQVH ²2WKHUQHW´ZHUHFRJQL]HGORVVHVRQIRUHLJQFXUUHQF\WUDQVDFWLRQVRIPLOOLRQDQG WKRXVDQGLQDQG
UHVSHFWLYHO\ZKLOHZHUHFRJQL]HGJDLQVRQIRUHLJQFXUUHQF\WUDQVDFWLRQVRI PLOOLRQLQ
Income taxes ± 2XUDQQXDOWD[SURYLVLRQLVEDVHGRQH[SHFWHGWD[DEOHLQFRPHVWDWXWRU\UDWHVDQGWD[SODQQLQJRSSRUWXQLWLHVDYDLODEOH
WRXVLQWKHYDULRXVMXULVGLFWLRQVLQZKLFKZHRSHUDWH7KHGHWHUPLQDWLRQDQGHYDOXDWLRQRIRXUDQQXDOWD[SURYLVLRQDQG WD[SRVLWLRQV
LQYROYHVWKHLQWHUSUHWDWLRQRIWKHWD[ODZVLQWKHYDULRXVMXULVGLFWLRQVLQZKLFKZHRSHUDWHDQGUHTXLUHVVLJQLILFDQWMXGJPHQWDQGWKHXVH
RIHVWLPDWHVDQGDVVXPSWLRQVUHJDUGLQJVLJQLILFDQWIXWXUHHYHQWVVXFKDVWKHDPRXQWWLPLQJDQGFKDUDFWHURILQFRPHGHGXFWLRQVDQG
WD[FUHGLWV&KDQJHVLQWD[ODZVUHJXODWLRQVDJUHHPHQWVDQGWD[WUHDWLHVRURXUOHYHORIRSHUDWLRQVRUSURILWDELOLW\LQHDFKMXULVGLFWLRQ
ZRXOGLPSDFWRXUWD[OLDELOLW\LQDQ\JLYHQ\HDU:HDOVRRSHUDWHLQIRUHLJQMXULVGLFWLRQVZKHUHWKHWD[ODZVUHODWLQJWRWKHRLODQGQDWXUDO
JDVLQGXVWU\DUHRSHQWRLQWHUSUHWDWLRQ ZKLFKFRXOGSRWHQWLDOO\UHVXOWLQWD[DXWKRULWLHVDVVHUWLQJDGGLWLRQDOWD[OLDELOLWLHV:KLOHRXU
LQFRPHWD[SURYLVLRQ EHQHILW LVEDVHGRQWKHEHVWLQIRUPDWLRQDYDLODEOHDWWKHWLPHDQXPEHURI\HDUVPD\HODSVHEHIRUHWKHXOWLPDWH
WD[OLDELOLWLHVLQWKHYDULRXVMXULVGLFWLRQVDUHGHWHUPLQHG
-XGJPHQWLVUHTXLUHGLQGHWHUPLQLQJZKHWKHUGHIHUUHGWD[DVVHWVZLOOEHUHDOL]HGLQIXOORULQSDUW0DQDJHPHQWDVVHVVHVWKHDYDLODEOH
SRVLWLYHDQGQHJDWLYHHYLGHQFHWRHVWLPDWHLIH[LVWLQJGHIHUUHGWD[DVVHWVZLOOEHXWLOL]HGDQGZKHQLWLVHVWLPDWHGWREHPRUHOLNHO\
WKDQQRWWKDWDOORUVRPHSRUWLRQRIVSHFLILFGHIHUUHGWD[DVVHWVVXFKDVQHWRSHUDWLQJORVVFDUU\IRUZDUGVRUIRUHLJQWD[FUHGLWFDUU\RYHUV
ZLOOQRWEHUHDOL]HGDYDOXDWLRQDOORZDQFHPXVWEHHVWDEOLVKHGIRUWKHDPRXQWRIWKHGHIHUUHGWD[DVVHWVWKDWDUHHVWLPDWHGWRQRWEH
UHDOL]DEOH)DFWRUVFRQVLGHUHGDUHHDUQLQJVJHQHUDWHGLQSUHYLRXVSHULRGVIRUHFDVWHGHDUQLQJVDQGWKHH[SLUDWLRQSHULRGRIFDUU\RYHUV
$VRI'HFHPEHUWKH&RPSDQ\KDGGHIHUUHGWD[DVVHWVRIPLOOLRQSULPDULO\DWWULEXWDEOHWR86IHGHUDOWD[HVUHODWHGWR
EDVLVGLIIHUHQFHVLQIL[HGDVVHWVIRUHLJQWD[FUHGLWFDUU\IRUZDUGVDQGQHWRSHUDWLQJORVVFDUU\IRUZDUGVDVZHOODVIRUHLJQQHWRSHUDWLQJ
ORVVHVIRUIRUHLJQMXULVGLFWLRQVIRUZKLFKDYDOXDWLRQDOORZDQFHRIPLOOLRQKDGEHHQUHFRUGHG  'XULQJWKH\HDUHQGHG'HFHPEHU
PDQDJHPHQWGHWHUPLQHGWKDWLWZDVPRUHOLNHO\WKDQQRWWKDWDSRUWLRQRIWKHGHIHUUHGWD[DVVHWVUHODWHGWREDVLVGLIIHUHQFHV
LQIL[HGDVVHWVDQGQHWRSHUDWLQJORVVFDUU\IRUZDUGVZRXOGEHUHDOL]HGDQGWKHUHIRUH PLOOLRQRIWKHYDOXDWLRQDOORZDQFHUHFRUGHG
LQSULRUSHULRGVZDVUHYHUVHG
,QFHUWDLQMXULVGLFWLRQVZHPD\GHHPWKHOLNHOLKRRGRIUHDOL]LQJGHIHUUHGWD[DVVHWVDVUHPRWHZKHUHZHH[SHFWWKDWGXHWRWKHVWUXFWXUH
RIRSHUDWLRQVDQGDSSOLFDEOHODZWKHRSHUDWLRQVLQVXFKMXULVGLFWLRQVZLOOQRWJLYHULVHWRIXWXUHWD[FRQVHTXHQFHV)RUVXFKMXULVGLFWLRQV
ZHKDYHQRWUHFRJQL]HGGHIHUUHGWD[DVVHWV  6KRXOGRXUH[SHFWDWLRQVFKDQJHUHJDUGLQJWKHH[SHFWHGIXWXUHWD[FRQVHTXHQFHVZHPD\
)
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EHUHTXLUHGWRUHFRUGDGGLWLRQDOGHIHUUHGWD[HVWKDWFRXOGKDYHDPDWHULDOHIIHFWRQRXUFRQVROLGDWHGILQDQFLDOSRVLWLRQDQGUHVXOWVRI
RSHUDWLRQV  $VRI'HFHPEHU ZHKDGQRWUHFRJQL]HGGHIHUUHGWD[DVVHWVUHODWHGWRRXU&RVW$FFRXQWLQWKH*DERQMXULVGLFWLRQ
$VGLVFXVVHGLQ1RWHWRWKH)LQDQFLDO6WDWHPHQWVDVDUHVXOWRIWKHEHQHILWVXQGHUWKH36&([WHQVLRQZKLFKZDVJUDQWHGLQ6HSWHPEHU
ZHGHWHUPLQHGWKDWLWZDVQRZPRUHOLNHO\WKDQQRWZHZRXOGUHFRYHURXU&RVW$FFRXQWDQGWKHUHIRUHZHUHFRUGHGDGHIHUUHG
WD[DVVHWRI PLOOLRQSULPDULO\ UHODWHGWRWKHH[FHVVRIWKH&RVW$FFRXQWRYHU WKHERRNEDVLVRIWKH(WDPH0DULQEORFNDVVHWV
Derivative instruments and hedging activities ± :HXVHGHULYDWLYHILQDQFLDOLQVWUXPHQWVWRDFKLHYHDPRUHSUHGLFWDEOHFDVKIORZIURP
RLOSURGXFWLRQE\UHGXFLQJRXUH[SRVXUHWRSULFHIOXFWXDWLRQV2XUGHULYDWLYHLQVWUXPHQWVDW'HFHPEHUFRQVLVWHGRIIL[HG
SULFHRLOSXWVZKLFKJLYHXVWKHRSWLRQWRVHOODFRQWUDFWHGYROXPHRIRLODWDFRQWUDFWHGSULFHRQDFRQWUDFWHGGDWHLQWKHIXWXUH
$OORIRXURLOSXWFRQWUDFWVZKLFKSURYLGHGIRUVHWWOHPHQWEDVHGXSRQUHSRUWHGWKH%UHQWSULFHKDGH[SLUHGDVRI'HFHPEHU
2XUGHULYDWLYHLQVWUXPHQWVDW'HFHPEHUFRQVLVWHGRIRLOVZDSVZKLFKUHTXLUHXVWRSD\DFRXQWHUSDUW\ZKHQWKHSULFHRIRLO
H[FHHGV SHUEDUUHODQGZKHUHWKHSULFHRIRLOIDOOVEHORZZHUHFHLYHDSD\PHQWIURPWKHFRXQWHUSDUW\
:HUHFRUGEDODQFHVUHVXOWLQJIURPFRPPRGLW\ULVNPDQDJHPHQWDFWLYLWLHVLQWKHFRQVROLGDWHGEDODQFHVKHHWVDVHLWKHUDVVHWVRU
OLDELOLWLHVPHDVXUHGDWIDLUYDOXH*DLQVDQGORVVHVIURPWKHFKDQJHLQIDLUYDOXHRIGHULYDWLYHLQVWUXPHQWVDQGFDVKVHWWOHPHQWVRQ
FRPPRGLW\GHULYDWLYHVDUHSUHVHQWHGLQWKH³2WKHUQHW´OLQHLWHPORFDWHGZLWKLQWKH³2WKHULQFRPH H[SHQVH ´VHFWLRQRIWKH
FRQVROLGDWHGVWDWHPHQWVRIRSHUDWLRQV   *DLQVDQGORVVHVIURPWKHFKDQJHLQIDLUYDOXHRIGHULYDWLYHLQVWUXPHQWVDQGFDVKVHWWOHPHQWV
RQFRPPRGLW\ GHULYDWLYHVDUHSUHVHQWHGLQWKH³&RPPRGLW\GHULYDWLYHV JDLQ ORVV´DQG³&DVKVHWWOHPHQWV SDLG UHFHLYHGRQPDWXUHG
GHULYDWLYHFRQWUDFWVQHW´OLQHVLWHPVORFDWHGDVDGMXVWPHQWVWRUHFRQFLOHQHWLQFRPH ORVV WRQHWFDVKSURYLGHGE\ XVHGLQ RSHUDWLQJ
DFWLYLWLHVRQWKHVWDWHPHQWVRIFRQVROLGDWHGFDVKIORZV:HSDLGQHWFDVKVHWWOHPHQWVRI PLOOLRQGXULQJWKH\HDUHQGHG'HFHPEHU
UHODWHGWRPDWXUHGGHULYDWLYHFRQWUDFWV:HUHFHLYHGFDVKVHWWOHPHQWVRI PLOOLRQGXULQJWKH\HDUHQGHG'HFHPEHU
UHODWHGWRPDWXUHGGHULYDWLYHFRQWUDFWV    
Fair value ± )DLUYDOXHLVGHILQHGDVWKHSULFHWKDWZRXOGEHUHFHLYHGWRVHOODQDVVHWRUWKHSULFHSDLGWRWUDQVIHUDOLDELOLW\LQDQ
RUGHUO\WUDQVDFWLRQEHWZHHQPDUNHWSDUWLFLSDQWVDWWKHPHDVXUHPHQWGDWH,QSXWVXVHGLQGHWHUPLQLQJIDLUYDOXHDUHFKDUDFWHUL]HG
DFFRUGLQJWRDKLHUDUFK\WKDWSULRULWL]HVWKRVHLQSXWVEDVHGRQWKHGHJUHHWRZKLFKWKH\DUHREVHUYDEOH7KHWKUHHLQSXWOHYHOVRIWKH
IDLUYDOXHKLHUDUFK\DUHDVIROORZV
/HYHO± ,QSXWVUHSUHVHQWTXRWHGSULFHVLQDFWLYHPDUNHWVIRULGHQWLFDODVVHWVRUOLDELOLWLHV IRUH[DPSOHH[FKDQJHWUDGHG
FRPPRGLW\GHULYDWLYHV 
/HYHO± ,QSXWVRWKHUWKDQTXRWHGSULFHVLQFOXGHGZLWKLQ/HYHOWKDWDUHREVHUYDEOHIRUWKHDVVHWRUOLDELOLW\HLWKHUGLUHFWO\RU
LQGLUHFWO\ IRUH[DPSOHTXRWHGPDUNHWSULFHVIRUVLPLODUDVVHWVRUOLDELOLWLHVLQDFWLYHPDUNHWVRUTXRWHGPDUNHWSULFHVIRU
LGHQWLFDODVVHWVRUOLDELOLWLHVLQPDUNHWVQRWFRQVLGHUHGWREHDFWLYHLQSXWVRWKHUWKDQTXRWHGSULFHVWKDWDUHREVHUYDEOHIRUWKH
DVVHWRUOLDELOLW\RUPDUNHWFRUURERUDWHGLQSXWV 
/HYHO± ,QSXWVWKDWDUHQRWREVHUYDEOHIURPREMHFWLYHVRXUFHVVXFKDVLQWHUQDOO\GHYHORSHGDVVXPSWLRQVXVHGLQSULFLQJDQ
DVVHWRUOLDELOLW\ IRUH[DPSOHDQHVWLPDWHRIIXWXUHFDVKIORZVXVHGLQRXULQWHUQDOO\GHYHORSHGSUHVHQWYDOXHRIIXWXUHFDVK
IORZVPRGHOWKDWXQGHUOLHVWKHIDLUYDOXHPHDVXUHPHQW 
Fair value of financial instruments ± 2XUFXUUHQWDVVHWVDQGOLDELOLWLHVLQFOXGHILQDQFLDOLQVWUXPHQWVVXFKDVFDVKDQGFDVK
HTXLYDOHQWVUHVWULFWHGFDVKDFFRXQWVUHFHLYDEOHGHULYDWLYHDVVHWVDQGOLDELOLWLHVDFFRXQWVSD\DEOHOLDELOLWLHVIRUVWRFNDSSUHFLDWLRQ
ULJKWV ³6$5V´ DQGJXDUDQWHH$VGLVFXVVHGIXUWKHULQ1RWHGHULYDWLYHDVVHWVDQGOLDELOLWLHVDUHPHDVXUHGDQGUHSRUWHGDWIDLU YDOXH
HDFKSHULRGZLWKFKDQJHVLQIDLUYDOXHUHFRJQL]HGLQQHWLQFRPH7KHGHULYDWLYHDVVHWFRPPRGLW\VZDSVUHIHUHQFHGEHORZDUHUHSRUWHG
RQWKHFRQVROLGDWHGEDODQFHVKHHWRQOLQHLWHP³3UHSD\PHQWVDQGRWKHU´  6$5VOLDELOLWLHVDUHPHDVXUHDQGUHSRUWHGDW IDLUYDOXHXVLQJ
OHYHOLQSXWVHDFKSHULRGZLWKFKDQJHVLQIDLUYDOXHUHFRJQL]HGLQQHWLQFRPH  7KHFXUUHQWSRUWLRQRIWKH6$5VOLDELOLWLHVLVUHSRUWHG
RQWKHFRQVROLGDWHGEDODQFHVKHHWRQOLQHLWHP³$FFUXHGOLDELOLWLHVDQGRWKHU´ZKLOHWKHORQJWHUPSRUWLRQLVORFDWHGRQWKHOLQHLWHP
³2WKHUORQJWHUPOLDELOLWLHV´  :LWKUHVSHFWWRRXURWKHUILQDQFLDOLQVWUXPHQWVLQFOXGHGLQFXUUHQWDVVHWVDQGOLDELOLWLHVWKHFDUU\LQJ
YDOXHRIHDFKILQDQFLDOLQVWUXPHQWDSSUR[LPDWHVIDLUYDOXHSULPDULO\GXHWRWKHVKRUWWHUPPDWXULW\RIWKHVHLQVWUXPHQWV

)
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General and administrative related to shareholder matters ± $PRXQWVUHODWHGWRVKDUHKROGHUPDWWHUVIRUWKH\HDUHQGHG'HFHPEHU
UHODWHV WRFRVWVLQFXUUHGUHODWHGWRVKDUHKROGHUOLWLJDWLRQWKDWZDVVHWWOHGLQ  )RUWKHDPRXQWVDOVRLQFOXGHWKH
RIIVHWWLQJLQVXUDQFHSURFHHGVUHODWHGWRWKHVHPDWWHUV
Other, net ± ³2WKHUQHW´LQQRQRSHUDWLQJLQFRPHDQGH[SHQVHVLQFOXGHVJDLQVDQGORVVHVIURPGHULYDWLYHVDQGIRUHLJQFXUUHQF\
WUDQVDFWLRQVDVGLVFXVVHGDERYH  ,QDGGLWLRQ³2WKHUQHW´IRUWKH\HDUHQGHG'HFHPEHULQFOXGHV PLOOLRQUHODWHGWRWKH
UHYHUVDORIDFFUXDOVIRUOLDELOLWLHVZHDUHQRORQJHUREOLJDWHGWRSD\
1(:$&&2817,1*67$1'$5'6
Not Yet Adopted
,Q$XJXVWWKH)LQDQFLDO$FFRXQWLQJ6WDQGDUGV%RDUG ³)$6%´ LVVXHG$68,QWDQJLEOHV *RRGZLOODQG2WKHU
,QWHUQDO8VH6RIWZDUH 7RSLF &XVWRPHU V$FFRXQWLQJIRU,PSOHPHQWDWLRQ&RVWV,QFXUUHGLQD&ORXG&RPSXWLQJ$UUDQJHPHQW
7KDWLVD6HUYLFH&RQWUDFWZKLFKUHTXLUHVDFXVWRPHULQDFORXGFRPSXWLQJDUUDQJHPHQWWKDWLVDVHUYLFHFRQWUDFWWRIROORZWKH
LQWHUQDOXVHVRIWZDUHJXLGDQFHLQ$FFRXQWLQJ6WDQGDUGV&RGLILFDWLRQ ³$6&´ ,QWDQJLEOHV *RRGZLOODQG2WKHULQPDNLQJWKH
GHWHUPLQDWLRQDVWRZKLFKLPSOHPHQWDWLRQFRVWVDUHWREHFDSLWDOL]HGDVDVVHWVDQGZKLFKFRVWVDUHWREHH[SHQVHGDVLQFXUUHG7KH
QHZVWDQGDUGLVHIIHFWLYHIRUILVFDO\HDUVDQGLQWHULPSHULRGVZLWKLQWKRVHILVFDO\HDUVEHJLQQLQJDIWHU'HFHPEHU(DUO\
DGRSWLRQLVSHUPLWWHGDQGDQHQWLW\FDQHOHFWWRDSSO\WKHQHZJXLGDQFHRQDSURVSHFWLYHRUUHWURVSHFWLYHEDVLV7KH&RPSDQ\ LV
FXUUHQWO\HYDOXDWLQJWKHLPSDFWRIDGRSWLQJWKLVJXLGDQFH
,Q$XJXVWWKH)$6%LVVXHG$68)DLU9DOXH0HDVXUHPHQW 7RSLF 'LVFORVXUH)UDPHZRUN± &KDQJHVWRWKH
'LVFORVXUH5HTXLUHPHQWVIRU)DLU9DOXH0HDVXUHPHQW ³$68´ 7KLV$68PRGLILHVWKHGLVFORVXUHUHTXLUHPHQWVIRUIDLU
YDOXHPHDVXUHPHQWV$68UHPRYHVWKHUHTXLUHPHQWWRGLVFORVH  WKHDPRXQWRIDQGUHDVRQVIRUWUDQVIHUVEHWZHHQ/HYHO
DQG/HYHORIWKHIDLUYDOXHKLHUDUFK\  WKHSROLF\IRUWLPLQJRIWUDQVIHUVEHWZHHQOHYHOVDQG  WKHYDOXDWLRQSURFHVVHVIRU/HYHO
IDLUYDOXHPHDVXUHPHQWV$68UHTXLUHVGLVFORVXUHRIFKDQJHVLQXQUHDOL]HGJDLQVDQGORVVHVIRUWKHSHULRGLQFOXGHGLQRWKHU
FRPSUHKHQVLYHLQFRPH ORVV IRUUHFXUULQJ/HYHOIDLUYDOXHPHDVXUHPHQWVKHOGDWWKHHQGRIWKHUHSRUWLQJSHULRGDQGWKHUDQJHDQG
ZHLJKWHGDYHUDJHRIVLJQLILFDQWXQREVHUYDEOHLQSXWVXVHGWRGHYHORS/HYHOIDLUYDOXHPHDVXUHPHQWV)RUDOOHQWLWLHV$68LV
HIIHFWLYHIRUILVFDO\HDUVEHJLQQLQJDIWHU'HFHPEHUDQGLQWHULPSHULRGVZLWKLQWKRVHILVFDO\HDUV:HDUHFXUUHQWO\ HYDOXDWLQJ
WKHHIIHFWWKDWWKLVJXLGDQFHZLOOKDYHRQRXUFRQVROLGDWHGILQDQFLDOVWDWHPHQWVDQGGLVFORVXUHV
,Q-XQHWKH)$6%LVVXHG$681R)LQDQFLDO,QVWUXPHQWV± &UHGLW/RVVHV 7RSLF 0HDVXUHPHQWRI&UHGLW/RVVHV
RQ)LQDQFLDO,QVWUXPHQWV ³$68´ UHODWHGWRWKHFDOFXODWLRQRIFUHGLWORVVHVRQILQDQFLDOLQVWUXPHQWV$OOILQDQFLDO
LQVWUXPHQWVQRWDFFRXQWHGIRUDWIDLUYDOXHZLOOEHLPSDFWHGLQFOXGLQJRXUWUDGHDQGMRLQWYHQWXUHRZQHUVUHFHLYDEOHV$OORZDQFHVDUH
WREHPHDVXUHGXVLQJDFXUUHQWH[SHFWHGFUHGLWORVVPRGHODVRIWKHUHSRUWLQJGDWHZKLFKLVEDVHGRQKLVWRULFDOH[SHULHQFHFXUUHQW
FRQGLWLRQVDQGUHDVRQDEOHDQGVXSSRUWDEOHIRUHFDVWV7KLVLVVLJQLILFDQWO\GLIIHUHQWIURPWKHFXUUHQWPRGHOZKLFKLQFUHDVHVWKH
DOORZDQFHZKHQORVVHVDUHSUREDEOH7KLVFKDQJHLVHIIHFWLYHIRUDOOSXEOLFFRPSDQLHVIRUILVFDO\HDUVEHJLQQLQJDIWHU'HFHPEHU
LQFOXGLQJLQWHULPSHULRGVZLWKLQWKRVHILVFDO\HDUVDQGZLOOEHDSSOLHGZLWKDFXPXODWLYHHIIHFWDGMXVWPHQWWRUHWDLQHGHDUQLQJV
DVRIWKHEHJLQQLQJ RIWKHILUVWUHSRUWLQJSHULRGLQZKLFKWKHJXLGDQFHLVHIIHFWLYH:HDUHFXUUHQWO\HYDOXDWLQJWKHSURYLVLRQVRI$68
DQGDUHDVVHVVLQJLWVSRWHQWLDOLPSDFWRQRXUILQDQFLDOSRVLWLRQUHVXOWVRIRSHUDWLRQVFDVKIORZVDQGUHODWHGGLVFORVXUHV
,Q)HEUXDU\WKH)$6%LVVXHG$681R/HDVHV ³$68´ ZKLFKDPHQGVWKHDFFRXQWLQJVWDQGDUGVIRUOHDVHV 
7KLVDFFRXQWLQJVWDQGDUGZDVIXUWKHUFODULILHGE\$68&RGLILFDWLRQ,PSURYHPHQWV WR7RSLF DQG$68/HDVHV
)
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7DUJHWHG,PSURYHPHQWVERWKRIZKLFKZHUHLVVXHGLQ-XO\WRJHWKHU ³7RSLF´   7RSLFUHWDLQVDGLVWLQFWLRQEHWZHHQ
ILQDQFHOHDVHVDQGRSHUDWLQJOHDVHV7KHSULPDU\FKDQJHLVWKHUHFRJQLWLRQRIOHDVHDVVHWVDQGOHDVHOLDELOLWLHVE\OHVVHHVIRUWKRVH
OHDVHVFODVVLILHGDVRSHUDWLQJOHDVHVRQWKHEDODQFHVKHHW7KHFODVVLILFDWLRQFULWHULDIRUGLVWLQJXLVKLQJEHWZHHQILQDQFHOHDVHV DQG
RSHUDWLQJOHDVHVDUHVXEVWDQWLDOO\VLPLODUWRWKHFODVVLILFDWLRQFULWHULDIRUGLVWLQJXLVKLQJEHWZHHQFDSLWDOOHDVHVDQGRSHUDWLQJOHDVHVLQ
WKHSUHYLRXVJXLGDQFH&HUWDLQDVSHFWVRIOHDVHDFFRXQWLQJKDYHEHHQVLPSOLILHGDQGDGGLWLRQDOTXDOLWDWLYHDQGTXDQWLWDWLYHGLVFORVXUHV
DUHUHTXLUHGDORQJZLWKVSHFLILFTXDQWLWDWLYHGLVFORVXUHVUHTXLUHGE\OHVVHHVDQGOHVVRUVWRPHHWWKHREMHFWLYHRIHQDEOLQJXVHUVRI
ILQDQFLDOVWDWHPHQWVWRDVVHVVWKHDPRXQWWLPLQJDQGXQFHUWDLQW\RIFDVKIORZVDULVLQJIURPOHDVHV7KHDPHQGPHQWVDUHHIIHFWLYHIRU
ILVFDO\HDUVEHJLQQLQJDIWHU'HFHPEHULQFOXGLQJLQWHULPSHULRGVZLWKLQWKRVHILVFDO\HDUVZLWKHDUO\DSSOLFDWLRQSHUPLWWHG
,QWUDQVLWLRQOHVVHHVDQGOHVVRUVPD\XVHHLWKHUDSURVSHFWLYHDSSURDFKLQZKLFKWKH\UHFRJQL]HDQGPHDVXUHOHDVHVDWWKHGDWHRI
DGRSWLRQDQGUHFRJQL]HDFXPXODWLYHHIIHFWDGMXVWPHQWWRWKHRSHQLQJEDODQFHRIUHWDLQHGHDUQLQJVRUWKH\PD\XVHDPRGLILHG
UHWURVSHFWLYHDSSURDFKLQZKLFKOHDVHVDUHUHFRJQL]HGDQGPHDVXUHGDWWKHEHJLQQLQJRIWKHHDUOLHVWSHULRGSUHVHQWHG:HLQWHQGWRXVH
WKHSURVSHFWLYHDSSURDFKZKHQZHDGRSWWKHQHZVWDQGDUGHIIHFWLYH-DQXDU\  /HDVHVZLWKWHUPVJUHDWHUWKDQPRQWKV
ZKLFKDUHFXUUHQWO\WUHDWHGDVRSHUDWLQJOHDVHVZLOOEHFDSLWDOL]HG7KHDGRSWLRQRIWKLVVWDQGDUGZLOOUHVXOWLQWKHUHFRUGLQJRIDULJKW
RIXVHDVVHWUHODWHGWRFHUWDLQRIRXURSHUDWLQJOHDVHVZLWKDFRUUHVSRQGLQJOHDVHOLDELOLW\7KLVZLOOUHVXOWLQDVLJQLILFDQWLQFUHDVHLQ
WRWDODVVHWVDQGOLDELOLWLHVDQGDGHFUHDVHLQZRUNLQJFDSLWDO  ,QFRQQHFWLRQZLWKRXULPSOHPHQWDWLRQSODQZHKDYHUHYLHZHG RXUOHDVH
FRQWUDFWVDQGDUHHYDOXDWLQJRWKHUFRQWUDFWVWRLGHQWLI\HPEHGGHGOHDVHVWRGHWHUPLQHWKHDSSURSULDWHDFFRXQWLQJWUHDWPHQW  7KHPRVW
VLJQLILFDQWOHDVHZHFXUUHQWO\KDYHLVUHODWHGWRWKH)362DVIXUWKHUGLVFXVVHGLQ1RWHDQGZHDUHILQDOL]LQJWKHHYDOXDWLRQRIWKDW
OHDVH /HDVHSD\PHQWVUHIOHFWHGLQ WKHWDEOHLQ1RWHUHSUHVHQWWKHPLQLPXPDPRXQWVGXH  7KHQHZOHDVLQJVWDQGDUGUHTXLUHV
FDSLWDOL]DWLRQEDVHGRQWKHH[SHFWHGWHUPRIWKLVOHDVHZKLFKPD\RU PD\QRWH[WHQGEH\RQGWKHPLQLPXPSHULRG  :KLOHZHPD\
H[HUFLVHRXUULJKWWRWHUPLQDWHWKHFRQWUDFWDVHDUO\DV6HSWHPEHUWKHPLQLPXPOHDVHSHULRGWKH)362FKDUWHUHQGVLQ
6HSWHPEHU
Adopted
,Q0D\WKH)$6%LVVXHG$681R5HYHQXHIURP&RQWUDFWVZLWK&XVWRPHUV 7RSLF  ³$68´   
%HJLQQLQJ-DQXDU\ZHDGRSWHG$681RDQGWKHUHODWHGDGGLWLRQDOJXLGDQFHSURYLGHGXQGHU$681R
DQG WRJHWKHUZLWK$68³5HYHQXH5HFRJQLWLRQ$68´ 7KLVQHZVWDQGDUGUHSODFHGPRVWH[LVWLQJUHYHQXH
UHFRJQLWLRQJXLGDQFHLQ86*$$37KH FRUHSULQFLSOHRIWKH5HYHQXH5HFRJQLWLRQ$68UHTXLUHVFRPSDQLHVWRUHHYDOXDWHZKHQ
UHYHQXHLVUHFRUGHGRQDWUDQVDFWLRQEDVHGXSRQQHZO\GHILQHGFULWHULDHLWKHUDWDSRLQWLQWLPHRURYHUWLPHDVJRRGVRUVHUYLFHVDUH
GHOLYHUHG7KH$68UHTXLUHVDGGLWLRQDOGLVFORVXUHDERXWWKHQDWXUHDPRXQWWLPLQJDQGXQFHUWDLQW\RIUHYHQXHDQGFDVKIORZVDULVLQJ
IURPFXVWRPHUFRQWUDFWVLQFOXGLQJVLJQLILFDQWMXGJPHQWVDQGHVWLPDWHVDQGFKDQJHVLQWKRVHHVWLPDWHV:HDGRSWHGWKH5HYHQXH
5HFRJQLWLRQ$68YLDWKHPRGLILHGUHWURVSHFWLYHWUDQVLWLRQPHWKRGWDNLQJDGYDQWDJHRIWKHDOORZHGSUDFWLFDOH[SHGLHQWWKDWVWDWHVZH
DUHQRWUHTXLUHGWRGLVFORVHWKHWUDQVDFWLRQSULFHDOORFDWHGWRUHPDLQLQJSHUIRUPDQFHREOLJDWLRQVLIWKHYDULDEOHFRQVLGHUDWLRQLV
DOORFDWHGHQWLUHO\WRD ZKROO\XQVDWLVILHGSHUIRUPDQFHREOLJDWLRQ7KLVVWDQGDUGDSSOLHVWRUHYHQXHVIURPFRQWUDFWVZLWKFXVWRPHUV  ,Q
DGGLWLRQZHUHFRJQL]HRWKHULWHPVIURPFDUULHGLQWHUHVWUHFRXSPHQWDQGUR\DOWLHVSDLGZKLFKDUHUHSRUWHGLQUHYHQXHVEXWDUH QRW
FRQVLGHUHGWR EHUHYHQXHVIURPFRQWUDFWVZLWKFXVWRPHUV  )RUUHYHQXHVIURPFRQWUDFWVZLWKFXVWRPHUVDGRSWLRQRIWKLVVWDQGDUGGLG
QRWUHVXOWLQDFKDQJHLQWKHWLPLQJRUDPRXQWRIUHYHQXHUHFRJQL]HGDQGWKHUHIRUHWKHDGRSWLRQRIWKLVVWDQGDUGGLGQRWKDYHD
PDWHULDO LPSDFWRQRXUILQDQFLDOSRVLWLRQUHVXOWVRIRSHUDWLRQVGHEWFRYHQDQWVRUEXVLQHVVSUDFWLFHV  7KHDGRSWLRQGLGUHVXOWLQ
H[SDQGHGGLVFORVXUHVUHODWHGWRWKHQDWXUHRIRXUVDOHVFRQWUDFWVDQGRWKHUPDWWHUVUHODWHGWRUHYHQXHVDQGWKHDFFRXQWLQJIRUUHYHQXHV
ZKLFKDUHUHIOHFWHGLQ1RWH  ,QDGGLWLRQZHLPSOHPHQWHGQHZLQWHUQDOFRQWUROVDQGSURFHGXUHVDVVRFLDWHGZLWKUHYHQXHUHFRJQLWLRQ
DQGGLVFORVXUHVUHODWHGWRUHYHQXHV
,Q1RYHPEHUWKH)$6%LVVXHG$681RZKLFKUHTXLUHVWKDWDVWDWHPHQWRIFDVKIORZVH[SODLQWKHFKDQJHGXULQJWKH
SHULRGLQWKHWRWDORIFDVKFDVKHTXLYDOHQWVDQGDPRXQWVJHQHUDOO\GHVFULEHGDVUHVWULFWHGFDVKRUUHVWULFWHGFDVKHTXLYDOHQWV 
7KHUHIRUHDPRXQWVJHQHUDOO\GHVFULEHGDVUHVWULFWHGFDVKDQGUHVWULFWHGFDVKHTXLYDOHQWVVKRXOGEHLQFOXGHGZLWKFDVKDQGFDVK
HTXLYDOHQWVZKHQUHFRQFLOLQJWKHEHJLQQLQJRISHULRGDQGHQGRISHULRGWRWDODPRXQWVVKRZQRQWKHVWDWHPHQWRIFDVKIORZV:H
DGRSWHG$68EHJLQQLQJ-DQXDU\ZLWKUHWURDFWLYHDSSOLFDWLRQWRSULRUSHULRGV'XHWRWKHQDWXUHRIWKLVDFFRXQWLQJ
VWDQGDUGVXSGDWHWKLVKDGDQLPSDFWRQLWHPVUHSRUWHGLQRXUFRQVROLGDWHGVWDWHPHQWVRIFDVKIORZVDQGUHODWHGGLVFORVXUHVEXWQR
LPSDFWRQRXUILQDQFLDOSRVLWLRQDQGUHVXOWVRIRSHUDWLRQV
7KHIROORZLQJWDEOHVSURYLGHVDUHFRQFLOLDWLRQRIFDVKFDVKHTXLYDOHQWVDQGUHVWULFWHGFDVKUHSRUWHGZLWKLQWKHFRQVROLGDWHGEDODQFH
VKHHWVWRWKHDPRXQWVVKRZQLQWKHFRQVROLGDWHGVWDWHPHQWVRIFDVKIORZV
'HFHPEHU



(in thousands)

&DVKDQGFDVKHTXLYDOHQWV

5HVWULFWHGFDVK FXUUHQW
5HVWULFWHGFDVK QRQFXUUHQW
$EDQGRQPHQWIXQGLQJ
7RWDOFDVKFDVKHTXLYDOHQWVDQGUHVWULFWHGFDVKVKRZQLQWKHFRQVROLGDWHGVWDWHPHQWVRIFDVKIORZV 

















,Q0D\WKH)$6%LVVXHG$681R&RPSHQVDWLRQ± 6WRFN&RPSHQVDWLRQ 7RSLF 6FRSHRI0RGLILFDWLRQ
$FFRXQWLQJ ³$68´ WRFODULI\ZKHQWRDFFRXQWIRUDFKDQJHWRWKHWHUPVRUFRQGLWLRQVRIDVKDUHEDVHGSD\PHQWDZDUGDVD
PRGLILFDWLRQ8QGHU$68PRGLILFDWLRQDFFRXQWLQJLVUHTXLUHGRQO\LIWKHIDLUYDOXHWKHYHVWLQJFRQGLWLRQVRUWKH
)
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FODVVLILFDWLRQRIWKHDZDUG DVHTXLW\RUOLDELOLW\ FKDQJHVDVDUHVXOWRIWKHFKDQJHLQWHUPVRUFRQGLWLRQV7KHDPHQGPHQWV LQ$68
DUHHIIHFWLYHIRUDOOHQWLWLHVIRULQWHULPDQGDQQXDOUHSRUWLQJSHULRGVEHJLQQLQJDIWHU'HFHPEHU  7KHDPHQGPHQWV
LQWKLVXSGDWHDUHWREHDSSOLHGSURVSHFWLYHO\WRDQDZDUGPRGLILHGRQRUDIWHUWKHDGRSWLRQGDWH7KHDGRSWLRQRI$68KDV
QRWKDGDPDWHULDOLPSDFWRQRXUILQDQFLDOSRVLWLRQUHVXOWVRIRSHUDWLRQVFDVKIORZVDQGUHODWHGGLVFORVXUHV
,Q-DQXDU\WKH)$6%LVVXHG$681R%XVLQHVV&RPELQDWLRQV 7RSLF &ODULI\LQJWKH'HILQLWLRQRID%XVLQHVV
³$68´ 7KHSXUSRVHRIWKHDPHQGPHQWLVWRFODULI\WKHGHILQLWLRQRIDEXVLQHVVZLWKWKHREMHFWLYHRIDGGLQJJXLGDQFHWR
DVVLVWHQWLWLHVZLWKHYDOXDWLQJZKHWKHUWUDQVDFWLRQVVKRXOGEHDFFRXQWHGIRUDVDFTXLVLWLRQV RUGLVSRVDOV RIDVVHWVRUEXVLQHVVHV)RU
SXEOLFHQWLWLHVWKHDPHQGPHQWVLQ$68DUHHIIHFWLYHIRULQWHULPDQGDQQXDOUHSRUWLQJSHULRGVEHJLQQLQJDIWHU'HFHPEHU
7KHDPHQGPHQWVLQWKLVXSGDWHDUHWREHDSSOLHGSURVSHFWLYHO\WRDFTXLVLWLRQVDQGGLVSRVDOVFRPSOHWHGRQRUDIWHUWKHHIIHFWLYH
GDWHZLWKQRGLVFORVXUHVUHTXLUHGDWWUDQVLWLRQ7KHDGRSWLRQRI$68KDVQRWKDGDPDWHULDOLPSDFWRQRXUILQDQFLDOSRVLWLRQ
UHVXOWVRIRSHUDWLRQVFDVKIORZVDQGUHODWHGGLVFORVXUHV
,Q$XJXVWWKH)$6%LVVXHG$681R6WDWHPHQWRI&DVK)ORZV 7RSLF &ODVVLILFDWLRQRI&HUWDLQ&DVK5HFHLSWV
DQG&DVK3D\PHQWV ³$68´ UHODWHGWRKRZFHUWDLQFDVKUHFHLSWVDQGSD\PHQWVDUHSUHVHQWHGDQGFODVVLILHGLQWKHVWDWHPHQW
RIFDVKIORZV7KHVHFDVKIORZLVVXHVLQFOXGHGHEWSUHSD\PHQWRUH[WLQJXLVKPHQWFRVWVVHWWOHPHQWRI]HURFRXSRQGHEWFRQWLQJHQW
FRQVLGHUDWLRQSD\PHQWVPDGHDIWHUDEXVLQHVVFRPELQDWLRQSURFHHGVIURPWKHVHWWOHPHQWRILQVXUDQFHFODLPVGLVWULEXWLRQVUHFHLYHG
IURPHTXLW\PHWKRGLQYHVWHHVEHQHILFLDOLQWHUHVWVLQVHFXULWL]DWLRQWUDQVDFWLRQVDQGVHSDUDWHO\LGHQWLILDEOHFDVKIORZV$68
LVHIIHFWLYHIRUILVFDO\HDUVEHJLQQLQJDIWHU'HFHPEHUDQGLQWHULPSHULRGVZLWKLQWKRVHILVFDO\HDUV7KHDGRSWLRQRI$68
KDVQRWKDGDPDWHULDOLPSDFWRQRXUILQDQFLDOSRVLWLRQUHVXOWVRIRSHUDWLRQVFDVKIORZVDQGUHODWHGGLVFORVXUHV
$&48,6,7,216$1'',6326,7,216
Sojitz Acquisition
2Q1RYHPEHUZHFORVHGRQWKHSXUFKDVHRIDQDGGLWLRQDOZRUNLQJLQWHUHVW SDUWLFLSDWLQJLQWHUHVW LQWKH (WDPH
0DULQEORFNORFDWHGRIIVKRUHWKH5HSXEOLFRI*DERQIURP6RMLW](WDPH/LPLWHG ³6RMLW]´ ZKLFKUHSUHVHQWVDOOLQWHUHVWRZQHGE\
6RMLW]LQWKHFRQFHVVLRQ7KHDFTXLVLWLRQKDGDQHIIHFWLYHGDWHRI$XJXVWDQGZDVIXQGHGZLWKFDVKRQKDQG
7KHDFWXDOLPSDFWRIWKH6RMLW]DFTXLVLWLRQZDVDQLQFUHDVHWR³7RWDOUHYHQXHV´LQWKHFRQVROLGDWHGVWDWHPHQWRIRSHUDWLRQVRI
PLOOLRQIRUWKH\HDUHQGHG'HFHPEHUDQGDPLQLPDOGHFUHDVHWR³1HWORVV´LQWKHFRQVROLGDWHGVWDWHPHQWRIRSHUDWLRQV IRU WKH
\HDUHQGHG'HFHPEHU
Sale of Certain U.S. Properties
,Q'HFHPEHUZHFRPSOHWHGWKHVDOHRIRXULQWHUHVWVLQWZRZHOOVLQWKH+HIOH\ILHOGLQ1RUWK7H[DVIRUPLOOLRQUHVXOWLQJLQ
DPLQLPDOORVV  ,Q$SULOZHFRPSOHWHGWKHVDOHRIRXULQWHUHVWVLQWKH(DVW3RSODU'RPHILHOGLQ0RQWDQDIRU PLOOLRQ
UHVXOWLQJLQDJDLQRIDSSUR[LPDWHO\ PLOOLRQUHSRUWHGRQWKHOLQH³2WKHURSHUDWLQJLQFRPH H[SHQVH QHW´LQRXUUHVXOWVRI
RSHUDWLRQVIRU WKH\HDUHQGHG'HFHPEHU 
Discontinued Operations - Angola
,Q1RYHPEHUZHVLJQHGDSURGXFWLRQVKDULQJFRQWUDFWIRU%ORFNRIIVKRUH$QJROD ³36$´ 2XUZRUNLQJLQWHUHVWLVDQG
ZHFDUU\6RQDQJRO3 3IRURIWKHZRUNSURJUDP  2Q6HSWHPEHUZHQRWLILHG6RQDQJRO3 3WKDWZHZHUH
ZLWKGUDZLQJIURPWKHMRLQWRSHUDWLQJDJUHHPHQWHIIHFWLYH2FWREHU2Q1RYHPEHUZHQRWLILHGWKHQDWLRQDO
FRQFHVVLRQDLUH6RQDQJRO(3WKDWZHZHUHZLWKGUDZLQJIURPWKH36$)XUWKHUWRWKHGHFLVLRQWRZLWKGUDZIURP$QJRODZHKDYH
WDNHQDFWLRQVWRFORVHRXURIILFHLQ$QJRODDQGUHGXFHIXWXUHDFWLYLWLHVLQ$QJROD$VDUHVXOWRIWKLVVWUDWHJLFVKLIWZHFODVVLILHGDOOWKH
UHODWHGDVVHWVDQGOLDELOLWLHVDVWKRVHRIGLVFRQWLQXHGRSHUDWLRQVLQWKHFRQVROLGDWHGEDODQFHVKHHWV7KHRSHUDWLQJUHVXOWVRIWKH$QJROD
VHJPHQWKDYHEHHQFODVVLILHGDVGLVFRQWLQXHGRSHUDWLRQVIRUDOOSHULRGVSUHVHQWHGLQRXUFRQVROLGDWHGVWDWHPHQWVRIRSHUDWLRQV:H
VHJUHJDWHGWKHFDVKIORZVDWWULEXWDEOHWRWKH$QJRODVHJPHQWIURPWKHFDVKIORZVIURPFRQWLQXLQJRSHUDWLRQVIRUDOOSHULRGVSUHVHQWHG
LQRXUFRQVROLGDWHGVWDWHPHQWVRIFDVKIORZV7KHIROORZLQJWDEOHVVXPPDUL]HVHOHFWHGILQDQFLDOLQIRUPDWLRQUHODWHGWRWKH$QJROD
VHJPHQWDVVHWVDQGOLDELOLWLHVDVRI'HFHPEHU DQGDQGLWVUHVXOWVRIRSHUDWLRQVIRUWKH\HDUVHQGHG'HFHPEHU
DQG

)
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Summarized Results of Discontinued Operations
<HDU(QGHG'HFHPEHU


2SHUDWLQJFRVWVDQGH[SHQVHV
([SORUDWLRQH[SHQVH
'HSUHFLDWLRQGHSOHWLRQDQGDPRUWL]DWLRQ
*HQHUDODQGDGPLQLVWUDWLYHH[SHQVH
%DGGHEWUHFRYHU\DQGRWKHU
7RWDORSHUDWLQJFRVWVH[SHQVHVDQG UHFRYHU\
2WKHURSHUDWLQJORVVQHW
2SHUDWLQJ ORVV
2WKHULQFRPH H[SHQVH 
,QWHUHVWLQFRPH
2WKHUQHW
7RWDORWKHULQFRPH H[SHQVH
/RVVIURPGLVFRQWLQXHGRSHUDWLRQVEHIRUHLQFRPHWD[HV
,QFRPHWD[H[SHQVH




(in thousands)

²
²

²

²




²
²

²

²


²



²

/RVVIURPGLVFRQWLQXHGRSHUDWLRQV






















²












Assets and Liabilities Attributable to Discontinued Operations
$VRI'HFHPEHU



(in thousands)

$66(76
$FFRXQWVZLWKMRLQWYHQWXUHRZQHUV
7RWDOFXUUHQWDVVHWV
7RWDODVVHWV




/,$%,/,7,(6
&XUUHQWOLDELOLWLHV
$FFRXQWVSD\DEOH
$FFUXHGOLDELOLWLHVDQGRWKHU
7RWDOFXUUHQWOLDELOLWLHV
7RWDOOLDELOLWLHV






























Drilling Obligation
8QGHUWKH36$ZH DQGWKHRWKHUSDUWLFLSDWLQJLQWHUHVWRZQHU6RQDQJRO3 3ZHUHREOLJDWHGWRSHUIRUPH[SORUDWLRQDFWLYLWLHVWKDW
LQFOXGHGVSHFLILHGVHLVPLFDFWLYLWLHVDQGGULOOLQJDVSHFLILHGQXPEHURIZHOOVGXULQJHDFKRIWKHH[SORUDWLRQSKDVHVLGHQWLILHGLQWKH
36$7KHVSHFLILHGVHLVPLFDFWLYLWLHVZHUHFRPSOHWHGDQGRQHZHOOWKH.LQGHOHZHOOZDVGULOOHGLQ7KH36$SURYLGHVD
VWLSXODWHGSD\PHQWRIPLOOLRQIRUHDFKH[SORUDWLRQZHOOIRUZKLFKDGULOOLQJREOLJDWLRQUHPDLQVXQGHU WKHWHUPVRIWKH36$RI
ZKLFKRXUSDUWLFLSDWLQJLQWHUHVWVKDUHZRXOGEHPLOOLRQSHUZHOO:HKDYHUHIOHFWHGDQDFFUXDORIPLOOLRQIRUDSRWHQWLDO
SD\PHQWDVRI'HFHPEHUDQGUHVSHFWLYHO\ZKLFKUHSUHVHQWVZKDWZHEHOLHYHWREHWKHPD[LPXPSRWHQWLDODPRXQW
DWWULEXWDEOHWR9$$/&2$QJROD¶VLQWHUHVWXQGHUWKH36$
Other Matters – Joint Owner Receivable
7KHJRYHUQPHQWDVVLJQHGZRUNLQJLQWHUHVWMRLQWRZQHUZDVGHOLQTXHQWLQSD\LQJWKHLUVKDUHRIWKHFRVWVVHYHUDOWLPHVLQDQGZDV
UHPRYHGIURPWKHSURGXFWLRQVKDULQJFRQWUDFWLQE\DJRYHUQPHQWDOGHFUHH(IIRUWVWRFROOHFWIURPWKHGHIDXOWHGMRLQWYHQWXUH
RZQHUZHUHDEDQGRQHGLQ7KHDYDLODEOHZRUNLQJLQWHUHVWLQ%ORFNRIIVKRUH$QJRODZDVDVVLJQHGWR6RQDQJRO3 3
HIIHFWLYHRQ-DQXDU\:HLQYRLFHG6RQDQJRO3 3IRUWKHXQSDLGGHOLQTXHQWDPRXQWVIURPWKHGHIDXOWHGMRLQWYHQWXUHRZQHU
SOXVWKHDPRXQWVLQFXUUHGGXULQJWKHSHULRGSULRUWRDVVLJQPHQWRIWKHZRUNLQJLQWHUHVWWRWDOLQJ PLOOLRQSOXVLQWHUHVWLQ$SULO
%HFDXVHWKLVDPRXQWZDVQRWSDLGDQG6RQDQJRO3 3ZDVVORZLQSD\LQJPRQWKO\FDVKFDOOLQYRLFHVVLQFHWKHLUDVVLJQPHQWZH
SODFHG6RQDQJRO3 3LQGHIDXOWLQWKHILUVWTXDUWHURI
2Q0DUFKZHUHFHLYHGDPLOOLRQSD\PHQWIURP6RQDQJRO3 3IRUWKHIXOODPRXQWRZHGXVDVRI'HFHPEHU
LQFOXGLQJWKHPLOOLRQRISUHDVVLJQPHQWFRVWVDQGGHIDXOWLQWHUHVWRIPLOOLRQ7KHPLOOLRQUHFRYHU\LVUHIOHFWHGLQWKH
³%DGGHEWH[SHQVHDQGRWKHU´OLQHLWHPLQRXUVXPPDUL]HGUHVXOWVRIGLVFRQWLQXHGRSHUDWLRQV'HIDXOWLQWHUHVWRIPLOOLRQ LVVKRZQ
LQWKH³,QWHUHVWLQFRPH´OLQHLWHPLQRXUVXPPDUL]HGUHVXOWVRIGLVFRQWLQXHGRSHUDWLRQV
)
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6(*0(17,1)250$7,21
2XURSHUDWLRQVDUHEDVHGLQ*DERQDQG(TXDWRULDO*XLQHD (DFKRIRXUWZR UHSRUWDEOHRSHUDWLQJVHJPHQWVLVRUJDQL]HGDQGPDQDJHG
EDVHGXSRQJHRJUDSKLFORFDWLRQ2XU&KLHI([HFXWLYH2IILFHUZKRLVWKHFKLHIRSHUDWLQJGHFLVLRQPDNHUDQGPDQDJHPHQWUHYLHZDQG
HYDOXDWHWKHRSHUDWLRQRIHDFKJHRJUDSKLFVHJPHQWVHSDUDWHO\SULPDULO\ EDVHGRQ2SHUDWLQJLQFRPH ORVV 7KHRSHUDWLRQVRIDOO
VHJPHQWVLQFOXGHH[SORUDWLRQIRUDQGSURGXFWLRQRIK\GURFDUERQVZKHUHFRPPHUFLDOUHVHUYHVKDYHEHHQIRXQGDQGGHYHORSHG
5HYHQXHVDUHEDVHGRQWKHORFDWLRQRIK\GURFDUERQSURGXFWLRQ&RUSRUDWHDQGRWKHULVSULPDULO\FRUSRUDWHDQGRSHUDWLRQVVXSSRUW
FRVWVZKLFKDUHQRWDOORFDWHGWRWKHUHSRUWDEOHRSHUDWLQJVHJPHQWV
6HJPHQWDFWLYLW\RIFRQWLQXLQJRSHUDWLRQVIRUWKH\HDUVHQGHG'HFHPEHUDQGDQGORQJOLYHGDVVHWVDQGVHJPHQW
DVVHWVDW'HFHPEHUDQGDUHDVIROORZV
<HDU(QGHG'HFHPEHU
*DERQ

(in thousands)

5HYHQXHVRLODQGQDWXUDOJDVVDOHV
'HSUHFLDWLRQGHSOHWLRQDQGDPRUWL]DWLRQ
%DGGHEWH[SHQVH DQGRWKHU
2SHUDWLQJLQFRPH ORVV
2WKHUQHW
,QWHUHVWH[SHQVHQHW
,QFRPHWD[EHQHILW
$GGLWLRQVWRRLODQGQDWXUDOJDVSURSHUWLHV
DQGHTXLSPHQW DFFUXDO



(TXDWRULDO*XLQHD

 








&RUSRUDWHDQG2WKHU

² 
²
²


²
²


7RWDO

 

²

















<HDU(QGHG'HFHPEHU
*DERQ

(in thousands)

5HYHQXHVRLODQGQDWXUDOJDVVDOHV
'HSUHFLDWLRQGHSOHWLRQDQGDPRUWL]DWLRQ
%DGGHEWH[SHQVH DQGRWKHU
2SHUDWLQJLQFRPH ORVV 
2WKHUQHW
,QWHUHVWH[SHQVHQHW
,QFRPHWD[H[SHQVH EHQHILW
$GGLWLRQVWRRLODQGQDWXUDOJDVSURSHUWLHV
DQGHTXLSPHQW DFFUXDO



(TXDWRULDO*XLQHD

 








&RUSRUDWHDQG2WKHU

² 
²
²


²
²
²

7RWDO

 

²


²














<HDU(QGHG'HFHPEHU
*DERQ

(in thousands)

5HYHQXHVRLODQGQDWXUDOJDVVDOHV
'HSUHFLDWLRQGHSOHWLRQDQGDPRUWL]DWLRQ
,PSDLUPHQWRISURYHGSURSHUWLHV
%DGGHEWH[SHQVHDQGRWKHU
2SHUDWLQJLQFRPH ORVV 
2WKHUQHW
,QWHUHVWH[SHQVHQHW
,QFRPHWD[H[SHQVH
$GGLWLRQVWRRLODQGQDWXUDOJDVSURSHUWLHV
DQGHTXLSPHQW DFFUXDO





*DERQ

(in thousands)

/RQJOLYHGDVVHWVIURPFRQWLQXLQJ
RSHUDWLRQV
$VRI'HFHPEHU
$VRI'HFHPEHU





² 
²
²
²


²
²
²

(TXDWRULDO*XLQHD

 

*DERQ

(in thousands)

7RWDODVVHWVIURPFRQWLQXLQJRSHUDWLRQV
$VRI'HFHPEHU
$VRI'HFHPEHU

(TXDWRULDO*XLQHD

 

²






 

(TXDWRULDO*XLQHD

 


)
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&RUSRUDWHDQG2WKHU

7RWDO

 


²



²














&RUSRUDWHDQG2WKHU

7RWDO

 

&RUSRUDWHDQG2WKHU

 




7RWDO




Information about our most significant customers
)RUWKH\HDUVHQGHG'HFHPEHUDQGZHVROGRXUFUXGHRLOSURGXFWLRQIURP*DERQXQGHUDWHUPFRQWUDFWZLWK
SULFLQJEDVHGXSRQDQDYHUDJHRI'DWHG%UHQWLQWKHPRQWKRIOLIWLQJDGMXVWHGIRUORFDWLRQDQGPDUNHWIDFWRUV7KHFRQWUDFWHG
SXUFKDVHUZDV*OHQFRUH(QHUJ\8./WG ³*OHQFRUH´ IRUWKHVHSHULRGVDQGWKURXJK-DQXDU\6DOHVRIRLOWR*OHQFRUHZHUH
DSSUR[LPDWHO\RIUHYHQXHVVROGWRFXVWRPHUVIRUDQG:HKDYHVLJQHGDQHZFRQWUDFWZLWK0HUFXULD(QHUJ\
7UDGLQJ6$ ZKLFKFRYHUVVDOHVIURP)HEUXDU\WKURXJK-DQXDU\
($51,1*63(56+$5(
%DVLFHDUQLQJVSHUVKDUH ³(36´ LVFDOFXODWHGXVLQJWKHDYHUDJHQXPEHURIVKDUHVRIFRPPRQVWRFNRXWVWDQGLQJGXULQJHDFKSHULRG
)RUWKHFDOFXODWLRQRIGLOXWHGVKDUHVZHDVVXPHWKDWUHVWULFWHGVWRFNLVRXWVWDQGLQJRQWKHGDWHRIYHVWLQJDQGZHDVVXPHWKHLVVXDQFH
RIVKDUHVIURPWKHH[HUFLVHRIVWRFNRSWLRQVXVLQJWKHWUHDVXU\VWRFNPHWKRG $UHFRQFLOLDWLRQRIUHSRUWHGQHWLQFRPH ORVV WRQHW
LQFRPH ORVV XVHGLQFDOFXODWLQJ(36DVZHOODVDUHFRQFLOLDWLRQIURPEDVLFWRGLOXWHGVKDUHVIROORZV
<HDU(QGHG'HFHPEHU

(in thousands)



1HWLQFRPH ORVV  QXPHUDWRU 
,QFRPH ORVV IURPFRQWLQXLQJRSHUDWLRQV
,QFRPH IURPFRQWLQXLQJRSHUDWLRQVDWWULEXWDEOHWRXQYHVWHGVKDUHV
1XPHUDWRU IRUEDVLF
,QFRPH ORVVIURPFRQWLQXLQJRSHUDWLRQVDWWULEXWDEOHWRXQYHVWHGVKDUHV
1XPHUDWRU IRUGLOXWLYH





/RVVIURP GLVFRQWLQXHGRSHUDWLRQV
/RVVIURPGLVFRQWLQXHGRSHUDWLRQVDWWULEXWDEOHWRXQYHVWHGVKDUHV
1XPHUDWRU IRUEDVLF
/RVVIURPGLVFRQWLQXHGRSHUDWLRQVDWWULEXWDEOHWRXQYHVWHGVKDUHV
1XPHUDWRU IRUGLOXWLYH



1HWLQFRPH ORVV 
,QFRPHDWWULEXWDEOHWRXQYHVWHGVKDUHV
1XPHUDWRU IRUEDVLF
1HW LQFRPH ORVVDWWULEXWDEOHWRXQYHVWHGVKDUHV
1XPHUDWRU IRUGLOXWLYH







:HLJKWHGDYHUDJHVKDUHV GHQRPLQDWRU 
%DVLFZHLJKWHGDYHUDJHVKDUHVRXWVWDQGLQJ
(IIHFWRIGLOXWLYHVHFXULWLHV
'LOXWHGZHLJKWHGDYHUDJHVKDUHVRXWVWDQGLQJ
6WRFNRSWLRQVDQGXQYHVWHGUHVWULFWHGVWRFNJUDQWVH[FOXGHGIURPGLOXWLYH
FDOFXODWLRQEHFDXVHWKH\ZRXOGEHDQWLGLOXWLYH




²







²







²













²







²







²













²

²


²

²


²

²











²








5(9(18(
6XEVWDQWLDOO\DOORIRXUUHYHQXHVDUHDWWULEXWDEOHWRRXU*DERQRSHUDWLRQV  5HYHQXHVIURPFRQWUDFWVZLWKFXVWRPHUVDUHJHQHUDWHG
IURPVDOHVLQ*DERQSXUVXDQWWRFUXGHRLOVDOHVDQGSXUFKDVHDJUHHPHQWV ³&263$V´ 7KH&263$VKDYHEHHQDQGZLOOEHUHQHZHG
RUUHSODFHGIURPWLPHWRWLPHHLWKHUZLWKWKHFXUUHQWEX\HURUDQRWKHUEX\HU6LQFH$XJXVWD&263$KDVEHHQLQSODFHZLWKWKH
VDPHFXVWRPHULQLWLDOO\IRUDRQH\HDUSHULRGZLWKDPHQGPHQWVWKDWH[WHQGHGWKHSHULRGWKURXJK-DQXDU\  2Q)HEUXDU\
DQHZ&263$ZDVHQWHUHGLQWRZLWKWKLVVDPHFXVWRPHUZKLFKWHUPLQDWHG-DQXDU\  $QHZ&263$ZLWKDGLIIHUHQW
FXVWRPHUKDVEHHQH[HFXWHGIRUWKHSHULRGIURP)HEUXDU\WKURXJK-DQXDU\
&263$VZLWKFXVWRPHUVDUHUHQHJRWLDWHGQHDUWKHHQGRIWKHFRQWUDFWWHUPDQGPD\EHHQWHUHGLQWRZLWKDGLIIHUHQWFXVWRPHURUWKH
VDPHFXVWRPHUJRLQJIRUZDUG  ([FHSWIRULQWHUQDOFRVWV ZKLFKDUHH[SHQVHGDVLQFXUUHG WKHUHDUHQRXSIURQWFRVWVDVVRFLDWHGZLWK
REWDLQLQJDQHZ&263$ 
&XVWRPHUVDOHVJHQHUDOO\RFFXURQDPRQWKO\EDVLVZKHQWKHFXVWRPHU¶VWDQNHUDUULYHVDWWKH)362DQGWKHFUXGHRLOLVGHOLYHUHGWRWKH
WDQNHUWKURXJKDFRQQHFWLRQ7KHUHLVDVLQJOHSHUIRUPDQFHREOLJDWLRQ GHOLYHULQJRLOWRWKHGHOLYHU\SRLQWLHWKHFRQQHFWLRQWR WKH
FXVWRPHU¶VFUXGHRLOWDQNHU WKDWJLYHVULVHWRUHYHQXHUHFRJQLWLRQDWWKHSRLQWLQWLPHZKHQWKHSHUIRUPDQFHREOLJDWLRQHYHQWWDNHV
SODFH  7KLVLVUHIHUUHGWRDVD³OLIWLQJ´  /LIWLQJVFDQWDNHRQH WRWZR GD\VWRFRPSOHWH  7KHLQWHUYDOVEHWZHHQOLIWLQJVDUHJHQHUDOO\
)
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 GD\VKRZHYHUFKDQJHVLQWKHWLPLQJRIOLIWLQJVZLOOLPSDFWWKHQXPEHURIOLIWLQJVZKLFKRFFXUGXULQJWKHSHULRG7KHUHIRUH WKH
SHUIRUPDQFHREOLJDWLRQDWWULEXWDEOHWRYROXPHVWREHVROGLQIXWXUHOLIWLQJVDUHZKROO\XQVDWLVILHGDQGWKHUHLVQRWUDQVDFWLRQSULFH
DOORFDWHGWRUHPDLQLQJSHUIRUPDQFHREOLJDWLRQV  :HKDYHXWLOL]HGWKHSUDFWLFDOH[SHGLHQWLQ$6&7RSLF D ZKLFKVWDWHV
WKDWWKH&RPSDQ\LVQRWUHTXLUHGWRGLVFORVHWKHWUDQVDFWLRQSULFHDOORFDWHGWRUHPDLQLQJSHUIRUPDQFHREOLJDWLRQVLIWKHYDULDEOH
FRQVLGHUDWLRQLVDOORFDWHGHQWLUHO\WRDZKROO\XQVDWLVILHGSHUIRUPDQFHREOLJDWLRQ
3UHYLRXVO\ZHIROORZHGWKHVDOHVPHWKRGRIDFFRXQWLQJWRDFFRXQWIRUFUXGHRLOSURGXFWLRQLPEDODQFHV  ,QFRQMXQFWLRQZLWKRXU
DGRSWLRQRI$6&7RSLFRQ-DQXDU\ZHZLOOFRQWLQXHWRDFFRXQWIRUSURGXFWLRQLPEDODQFHVDVDUHGXFWLRQLQUHVHUYHV 
7KHYROXPHVVROGPD\EHPRUHRUOHVVWKDQWKHYROXPHVWRZKLFKZHDUHHQWLWOHGEDVHGRQRXURZQHUVKLSLQWHUHVWLQWKHSURSHUW\DQG
ZHZRXOGUHFRJQL]HDOLDELOLW\LIRXUH[LVWLQJSURYHGUHVHUYHVZHUHQRWDGHTXDWHWRFRYHUDQLPEDODQFH
)RUHDFKOLIWLQJFRPSOHWHGXQGHUD&263$SD\PHQWLVPDGHE\WKHFXVWRPHULQ86'ROODUVE\HOHFWURQLFWUDQVIHUWKLUW\ GD\VDIWHU
WKHGDWHRIWKHELOORIODGLQJ  )RUHDFKOLIWLQJRIRLOWKHSULFHLVGHWHUPLQHGEDVHGRQDIRUPXODXVLQJSXEOLVKHG'DWHG%UHQWSULFHVDV
ZHOODVPDUNHWGLIIHUHQWLDOVSOXVDIL[HGFRQWUDFWGLIIHUHQWLDO
*HQHUDOO\QRVLJQLILFDQWMXGJPHQWVRUHVWLPDWHVDUHUHTXLUHGDVRIDJLYHQILOLQJGDWHZLWKUHJDUGWRDSSOLFDEOHSULFHRUYROXPHVVROG
EHFDXVHDOORIWKHSDUDPHWHUVDUHNQRZQZLWKFHUWDLQW\UHODWHGWROLIWLQJVWKDWRFFXUUHGLQWKHUHFHQWO\FRPSOHWHGFDOHQGDUTXDUWHU$V
VXFKZHGHHPWKLVVLWXDWLRQWREHFKDUDFWHUL]HGDVDIL[HGSULFHVLWXDWLRQ  
,QDGGLWLRQWRUHYHQXHVIURPFXVWRPHUFRQWUDFWVWKH&RPSDQ\KDVRWKHUUHYHQXHVUHODWHGWRFRQWUDFWXDOSURYLVLRQVXQGHUWKH(WDPH
0DULQEORFN36&  7KH(WDPH36&LVQRWDFXVWRPHUFRQWUDFWDQGWKHUHIRUHWKHDVVRFLDWHGUHYHQXHVDUHQRWZLWKLQWKHVFRSHRI$6&
  7KHWHUPVRIWKH(WDPH36&LQFOXGHVSURYLVLRQVIRUSD\PHQWVWRWKHJRYHUQPHQWRI*DERQIRUUR\DOWLHVEDVHGRQ RI
SURGXFWLRQDWWKHSXEOLVKHGSULFHDQGDVKDUHGSRUWLRQRI³3URILW2LO´GHWHUPLQHGEDVHGRQGDLO\SURGXFWLRQUDWHVDVZHOODVDJURVV
FDUULHGZRUNLQJLQWHUHVWRI LQFUHDVLQJWR EHJLQQLQJ-XQH IRUDOOFRVWV  )RUERWKUR\DOWLHVDQG3URILW2LOWKH
(WDPH36&SURYLGHVWKDWWKHJRYHUQPHQWRI*DERQPD\VHWWOHWKHVHREOLJDWLRQVLQNLQGLHWDNLQJFUXGHRLOEDUUHOVUDWKHUWKDQZLWK
FDVKSD\PHQWV
7RGDWHWKHJRYHUQPHQWRI*DERQKDVQRWHOHFWHGWRWDNHLWVUR\DOWLHVLQNLQGDQGWKLVREOLJDWLRQLVVHWWOHGWKURXJKDPRQWKO\FDVK
SD\PHQW  3D\PHQWVIRUUR\DOWLHVDUHUHIOHFWHGDVDUHGXFWLRQLQUHYHQXHVIURPFXVWRPHUV  6KRXOGWKHJRYHUQPHQWHOHFWWRWDNHWKH
SURGXFWLRQDWWULEXWDEOHWRLWVUR\DOW\LQNLQGZHZRXOGQRORQJHUKDYHVDOHVWRFXVWRPHUVDVVRFLDWHGZLWKSURGXFWLRQDVVLJQHGWR
UR\DOWLHV
:LWKUHVSHFWWRWKHJRYHUQPHQW¶VVKDUHRI3URILW2LOWKH(WDPH36&SURYLGHVWKDWFRUSRUDWHLQFRPHWD[LVVDWLVILHGWKURXJKWKH
SD\PHQWRI3URILW2LO  ,QWKHFRQVROLGDWHGVWDWHPHQWVRIRSHUDWLRQVWKHJRYHUQPHQW¶VVKDUHRIUHYHQXHVIURP3URILW2LOLVUHSRUWHGLQ
UHYHQXHVZLWKDFRUUHVSRQGLQJDPRXQWUHIOHFWHGLQWKHFXUUHQWSURYLVLRQIRULQFRPHWD[H[SHQVH  3ULRUWR)HEUXDU\WKH
JRYHUQPHQWGLGQRWWDNHDQ\RILWVVKDUHRI3URILW2LOLQNLQG  7KHVHUHYHQXHVKDYHEHHQLQFOXGHGLQUHYHQXHVWRFXVWRPHUVDVWKH
&RPSDQ\HQWHUHGLQWRWKHFRQWUDFWZLWKWKHFXVWRPHUWRVHOOWKHFUXGHRLODQGZDVVXEMHFWWRWKHSHUIRUPDQFHREOLJDWLRQVDVVRFLDWHG
ZLWKWKHFRQWUDFW  )RUWKHLQNLQGVDOHVE\WKHJRYHUQPHQWEHJLQQLQJ)HEUXDU\WKHVHVDOHVDUHQRWFRQVLGHUHGUHYHQXHVXQGHU
DFXVWRPHUFRQWUDFWDVWKH&RPSDQ\LVQRWDSDUW\WRWKHFRQWUDFWVZLWKWKHEX\HUVRIWKLVFUXGHRLO  +RZHYHUFRQVLVWHQWZLWKWKH
UHSRUWLQJRI3URILW2LOLQSULRUSHULRGVWKHDPRXQWDVVRFLDWHGZLWKWKH3URILW2LOXQGHUWKHWHUPVRIWKH(WDPH36&LVUHIOHFWHGDV
UHYHQXHZLWKDQRIIVHWWLQJDPRXQWUHSRUWHGLQFXUUHQWLQFRPHWD[H[SHQVH  3D\PHQWVRIWKHLQFRPHWD[H[SHQVHZLOOEHUHSRUWHGLQ
WKHSHULRGLQZKLFKWKHJRYHUQPHQWWDNHVLWV3URILW2LOLQNLQGLHWKHSHULRGLQZKLFKLWOLIWVWKHFUXGHRLO  7KHLQNLQGSD\PHQW
UHODWHGWRWKH6HSWHPEHUOLIWLQJZDVPLOOLRQ  $VRI'HFHPEHUWKHIRUHLJQWD[HVSD\DEOHDWWULEXWDEOHWRWKLVREOLJDWLRQ
LV PLOOLRQ
&HUWDLQDPRXQWVDVVRFLDWHGZLWKWKHFDUULHGLQWHUHVWLQWKH(WDPH0DULQEORFNGLVFXVVHGDERYHDUHUHSRUWHGDVUHYHQXHV  ,QWKLV
FDUULHGLQWHUHVWDUUDQJHPHQWWKHFDUU\LQJSDUWLHVZKLFKLQFOXGHWKH&RPSDQ\DQGRWKHUZRUNLQJLQWHUHVWRZQHUVDUHREOLJDWHGWRIXQG
DOORIWKHZRUNLQJLQWHUHVWFRVWVZKLFKZRXOGRWKHUZLVHEHWKHREOLJDWLRQRIWKHFDUULHGSDUW\  7KHFDUU\LQJSDUWLHVUHFRXSWKHVHIXQGV
IURPWKHFDUULHGLQWHUHVWSDUW\¶VUHYHQXHV
7KHIROORZLQJWDEOHSUHVHQWVUHYHQXHVIURPFRQWUDFWVZLWKFXVWRPHUVDVZHOODVUHYHQXHVDVVRFLDWHGZLWKWKHREOLJDWLRQVXQGHU WKH
(WDPH36&
<HDU(QGHG'HFHPEHU






(in thousands)

5HYHQXHIURPFXVWRPHUFRQWUDFWV
6DOHVXQGHUWKH&263$
*DERQHVHJRYHUQPHQWVKDUHRI3URILW2LO
86RLODQGQDWXUDOJDVUHYHQXH
2WKHULWHPVUHSRUWHGLQUHYHQXHQRWDVVRFLDWHGZLWKFXVWRPHUFRQWUDFWV
*DERQHVHJRYHUQPHQWVKDUHRI3URILW2LOWDNHQLQNLQG
&DUULHGLQWHUHVWUHFRXSPHQW
5R\DOWLHV
7RWDOUHYHQXHQHW
)
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,1&20(7$;(6
9$$/&2DQGLWVGRPHVWLFVXEVLGLDULHVILOHDFRQVROLGDWHG86LQFRPHWD[UHWXUQ&HUWDLQVXEVLGLDULHV¶RSHUDWLRQVDUHDOVRVXEMHFWWR
IRUHLJQLQFRPHWD[HV
2Q'HFHPEHUWKH86JRYHUQPHQWHQDFWHGWKH7D[&XWVDQG-REV$FWFRPPRQO\UHIHUUHGWRDVWKH7D[5HIRUP$FW7KH
7D[5HIRUP$FWLQFOXGHVVLJQLILFDQWFKDQJHVWRWKH86LQFRPHWD[V\VWHPLQFOXGLQJEXWQRWOLPLWHGWRDIHGHUDOFRUSRUDWHUDWH
UHGXFWLRQIURP WROLPLWDWLRQVRQWKHGHGXFWLELOLW\RILQWHUHVWH[SHQVHDQGH[HFXWLYHFRPSHQVDWLRQUHSHDORIWKH$OWHUQDWLYH
0LQLPXP7D[ ³$07´ IXOOH[SHQVLQJSURYLVLRQVUHODWHGWREXVLQHVVDVVHWVFUHDWLRQRIQHZPLQLPXPWD[HVVXFKDVWKHEDVHHURVLRQ
DQWLDEXVHWD[ ³%($7´ DQG*OREDO,QWDQJLEOH/RZ7D[HG,QFRPH ³*,/7,´ WD[DQGWKHWUDQVLWLRQRI86LQWHUQDWLRQDOWD[DWLRQ
IURPDZRUOGZLGHWD[V\VWHPWRDPRGLILHGWHUULWRULDOWD[V\VWHPZKLFKZLOOUHVXOWLQDRQHWLPH86WD[OLDELOLW\RQWKRVHHDUQLQJV
ZKLFKKDYHQRWSUHYLRXVO\EHHQUHSDWULDWHGWRWKH86 WKH³7UDQVLWLRQ7D[´   7KHLPSDFWVRIWKLVOHJLVODWLRQDUHRXWOLQHGEHORZ
x

%HJLQQLQJ-DQXDU\WKH86FRUSRUDWHLQFRPHWD[UDWHLV  7KH&RPSDQ\UHFRJQL]HGWKHLPSDFWVRIWKLVUDWH
FKDQJHRQLWVGHIHUUHGWD[DVVHWVDQGOLDELOLWLHVLQWKHSHULRGHQDFWHGLHGXULQJWKH\HDUHQGHG'HFHPEHU  $V
WKH&RPSDQ\KDVDIXOOYDOXDWLRQDOORZDQFHRQLWVQHWGHIHUUHGWD[DVVHWDVRI'HFHPEHUWKHGHIHUUHGWD[
UHFRJQL]HGGXHWRWKHFKDQJHLQUDWHZDVRIIVHWZLWKDFKDQJHLQWKHYDOXDWLRQDOORZDQFH  7KHUHIRUHWKHUHZDVQRRYHUDOO
LPSDFWWRWKH)LQDQFLDO6WDWHPHQWVLQGXHWRWKLVFKDQJHLQUDWH

x

7KH7D[5HIRUP$FWDOVRUHSHDOHGWKHFRUSRUDWH$07IRUWD[\HDUVEHJLQQLQJRQRUDIWHU-DQXDU\DQGSURYLGHG
IRUH[LVWLQJDOWHUQDWLYHPLQLPXPWD[FUHGLWFDUU\RYHUVWREHUHIXQGHGEHJLQQLQJLQ  7KH&RPSDQ\KDV
DSSUR[LPDWHO\ PLOOLRQLQUHIXQGDEOHFUHGLWVDQGLWH[SHFWVWKDWDVXEVWDQWLDOSRUWLRQZLOOEHUHIXQGHGEHWZHHQ
DQG  $VVXFKPRVWRIWKHYDOXDWLRQDOORZDQFHLQSODFHDWWKHHQGRIUHODWHGWRWKHVHFUHGLWVZDVUHOHDVHGLQ
DQGDGHIHUUHGWD[DVVHWRIPLOOLRQZDVUHIOHFWHGDVRI'HFHPEHUUHODWHGWRWKHH[SHFWHGEHQHILWLQ
IXWXUH\HDUV

x

7KH7UDQVLWLRQ7D[RQXQUHSDWULDWHGIRUHLJQHDUQLQJVLVDWD[RQSUHYLRXVO\XQWD[HGDFFXPXODWHGDQGFXUUHQWHDUQLQJVDQG
SURILWV ( 3 RIWKH&RPSDQ\ VIRUHLJQVXEVLGLDULHV7RGHWHUPLQHWKHDPRXQWRIWKH7UDQVLWLRQ7D[WKH&RPSDQ\PXVW
GHWHUPLQHDPRQJRWKHUIDFWRUVWKHDPRXQWRISRVW( 3RILWVIRUHLJQVXEVLGLDULHVDVZHOODVWKHDPRXQWRIQRQ
86LQFRPHWD[HVSDLGRQVXFKHDUQLQJV%DVHGRQWKH&RPSDQ\¶VUHDVRQDEOHHVWLPDWHRIWKH7UDQVLWLRQ7D[WKHUHLVQR
SURYLVLRQDO7UDQVLWLRQ7D[H[SHQVH

x

7KH7D[5HIRUP$FWFUHDWHGDQHZUHTXLUHPHQWWKDW*,/7,LQFRPHHDUQHGE\IRUHLJQVXEVLGLDULHVPXVWEHLQFOXGHG
FXUUHQWO\LQWKHJURVVLQFRPHRIWKH86VKDUHKROGHU7KH&RPSDQ\GLGQRWKDYHDQ\DPRXQWVUHODWHGWRSRWHQWLDO*,/7,
WD[

2WKHUSURYLVLRQVLQWKHOHJLVODWLRQVXFKDVLQWHUHVWGHGXFWLELOLW\DQGFKDQJHVWRH[HFXWLYHFRPSHQVDWLRQSODQVKDYHQRWKDGDPDWHULDO
LPSOLFDWLRQVWRWKH&RPSDQ\¶V)LQDQFLDO6WDWHPHQWV 
$GGLWLRQDOO\WKH7D[5HIRUP$FWPD\IXUWKHUOLPLWWKH&RPSDQ\¶VDELOLW\WRXWLOL]HIRUHLJQWD[FUHGLWVLQWKHIXWXUH7KH7D[5HIRUP
$FWLQWURGXFHVDQHZFUHGLWOLPLWDWLRQEDVNHWIRUIRUHLJQEUDQFKLQFRPH,QFRPHIURPIRUHLJQEUDQFKHVLVQRZDOORFDWHGWRWKLV
VSHFLILFWD[FUHGLWOLPLWDWLRQEDVNHWZKLFKFDQQRWRIIVHWLQFRPHLQRWKHUEDVNHWVRIIRUHLJQLQFRPH8QGHUWKH7D[5HIRUP$FWIRUHLJQ
WD[HVLPSRVHGRQWKHIRUHLJQEUDQFKSURILWVZLOOQRWRIIVHW86QRQEUDQFKUHODWHGIRUHLJQVRXUFHLQFRPH$GGLWLRQDODQDO\VLVZLOOEH
QHHGHG XQGHUSURSRVHG,56UHJXODWLRQV WRGHWHUPLQHKRZWKLVZLOOLPSDFWWKH&RPSDQ\DQGDQ\IXWXUHXWLOL]DWLRQRIIRUHLJQWD[FUHGLW
FDUU\IRUZDUGV
,QFRPHWD[HVDWWULEXWDEOHWRFRQWLQXLQJRSHUDWLRQVIRUWKH\HDUVHQGHG'HFHPEHUDQGDUHDWWULEXWDEOHWRIRUHLJQ
WD[HVSD\DEOHLQ*DERQDVZHOODVLQFRPHWD[HVLQWKH86  7KH&RPSDQ\KDVQRWUHFRUGHGDQ\PHDVXUHPHQWSHULRGDGMXVWPHQWV
XQGHU$68GXULQJWKH\HDUHQGHG'HFHPEHU
3URYLVLRQIRULQFRPHWD[HVUHODWHGWRLQFRPH ORVV IURPFRQWLQXLQJRSHUDWLRQVFRQVLVWVRIWKHIROORZLQJ
<HDU(QGHG'HFHPEHU 


(in thousands)

86)HGHUDO
&XUUHQW
'HIHUUHG
)RUHLJQ
&XUUHQW
'HIHUUHG
7RWDO
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$VRI'HFHPEHUWKH&RPSDQ\KDGGHIHUUHGWD[DVVHWVRIPLOOLRQSULPDULO\DWWULEXWDEOHWR86IHGHUDOWD[HVUHODWHGWR
)
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EDVLVGLIIHUHQFHVLQIL[HGDVVHWVIRUHLJQWD[FUHGLWFDUU\IRUZDUGVDQGQHWRSHUDWLQJORVVFDUU\IRUZDUGVDVZHOODVIRUHLJQQHWRSHUDWLQJ
ORVVHVIRUIRUHLJQMXULVGLFWLRQV  0DQDJHPHQWDVVHVVHVWKHDYDLODEOHSRVLWLYHDQGQHJDWLYHHYLGHQFHWRHVWLPDWHLIH[LVWLQJGHIHUUHGWD[
DVVHWVZLOOEHXWLOL]HG$VRI'HFHPEHUWKH&RPSDQ\ZDVLQDFXPXODWLYHWKUHH\HDUSUHWD[ORVVSRVLWLRQIRUERWKWKH86
DQG*DERQMXULVGLFWLRQV  $VRI'HFHPEHUZHGLGQRWDQWLFLSDWHXWLOL]DWLRQRIWKHIRUHLJQWD[FUHGLWVSULRUWRH[SLUDWLRQQRU
GLGZHH[SHFWWRJHQHUDWHVXIILFLHQWWD[DEOHLQFRPHWRXWLOL]HRWKHUGHIHUUHGWD[DVVHWV2QWKHEDVLVRIWKLVHYDOXDWLRQYDOXDWLRQ
DOORZDQFHVRIPLOOLRQZHUHUHFRUGHGDVRI'HFHPEHU9DOXDWLRQDOORZDQFHVUHGXFHWKHGHIHUUHGWD[DVVHWVWRWKH
DPRXQWWKDWLVPRUHOLNHO\WKDQQRWWREHUHDOL]HG 
7D[HVSDLGLQ*DERQZLWKUHVSHFWWRHDUQLQJVIURPWKH(WDPH0DULQEORFNDUHGHWHUPLQHGXQGHUWKHSURYLVLRQVRIWKH(WDPH36&  ,Q
DFFRUGDQFHZLWKWKH(WDPH36&WKH&RQVRUWLXPPDLQWDLQVD³&RVW$FFRXQW´ZKLFKDFFXPXODWHVFDSLWDOFRVWVDQGRSHUDWLQJH[SHQVHV
WKDWDUHGHGXFWLEOHDJDLQVWUHYHQXHVQHWRIUR\DOWLHVLQGHWHUPLQLQJWD[DEOHSURILWV  )RUHDFKFDOHQGDU\HDUWKH&RQVRUWLXPLV
HQWLWOHGWRUHFHLYHDSHUFHQWDJHRIWKHSURGXFWLRQ ³&RVW5HFRYHU\3HUFHQWDJH´ UHPDLQLQJDIWHUGHGXFWLQJUR\DOWLHVVRORQJDVWKHUH
DUHDPRXQWVUHPDLQLQJLQWKH&RVW$FFRXQW3ULRUWRWKH36&([WHQVLRQWKH&RVW5HFRYHU\3HUFHQWDJHZDV  $VDUHVXOWRIWKH
36&([WHQVLRQWKH&RVW5HFRYHU\3HUFHQWDJHKDVEHHQLQFUHDVHGWR IRUWKHSHULRGIURP6HSWHPEHUWKURXJK6HSWHPEHU
6HH1RWH IRUIXUWKHUGLVFXVVLRQRIWKH36&([WHQVLRQ$IWHU6HSWHPEHUWKH&RVW5HFRYHU\3HUFHQWDJHUHWXUQVWR
  7KHGLIIHUHQFHEHWZHHQUHYHQXHVQHWRIUR\DOWLHVDQGWKHFRVWVUHFRYHUHGIRUWKHSHULRGLV³3URILW2LO´$VSD\PHQWRI
FRUSRUDWHLQFRPHWD[HVWKH&RQVRUWLXPSD\VWKHJRYHUQPHQWDQDOORFDWLRQRIWKHUHPDLQLQJ3URILW2LOSURGXFWLRQIURPWKHFRQWUDFW
DUHDUDQJLQJIURP WR  7KHSHUFHQWDJHRI3URILW2LOSDLGWRWKHJRYHUQPHQWDVWD[LVDIXQFWLRQRISURGXFWLRQUDWHV:KHQ
WKH&RVW$FFRXQWLVOHVVWKDQWKHHQWLWOHGUHFRYHU\SHUFHQWDJH HLWKHURUGHSHQGLQJRQWKHSHULRG 3URILW2LODVDSHUFHQWDJH
RIUHYHQXHVLQFUHDVHVDQG*DERQWD[HVSDLGLQFUHDVHDVDSHUFHQWDJHRIUHYHQXHV  $W'HFHPEHU WKHUHZDV PLOOLRQ
UHPDLQLQJLQWKHSRUWLRQRIWKH&RVW$FFRXQWDVVRFLDWHGZLWKRXULQWHUHVW
3ULRUWRWKH36&([WHQVLRQWKH&RVW5HFRYHU\3HUFHQWDJHZDVDQGWKHH[SORLWDWLRQSHULRGVHQGHGEHJLQQLQJLQ-XQH
)XWXUHSURYHGUHVHUYHVGLGQRWH[WHQGEH\RQG  2SSRUWXQLWLHVIRULQFUHDVLQJUHVHUYHVE\GULOOLQJZHOOVZHUHOLPLWHGDQGZKLOH
RLOSULFHVKDGLPSURYHGVLQFHWKH\ZHUHQRWDWWKHOHYHOVQHHGHGWRUHFRYHU9$$/&2¶V&RVW$FFRXQW  $VDUHVXOWRIWKHVH
IDFWRUVWKHDELOLW\WRUHFRJQL]HWKHEHQHILWIURPWKHSRWHQWLDOGHIHUUHGWD[DVVHWUHODWHGWRWKHGLIIHUHQFHEHWZHHQ9$$/&2¶V&RVW
$FFRXQWDQGWKHERRNEDVLVRIWKH(WDPH0DULQEORFNDVVHWVZDVGHHPHGWREHUHPRWHDQGWKHGHIHUUHGWD[DVVHWZDVQRWUHFRJQL]HG 
$VDUHVXOWRIWKH36&([WHQVLRQLQ6HSWHPEHUWKH&RVW5HFRYHU\3HUFHQWDJHLQFUHDVHGWRDQGWKHH[SORLWDWLRQSHULRGV
ZHUHH[WHQGHGWRDWOHDVW6HSWHPEHUDQGLIWKHWZRILYH\HDURSWLRQSHULRGVDUHHOHFWHGWKHSHULRGZRXOGH[WHQGWR
6HSWHPEHU  ,QDGGLWLRQWRWKHEHQHILWVXQGHUWKH36&([WHQVLRQZHH[SHFWKLJKHUIXWXUHRLOSULFHVEDVHGRQFXUUHQW%UHQW
IXWXUHVVWULSSULFLQJRYHUWKHQH[WIHZ\HDUVDQGZHH[SHFWIXWXUHSURGXFWLRQIURPWKHSODQQHGGULOOLQJRIWZR WRWKUHH ZHOOVLQ 
*LYHQWKHVHIDFWRUVZHGHWHUPLQHGWKDWWKHSRWHQWLDOIRUDUHFRYHU\RIRXU&RVW$FFRXQWZDVQRORQJHUUHPRWHDQGWKHUHIRUHZH
UHFRUGHGDGHIHUUHGWD[DVVHWRI PLOOLRQ  7KH36&H[WHQVLRQSD\PHQWZDVQRWUHFRYHUDEOHIRU*DERQWD[SXUSRVHVZKLFK
UHVXOWHGLQWKHUHFRUGLQJRIDGHIHUUHGWD[ OLDELOLW\RIPLOOLRQZLWKDQRIIVHWWLQJJURVVXSWRRLODQGQDWXUDOJDVSURSHUWLHV 
$GGLWLRQDOO\DUHGXFWLRQRIPLOOLRQZDVUHFRUGHGLQUHODWLRQWRFXUUHQW\HDUDFWLYLW\DQGRWKHUFKDQJHVUHVXOWLQJLQDQHQGLQJ
*DERQQHWGHIHUUHGWD[DVVHWRIPLOOLRQ
:HDOVRHYDOXDWHGWKHDPRXQWRIWKHYDOXDWLRQDOORZDQFHQHHGHGRQ GHIHUUHGWD[DVVHWVUHFRJQL]HGUHODWHGWR86IHGHUDOLQFRPH
WD[HV  ,QPDNLQJWKLVHYDOXDWLRQZHFRQVLGHUHGWKHLPSDFWRQIXWXUHWD[DEOHLQFRPHRILQFUHDVHGHDUQLQJVDVDUHVXOWRIWKH36&
([WHQVLRQ LQFUHDVHVLQRLOSULFHVGXULQJWKH\HDULQFOXGLQJFXUUHQWRLOSULFHVDVZHOODV%UHQWIXWXUHVVWULSSULFLQJRYHUWKHQH[WIHZ
\HDUVDQGWKHIXWXUHSURGXFWLRQIURPWKHSODQQHGGULOOLQJRIWZRWRWKUHHZHOOVLQ  :HDOVRFRQVLGHUHGWKHSDWWHUQRIHDUQLQJV
RYHUWKHSDVWWKUHH\HDUV  2QWKHEDVLVRIWKHVHIDFWRUVZHGHWHUPLQHGWKDWLWLVPRUHOLNHO\WKDQQRWWKDWZHZLOOUHDOL]H DSRUWLRQRI
WKHEHQHILWIURPWKHGHIHUUHGWD[DVVHWVUHODWHGWRWKHIL[HGDVVHWEDVLVGLIIHUHQFHVDVZHOODVWKHQHWRSHUDWLQJORVVHV  $FFRUGLQJO\ZH
UHYHUVHG PLOOLRQRIWKHYDOXDWLRQDOORZDQFH EDVHGRQHVWLPDWHGIXWXUHHDUQLQJV  7KHWRWDOFKDQJHLQWKHYDOXDWLRQDOORZDQFH
UHODWHGWR86QHWGHIHUUHGWD[DVVHWVZDVDGHFUHDVHRIPLOOLRQ$VDUHVXOWRIWKHDERYHPHQWLRQHG*DERQGHIHUUHGWD[DVVHW
ZHUHFRUGHGWKHFRUUHVSRQGLQJGHIHUUHGWD[OLDELOLW\RIPLOOLRQDWWULEXWDEOHWRWKH86IHGHUDOLQFRPHWD[LPSDFW  7KH GHIHUUHG
WD[DVVHWZDVIXUWKHUUHGXFHGE\PLOOLRQIRUFXUUHQW\HDUDFWLYLW\DQGPLOOLRQIRUH[SLULQJIRUHLJQWD[FUHGLWV  7KHLWHPV
DERYHDORQJZLWKRWKHULWHPVRIPLOOLRQUHVXOWHGLQDQHWGHIHUUHGWD[DVVHWIRU86IHGHUDOLQFRPHWD[SXUSRVHVRIPLOOLRQ

)
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7KHSULPDU\GLIIHUHQFHVEHWZHHQWKHILQDQFLDOVWDWHPHQWDQGWD[EDVHVRIDVVHWVDQGOLDELOLWLHVUHVXOWHGLQGHIHUUHGWD[DVVHWVDVVRFLDWHG
ZLWKFRQWLQXLQJRSHUDWLRQVDW'HFHPEHU  DQG DUHDVIROORZV
$VRI'HFHPEHU


(in thousands)

'HIHUUHGWD[DVVHWV
%DVLVGLIIHUHQFHLQIL[HGDVVHWV
)RUHLJQWD[FUHGLWFDUU\IRUZDUG
$OWHUQDWLYHPLQLPXPWD[FUHGLWFDUU\RYHU
86IHGHUDOQHWRSHUDWLQJORVVHV
)RUHLJQQHWRSHUDWLQJORVVHV
$VVHWUHWLUHPHQWREOLJDWLRQV
%DVLVGLIIHUHQFHLQDFFUXHGOLDELOLWLHV
%DVLVGLIIHUHQFHLQUHFHLYDEOHV
2WKHU
7RWDOGHIHUUHGWD[DVVHWV
9DOXDWLRQDOORZDQFH
1HWGHIHUUHGWD[DVVHWV





































)RUHLJQWD[FUHGLWVZLOOH[SLUHEHWZHHQWKH\HDUVDQG)RUHLJQWD[FUHGLWVRIPLOOLRQH[SLUHGGXULQJWKH\HDU  7KH
DOWHUQDWLYHPLQLPXPWD[FUHGLWVGRQRWH[SLUHDQGIRUHLJQQHWRSHUDWLQJORVVHV ³12/V´ DUHQRWVXEMHFWWRH[SLU\GDWHV7KH 12/IRU
RXU8QLWHG.LQJGRPVXEVLGLDU\FDQEHFDUULHGIRUZDUGLQGHILQLWHO\ZKLOHWKH12/VIRURXU*DERQVXEVLGLDULHVDUHLQFOXGHGLQWKH
UHVSHFWLYHVXEVLGLDULHV¶FRVWRLODFFRXQWVZKLFKZLOOEHRIIVHWDJDLQVWIXWXUHWD[DEOHUHYHQXHV:HSODQWROLTXLGDWHWKH8QLWHG
.LQJGRPVXEVLGLDU\DQGWKH*DERQEUDQFKZKLFKFDUULHVWKH12/¶VDQGWKHUHIRUHWKHUHDOL]DWLRQRI GHIHUUHGWD[DVVHWVIRUWKHVH
HQWLWLHVLVUHPRWH  $FFRUGLQJO\WKHUHODWHGGHIHUUHGWD[DVVHWVRIPLOOLRQDQGPLOOLRQUHVSHFWLYHO\ZHUHZULWWHQRIIGXULQJ
WKH\HDUZLWKDFRUUHVSRQGLQJRIIVHWWRWKHYDOXDWLRQDOORZDQFH  $OORIWKH&RPSDQ\¶V 86IHGHUDO12/VZHUHLQFXUUHGSULRUWR
DQGZLOOH[SLUHEHWZHHQDQG  86IHGHUDO12/VLQFXUUHGDIWHUGRQRWH[SLUH  7KHDELOLW\WRXWLOL]H12/VDQG RWKHU
WD[DWWULEXWHVFRXOGEHVXEMHFWWRDOLPLWDWLRQLIWKH&RPSDQ\ZHUHWRXQGHUJRDQRZQHUVKLSFKDQJHDVGHILQHGLQ6HFWLRQRIWKH
7D[&RGH  0DQDJHPHQWDVVHVVHVWKHDYDLODEOHSRVLWLYHDQGQHJDWLYHHYLGHQFHWRHVWLPDWHLIH[LVWLQJGHIHUUHGWD[DVVHWVZLOOEH
XWLOL]HG:HGRQRWDQWLFLSDWHXWLOL]DWLRQRIWKHIRUHLJQWD[FUHGLWVSULRUWRH[SLUDWLRQDQGKDYHUHFRUGHGDIXOOYDOXDWLRQDOORZDQFHRQ
WKHVHGHIHUUHGWD[DVVHWV
$VDUHVXOWRIWKHWD[OHJLVODWLRQHQDFWHGLQWKH86ZHH[SHFWWRUHDOL]HWKHEHQHILWIURPRXU$07FUHGLWFDUU\IRUZDUGV  7KH
YDOXDWLRQDOORZDQFHUHFRUGHGUHODWHGWR$07FUHGLWVLQSUHYLRXVSHULRGVZDVUHYHUVHGLQZLWKWKHH[FHSWLRQIRUDUHVHUYHIRUWKH
SRVVLEOHVHTXHVWUDWLRQRIWKHFUHGLWV  7KHPLOOLRQUHYHUVDOZDVUHFRUGHGDVDGHIHUUHGLQFRPHWD[EHQHILWGXULQJWKHIRXUWK
TXDUWHURI  $VD UHVXOWRIIXUWKHUJXLGDQFHE\WKH,QWHUQDO5HYHQXH6HUYLFHWKHPLOOLRQUHVHUYHIRUSRVVLEOHVHTXHVWUDWLRQ
RIWKHFUHGLWVZDVUHYHUVHGLQ
2QWKHEDVLVRIWKHHYDOXDWLRQVGLVFXVVHGDERYHYDOXDWLRQDOORZDQFHVRI PLOOLRQ PLOOLRQDQG  PLOOLRQKDYHEHHQ
UHFRUGHGDVRI'HFHPEHU  DQGUHVSHFWLYHO\9DOXDWLRQDOORZDQFHVUHGXFHWKHGHIHUUHGWD[DVVHWVWRWKHDPRXQW
WKDWLVPRUHOLNHO\WKDQQRWWREHUHDOL]HG
7KH&RPSDQ\UHFRJQL]HVWKHILQDQFLDOVWDWHPHQWEHQHILWRIDWD[SRVLWLRQRQO\DIWHUGHWHUPLQLQJWKDWWKH\DUHPRUHOLNHO\WKDQQRWWR
VXVWDLQWKHSRVLWLRQIROORZLQJDQDXGLW 7KH&RPSDQ\EHOLHYHVWKDWLWVLQFRPHWD[SRVLWLRQVDQGGHGXFWLRQVZLOOEHVXVWDLQHGRQDXGLW
DQGWKHUHIRUHQRUHVHUYHVIRUXQFHUWDLQWD[SRVLWLRQVKDYHEHHQHVWDEOLVKHG $FFRUGLQJO\QR LQWHUHVWRUSHQDOWLHVKDYHEHHQDFFUXHGDV
RI'HFHPEHU DQG 7KH&RPSDQ\¶VSROLF\LVWRLQFOXGHLQWHUHVWDQGSHQDOWLHVUHODWHGWRXQUHFRJQL]HGWD[EHQHILWVDVD
FRPSRQHQWRILQFRPHWD[H[SHQVH

)
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,QFRPH ORVV IURPFRQWLQXLQJRSHUDWLRQVEHIRUHLQFRPHWD[HVLVDWWULEXWDEOHDVIROORZV
<HDU(QGHG'HFHPEHU 


(in thousands)

86
)RUHLJQ



























7KHUHFRQFLOLDWLRQRILQFRPHWD[H[SHQVH EHQHILW DWWULEXWDEOHWRLQFRPH ORVV IURPFRQWLQXLQJRSHUDWLRQVWRLQFRPHWD[RQLQFRPH
ORVV IURPFRQWLQXLQJRSHUDWLRQVDWWKH86VWDWXWRU\UDWHLVDVIROORZV
<HDU(QGHG'HFHPEHU 


(in thousands)

7D[SURYLVLRQFRPSXWHGDW86VWDWXWRU\UDWH
)RUHLJQWD[HVQRWRIIVHWLQ86E\IRUHLJQWD[FUHGLWV
,PSDFWRI7D[5HIRUP$FW
5HFRJQLWLRQRIIRUHLJQGHIHUUHGWD[DVVHWVQHWRI86LPSDFW
8QUHDOL]DEOHIRUHLJQGHIHUUHGWD[DVVHWV
(IIHFWRIFKDQJHLQIRUHLJQVWDWXWRU\UDWHV
3HUPDQHQWGLIIHUHQFHV
)RUHLJQWD[FUHGLWH[SLUDWLRQV
,QFUHDVH GHFUHDVH LQYDOXDWLRQDOORZDQFH
2WKHU
7RWDOLQFRPHWD[H[SHQVH EHQHILW
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)RUWKH\HDUVHQGHG'HFHPEHU   DQGZHZHUHVXEMHFWWRIRUHLJQDQG86IHGHUDOWD[HVRQO\ZLWKQRDOORFDWLRQV
PDGHWRVWDWHDQGORFDOWD[HV7KHIROORZLQJWDEOHVXPPDUL]HVWKHWD[\HDUVWKDWUHPDLQVXEMHFWWRH[DPLQDWLRQE\PDMRUWD[
MXULVGLFWLRQV
-XULVGLFWLRQ

<HDUV

86
*DERQ




2,/$1'1$785$/*$63523(57,(6$1'(48,30(17
Extension of Term of Etame Marin Block PSC
2Q6HSWHPEHU9$$/&2WRJHWKHUZLWKWKHRWKHUMRLQWRZQHUVLQWKH(WDPH0DULQEORFN WKH³&RQVRUWLXP´ UHFHLYHGDQ
LPSOHPHQWLQJ3UHVLGHQWLDO'HFUHHIURPWKHJRYHUQPHQWRI*DERQDXWKRUL]LQJWKH36&([WHQVLRQ  2XUVXEVLGLDU\9$$/&2*DERQ
6$KDVD  SDUWLFLSDWLQJLQWHUHVW ZRUNLQJLQWHUHVWLQFOXGLQJWKHZRUNLQJLQWHUHVWDWWULEXWDEOHWRWKHFDUULHGLQWHUHVWRZQHU LQ
WKH(WDPH0DULQEORFN  
7KH36&([WHQVLRQH[WHQGVWKHWHUPIRUHDFKRIWKHWKUHHH[SORLWDWLRQDUHDVLQWKH(WDPH0DULQEORFNIRUDSHULRGRIWHQ \HDUVZLWK
HIIHFWIURP6HSWHPEHUWKHHIIHFWLYHGDWHRIWKH36&([WHQVLRQ  3ULRUWRWKH36&([WHQVLRQWKHH[SORLWDWLRQSHULRGVIRUWKH
WKUHH H[SORLWDWLRQDUHDVLQWKH(WDPH0DULQEORFNZRXOGH[SLUHEHJLQQLQJLQ-XQH  7KH36&([WHQVLRQDOVRJUDQWVWKH
&RQVRUWLXPWKHULJKWIRUWZR DGGLWLRQDOH[WHQVLRQSHULRGVRIILYH \HDUVHDFK  7KH36&([WHQVLRQIXUWKHUDOORZVWKH&RQVRUWLXPWR
H[SORUHWKHSRWHQWLDOIRUUHVRXUFHVZLWKLQWKHDUHDRIHDFK([FOXVLYH([SORLWDWLRQ$XWKRUL]DWLRQDVGHILQHGLQWKH36&([WHQVLRQ 
,QFRQVLGHUDWLRQIRUWKH36&([WHQVLRQWKH&RQVRUWLXPDJUHHGWRDVLJQLQJERQXVRI PLOOLRQ  PLOOLRQQHWWR9$$/&2 
SD\DEOHWRWKHJRYHUQPHQWRI*DERQ WKH³VLJQLQJERQXV´   7KH&RQVRUWLXPSDLG PLOOLRQ  PLOOLRQQHWWR9$$/&2 LQ
FDVKRQ6HSWHPEHUDQGSDLG PLOOLRQ  PLOOLRQQHWWR9$$/&2 WKURXJKDQDJUHHGXSRQUHGXFWLRQRIWKH9$7
UHFHLYDEOHRZHGE\WKHJRYHUQPHQWRI*DERQWRWKH&RQVRUWLXPDVRIWKHHIIHFWLYHGDWH  $QDGGLWLRQDO PLOOLRQ  PLOOLRQQHW
WR9$$/&2 LVWREHSDLGLQFDVKE\WKH&RQVRUWLXPIROORZLQJWKHHQGRIWKHGULOOLQJDFWLYLWLHVGHVFULEHGEHORZ  :HKDYHDFFUXHG
RXUPLOOLRQVKDUHRIWKLVUHPDLQLQJSD\PHQWDVRI6HSWHPEHU  7KHDPRXQWSDLGWKURXJKDUHGXFWLRQLQ9$7KDVEHHQ
UHFRUGHGDWPLOOLRQZKLFKUHSUHVHQWVWKHERRNYDOXHRIWKHUHFHLYDEOHQHWRIWKHYDOXDWLRQDOORZDQFHDVRIWKHHIIHFWLYHGDWH  ,Q
DGGLWLRQZHUHFRUGHGDQLQFUHDVHRIPLOOLRQUHVXOWLQJIURPWKHGHIHUUHGWD[LPSDFWIRUWKHGLIIHUHQFHEHWZHHQERRNEDVLVDQG
WD[EDVLV  $FRUUHVSRQGLQJPLOOLRQGHIHUUHGWD[OLDELOLW\ZDVUHFRUGHGZKLFKUHGXFHGRXUQHWGHIHUUHGWD[DVVHWV  :HKDYH
DOORFDWHGRXUVKDUHRIWKHVLJQLQJERQXVEHWZHHQSURYHGDQGXQSURYHGOHDVHKROGFRVWVXVLQJWKHDFUHDJHDWWULEXWDEOHWRWKHSUHYLRXV
H[SORLWDWLRQDUHDVDQGWKHDGGLWLRQDODFUHDJHLQWKHH[SDQGHGH[SORLWDWLRQDUHDVUHVXOWLQJLQPLOOLRQEHLQJDWWULEXWHGWRSURYHG
OHDVHKROGFRVWVDQGPLOOLRQDWWULEXWHGWRXQSURYHGOHDVHKROGFRVWV

)
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8QGHUWKH36&([WHQVLRQE\6HSWHPEHUWKH&RQVRUWLXPLVUHTXLUHGWRGULOOWZRZHOOVDQGWZRDSSUDLVDOZHOOERUHV  :H
HVWLPDWHWKHFRVWRIWKHVHZHOOVZLOOEHDSSUR[LPDWHO\ PLOOLRQ  PLOOLRQQHWWR9$$/&2   ,I WKHZHOOVDUHQRWGULOOHG
WKHQWKH&RQVRUWLXPPXVWSD\WKHGLIIHUHQFHEHWZHHQWKHDPRXQWVVSHQWRQDQ\ZHOOVWKDWZHUHGULOOHGDQGWKHHVWLPDWHGFRVWVRIWKH
ZHOOVDVVHWIRUWKLQWKH:RUN3URJUDPDQG%XGJHWDVDSSURYHGE\WKHJRYHUQPHQWRI*DERQ  7KH&RQVRUWLXPLVSODQQLQJWRGULOO
WKHVHZHOOVLQWKHVHFRQGKDOIRI  7KH&RQVRUWLXPLVDOVRUHTXLUHGWRFRPSOHWHWZRWHFKQLFDOVWXGLHVE\6HSWHPEHUDW
DQHVWLPDWHGFRVWRI PLOOLRQJURVV  PLOOLRQQHWWR9$$/&2 
3ULRUWRWKH36&([WHQVLRQ WKH&RQVRUWLXPZDVHQWLWOHGWRWDNHXSWR RISURGXFWLRQUHPDLQLQJDIWHUWKH UR\DOW\ ³&RVW
5HFRYHU\3HUFHQWDJH´ WRUHFRYHULWVFRVWVVRORQJDVWKHUHDUHDPRXQWVUHPDLQLQJLQWKH&RVW$FFRXQW  8QGHUWKH36&([WHQVLRQ
WKH&RVW5HFRYHU\3HUFHQWDJHLVLQFUHDVHGWR IRUWKHWHQ\HDUSHULRGIURP6HSWHPEHUWKURXJK6HSWHPEHU 
$IWHU6HSWHPEHUWKH&RVW5HFRYHU\3HUFHQWDJHUHWXUQVWR  
3ULRUWRWKH36&([WHQVLRQWKH36&SURYLGHGIRUWKHJRYHUQPHQWRI*DERQWRWDNHD JURVVZRUNLQJLQWHUHVWFDUULHGE\WKH
&RQVRUWLXP  7KHJRYHUQPHQWRI*DERQWUDQVIHUUHGWKLVLQWHUHVWWRDWKLUGSDUW\  3XUVXDQWWRWKH36&([WHQVLRQWKHJRYHUQPHQWRI
*DERQZLOODFTXLUHIURPWKH&RQVRUWLXPDQDGGLWLRQDO JURVVZRUNLQJLQWHUHVWFDUULHGE\WKH&RQVRUWLXPHIIHFWLYH-XQH 
9$$/&2¶VVKDUHRIWKLVLQWHUHVWWREHWUDQVIHUUHGWRWKHJRYHUQPHQWRI*DERQLV
Proved Properties
:HUHYLHZRXURLODQGQDWXUDOJDVSURGXFLQJSURSHUWLHVIRULPSDLUPHQWTXDUWHUO\RUZKHQHYHUHYHQWVRU FKDQJHVLQFLUFXPVWDQFHV
LQGLFDWHWKDWWKHFDUU\LQJDPRXQWRIVXFKSURSHUWLHVPD\QRWEHUHFRYHUDEOH:KHQDQRLODQGQDWXUDOJDVSURSHUW\¶VXQGLVFRXQWHG
HVWLPDWHGIXWXUHQHWFDVKIORZVDUHQRWVXIILFLHQWWRUHFRYHULWVFDUU\LQJDPRXQWDQLPSDLUPHQWFKDUJHLVUHFRUGHGWRUHGXFHWKH
FDUU\LQJDPRXQWRIWKHDVVHWWRLWVIDLUYDOXH7KHIDLUYDOXHRIWKHDVVHWLVPHDVXUHGXVLQJDGLVFRXQWHGFDVKIORZPRGHOUHO\LQJ
SULPDULO\RQ/HYHOLQSXWVLQWRWKHXQGLVFRXQWHGIXWXUHQHWFDVKIORZV7KHXQGLVFRXQWHGHVWLPDWHGIXWXUHQHWFDVKIORZVXVHGLQRXU
LPSDLUPHQWHYDOXDWLRQVDWHDFKTXDUWHUHQGDUHEDVHGXSRQWKHPRVWUHFHQWO\SUHSDUHGLQGHSHQGHQWUHVHUYHHQJLQHHUV¶UHSRUWDGMXVWHG
WRXVHIRUHFDVWHGSULFHVIURPWKHIRUZDUGVWULSSULFHFXUYHVQHDUHDFKTXDUWHUHQGDQG DGMXVWHGDVQHFHVVDU\IRUGULOOLQJDQGSURGXFWLRQ
UHVXOWV
'XULQJWKH\HDUHQGHG'HFHPEHURLODQGQDWXUDOJDVSURSHUW\FRVWVLQFUHDVHGVLJQLILFDQWO\DVDUHVXOWRIDPRXQWVUHFRUGHGLQ
FRQQHFWLRQZLWKWKH36&([WHQVLRQDQG\HDUHQGRLOSULFHVGHFUHDVHGRYHUWKHSULRU\HDUKRZHYHUUHVHUYHVLQFUHDVHGVLJQLILFDQWO\
RYHUWKHSULRU\HDU  :HHYDOXDWHGWKHVHDQGRWKHUIDFWRUVDQGGHWHUPLQHGWKDWQRLPSDLUPHQWZDVUHTXLUHGIRUDQ\RIWKH(WDPH
ILHOGV
7KHUHZDVQRWULJJHULQJHYHQWLQWKH\HDUHQGHG'HFHPEHU WKDWZRXOGFDXVHXVWREHOLHYHWKHYDOXH RI RLODQGQDWXUDOJDV
SURGXFLQJSURSHUWLHV VKRXOGEHLPSDLUHG
'XULQJ RXUQHJDWLYHSULFHGLIIHUHQWLDOWR%UHQWQDUURZHGDQGZHLQFXUUHGQRVLJQLILFDQWFDSLWDOVSHQGLQJ:HFRQVLGHUHGWKHVH
DQGRWKHUIDFWRUVDQGGHWHUPLQHGWKDWWKHUHZHUHQRHYHQWVRUFLUFXPVWDQFHVWULJJHULQJDQLPSDLUPHQWHYDOXDWLRQIRUPRVWRIRXU
ILHOGVZLWKWKHH[FHSWLRQRIWKH$YRXPDILHOGLQWKH(WDPH0DULQHEORFNRIIVKRUH*DERQZKHUHUHVHUYHVZHUHLPSDFWHGE\WHPSRUDU\
VKXWLQVRQFHUWDLQZHOOVLQWKHILHOG  :HHYDOXDWHGWKHXQGLVFRXQWHGIXWXUHQHWFDVKIORZVIRUWKH$YRXPDILHOGDQGGHWHUPLQHGWKDW
WKH\ZHUHLQH[FHVVRIWKHILHOG¶VFDUU\LQJYDOXHDW'HFHPEHU  $VDUHVXOWQRLPSDLUPHQWZDVUHTXLUHGIRUWKH$YRXPD
ILHOGRUDQ\RIRXURWKHUILHOGVLQ*DERQIRU 

Undeveloped Leasehold Costs
:HKDYHD ZRUNLQJLQWHUHVWLQDQXQGHYHORSHGSRUWLRQRI%ORFN3RIIVKRUH(TXDWRULDO*XLQHDWKDWZHDFTXLUHGLQIRUZKLFK
ZHKDYH PLOOLRQFDSLWDOL]HGLQXQGHYHORSHGDFUHDJH )RUDQXPEHURI\HDUVWKH%ORFN3LQWHUHVWZDVLQVXVSHQVLRQKRZHYHULQ
6HSWHPEHUWKH0LQLVWU\RI0LQHVDQG+\GURFDUERQV ³(*00+´ OLIWHGWKHVXVSHQVLRQ  :HDUHDZDLWLQJWKH(*00+WR
DSSURYHRXUDSSRLQWPHQWDVWHFKQLFDORSHUDWRUIRU%ORFN3  &RPSDQLD1DFLRQDOGH3HWUROHRVGH*XLQHD(TXDWRULDO ³*(3HWURO´ ZLOO
DFWDVWKHDGPLQLVWUDWLYHRSHUDWRU  8QGHUWKHWHUPVRIOLIWLQJRIWKHVXVSHQVLRQDQHZMRLQWRZQHULVH[SHFWHGWRDVVXPH*(3HWURO¶V
ZRUNLQJLQWHUHVWREOLJDWLRQVDQGEHSUHVHQWHGWRWKH(*00+E\0DUFK  2QFHWKHMRLQWRZQHULVDSSURYHGZHDUHUHTXLUHG
WRGULOORQHH[SORUDWLRQZHOOZLWKLQRQH\HDU  :KLOHWKHUHLVQRPRQHWDU\SHQDOW\IRUIDLOLQJWRPHHWWKHWHUPVRIWKHOLIWLQJRIWKH
VXVSHQVLRQZHZRXOGORVHRXULQWHUHVWLQWKHOLFHQVHDQGWKHDVVRFLDWHGFDSLWDOL]HGXQSURYHGOHDVHKROGFRVWVRIPLOOLRQDVRI
'HFHPEHUZRXOGEHFRPHLPSDLUHG  2XUSURGXFWLRQVKDULQJFRQWUDFWFRYHULQJWKLVGHYHORSPHQWDQGSURGXFWLRQDUHD
SURYLGHVIRUDGHYHORSPHQW DQGSURGXFWLRQSHULRGRI \HDUVIURPWKHGDWHRIDSSURYDORIDGHYHORSPHQWDQGSURGXFWLRQSODQ
$VDUHVXOWRIWKH36&([WHQVLRQWKHH[SORLWDWLRQDUHDZDVH[SDQGHGWRLQFOXGHSUHYLRXVO\XQGHYHORSHGDFUHDJH  :HDOORFDWHG 
PLOOLRQRIRXUVKDUHRIWKHVLJQLQJERQXVDQG PLOOLRQRIWKHPLOOLRQUHVXOWLQJ IURPWKHGHIHUUHGWD[LPSDFWIRUWKHGLIIHUHQFH
EHWZHHQERRNEDVLVDQGWD[EDVLVWRXQSURYHGOHDVHKROGFRVWVXVLQJWKHDFUHDJHDWWULEXWDEOHWRWKHSUHYLRXVH[SORLWDWLRQDUHDVDQGWKH
DGGLWLRQDODFUHDJHLQWKHH[SDQGHGH[SORLWDWLRQDUHDV  ([SORLWDWLRQRIWKLVDGGLWLRQDODUHDLVSHUPLWWHGWKURXJKRXWWKHWHUPRIWKH
(WDPH36&
Capitalized Equipment Inventory

)
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&HUWDLQFDSLWDOL]HGHTXLSPHQWLQYHQWRU\UHODWHGWRWKH(WDPH0DULQEORFNZDVLQFUHDVHGLQYDOXHE\ PLOOLRQGXHWRDGMXVWPHQWVLQ
REVROHVFHQFHRIVRPHLWHPV
'(5,9$7,9(6$1')$,59$/8(
:HXVHGHULYDWLYHILQDQFLDOLQVWUXPHQWVWRDFKLHYHDPRUHSUHGLFWDEOHFDVKIORZIURPRLOSURGXFWLRQE\UHGXFLQJRXUH[SRVXUHWRSULFH
IOXFWXDWLRQV  6HH1RWHIRUIXUWKHULQIRUPDWLRQ
Commodity swaps  ,Q-XQHZHHQWHUHGLQWRFRPPRGLW\ VZDSVDWD'DWHG%UHQWZHLJKWHGDYHUDJHRI SHUEDUUHOIRUWKH
SHULRGIURPDQGLQFOXGLQJ-XQHWKURXJK-XQHIRUDTXDQWLW\RIDSSUR[LPDWHO\ EDUUHOV  ,IDOLDELOLW\SRVLWLRQ
H[FHHGV PLOOLRQZHZRXOG EHUHTXLUHGWRSURYLGHDEDQNOHWWHURIFUHGLWRUGHSRVLWFDVKLQWRDQHVFURZDFFRXQWIRUWKHDPRXQW
E\ZKLFKWKHOLDELOLW\H[FHHGVPLOOLRQ7KHVHVZDSVVHWWOHRQDPRQWKO\EDVLV  $W'HFHPEHURXUXQH[SLUHG
FRPPRGLW\ VZDSVZHUHIRUDQXQGHUO\LQJTXDQWLW\RI EDUUHOVDQGKDGDIDLUYDOXHDVVHWSRVLWLRQRI PLOOLRQUHIOHFWHGLQ
³3UHSD\PHQWVDQGRWKHU´OLQHRIRXUFRQVROLGDWHGEDODQFHVKHHW
Put options  'XULQJZHH[HFXWHGFUXGHRLOSXWFRQWUDFWVDVPDUNHWFRQGLWLRQVDOORZHG LQRUGHUWRHFRQRPLFDOO\KHGJH
DQWLFLSDWHGDQGFDVKIORZVIURPFUXGHRLOSURGXFLQJDFWLYLWLHV  $W'HFHPEHURXUFUXGHRLOSXWFRQWUDFWVH[SLUHG 
:KLOHWKHVHFRPPRGLW\VZDSVDQGFUXGHRLOSXWVDUHLQWHQGHGWREHDQHFRQRPLFKHGJHWRPLWLJDWHWKHLPSDFWRIDGHFOLQHLQRLO
SULFHVZHKDYHQRWHOHFWHGKHGJHDFFRXQWLQJ7KHFRQWUDFWVDUHEHLQJPHDVXUHGDWIDLUYDOXHHDFKSHULRGZLWKFKDQJHVLQIDLUYDOXH
UHFRJQL]HGLQQHWLQFRPH:HGRQRWHQWHULQWRGHULYDWLYHLQVWUXPHQWVIRUVSHFXODWLYHRUWUDGLQJSURSRVHV
7KHFUXGHRLOVZDSVDQGSXWFRQWUDFWVDUHPHDVXUHGDWIDLUYDOXHXVLQJWKH%ODFN¶VRSWLRQSULFLQJPRGHO/HYHOREVHUYDEOHLQSXWV
XVHGLQWKHYDOXDWLRQPRGHOLQFOXGHPDUNHWLQIRUPDWLRQDVRIWKHUHSRUWLQJGDWHVXFKDVSUHYDLOLQJ%UHQWFUXGHIXWXUHVSULFHV%UHQW
FUXGHIXWXUHVFRPPRGLW\SULFHYRODWLOLW\DQGLQWHUHVWUDWHV7KHGHWHUPLQDWLRQRIWKHVZDSDQGSXWFRQWUDFWVIDLUYDOXHLQFOXGHVWKH
LPSDFWRIWKHFRXQWHUSDUW\¶VQRQSHUIRUPDQFHULVN
7RPLWLJDWHFRXQWHUSDUW\ULVNZHHQWHULQWRVXFKGHULYDWLYHFRQWUDFWVZLWKFUHGLWZRUWK\ILQDQFLDOLQVWLWXWLRQVGHHPHGE\PDQDJHPHQW
DVFRPSHWHQWDQGFRPSHWLWLYHPDUNHWPDNHUV
7KHIROORZLQJWDEOHVHWVIRUWKWKHJDLQ ORVV RQGHULYDWLYHLQVWUXPHQWVRQRXUFRQVROLGDWHGVWDWHPHQWVRIRSHUDWLRQV

<HDU(QGHG'HFHPEHU
'HULYDWLYH,WHP

6WDWHPHQWRI2SHUDWLRQV/LQH







(in thousands)

&UXGHRLOVZDSV
&UXGHRLOSXWV

2WKHUQHW
2WKHUQHW

 
²



² 


²


$66(75(7,5(0(172%/,*$7,216
7KHIROORZLQJWDEOHVXPPDUL]HVWKHFKDQJHVLQRXUDVVHWUHWLUHPHQWREOLJDWLRQV


(in thousands)

%DODQFHDW-DQXDU\
$FFUHWLRQ
$FTXLVLWLRQVDQGGLVSRVLWLRQV
5HYLVLRQV
%DODQFHDW'HFHPEHU











²




























$FFUHWLRQLVUHFRUGHGLQWKHOLQHLWHP³'HSUHFLDWLRQGHSOHWLRQDQGDPRUWL]DWLRQ´RQRXUFRQVROLGDWHGVWDWHPHQWVRIRSHUDWLRQV
:HDUHUHTXLUHGXQGHUWKH(WDPH36&WRFRQGXFWUHJXODUDEDQGRQPHQWVWXGLHVWRXSGDWHWKHHVWLPDWHGFRVWVWRDEDQGRQWKHRIIVKRUH
ZHOOVSODWIRUPVDQGIDFLOLWLHVRQWKH(WDPH0DULQEORFN  ,QZHUHFRUGHGDGRZQZDUGUHYLVLRQRIPLOOLRQWRWKH$52
OLDELOLW\DVDUHVXOWRIDFKDQJHLQWKHH[SHFWHGWLPLQJRIWKHDEDQGRQPHQWFRVWVZKHQWKHSHULRGRIH[SORLWDWLRQXQGHUWKH(WDPH36&
ZDVH[WHQGHGWRDWOHDVW6HSWHPEHUDVGLVFXVVHGIXUWKHULQ1RWH  7KHPRVWUHFHQWO\FRPSOHWHGDEDQGRQPHQWVWXG\ZDVLQ
1RYHPEHU $VGLVFXVVHGIXUWKHULQ1RWHRQ)HEUXDU\WKH*DERQHVHEUDQFKRIWKHLQWHUQDWLRQDOFRPPHUFLDOEDQN
KROGLQJWKHDEDQGRQPHQWIXQGVLQD86GROODU GHQRPLQDWHGDFFRXQWDGYLVHGWKDWWKHEDQNUHJXODWRUUHTXLUHGWUDQVIHURIWKHIXQGVWR
WKH&HQWUDO%DQNIRU&(0$& IRUFRQYHUVLRQWRORFDOFXUUHQF\ZLWKDFUHGLWEDFNWRWKH*DERQHVHEUDQFK LQORFDOFXUUHQF\

)

335

&200,70(176$1'&217,1*(1&,(6
FPSO charter
,QFRQQHFWLRQZLWKWKHFKDUWHURIWKH)362 WKH³)362FKDUWHU´ ZHDV RSHUDWRURIWKH(WDPH0DULQEORFNJXDUDQWHHGDOORIWKHOHDVH
SD\PHQWVXQGHUWKH)362FKDUWHUWKURXJKLWVFRQWUDFWWHUPZKLFKH[SLUHVLQ 6HSWHPEHU$WRXUHOHFWLRQWKH)362FKDUWHUPD\
EHWHUPLQDWHGDVHDUO\DV6HSWHPEHU:HREWDLQHG JXDUDQWHHVIURPHDFKRIRXUMRLQWRZQHUVIRUWKHLUUHVSHFWLYHVKDUHVRIWKH
SD\PHQWV2XUQHWVKDUHRIWKHFKDUWHUSD\PHQWLVRU DSSUR[LPDWHO\ PLOOLRQSHU\HDU$OWKRXJKZH EHOLHYHWKHQHHGIRU
SHUIRUPDQFHXQGHUWKHFKDUWHUJXDUDQWHHLVUHPRWHZHUHFRUGHGDOLDELOLW\RI PLOOLRQDQG PLOOLRQDVRI'HFHPEHU
 DQGUHVSHFWLYHO\UHSUHVHQWLQJWKHJXDUDQWHH¶V HVWLPDWHGIDLUYDOXH7KHJXDUDQWHHRIWKHRIIVKRUH*DERQ)362OHDVHKDV
 PLOOLRQLQUHPDLQLQJJURVVPLQLPXPREOLJDWLRQVDVRI'HFHPEHU
(VWLPDWHGIXWXUHPLQLPXPREOLJDWLRQVWKURXJKWKHHQGRIWKH)362FKDUWHUZKLFKUHIOHFWVWKHULJKWRIHDUO\WHUPLQDWLRQDUHDVIROORZV

)XOO&KDUWHU
3D\PHQW

(in thousands)
<HDU






7RWDO







²
²
²


9$$/&21HW







²
²
²


7KH)362FKDUWHUSD\PHQWLQFOXGHVD SHUEDUUHOFKDUWHUIHHIRUSURGXFWLRQXSWREDUUHOVRIRLOSHUGD\DQGD SHU
EDUUHOFKDUWHUIHHIRUWKRVHEDUUHOVSURGXFHGLQH[FHVVRIEDUUHOVRIRLOSHUGD\9$$/&2¶VQHWVKDUHRISD\PHQWVZDV 
PLOOLRQ PLOOLRQDQG PLOOLRQIRUWKH\HDUVHQGHG'HFHPEHU DQGUHVSHFWLYHO\
Other lease obligations
,QDGGLWLRQWRWKH)362ZHKDYHRSHUDWLQJOHDVHREOLJDWLRQVDVIROORZV

*URVV2EOLJDWLRQ

(in thousands)
<HDU






7RWDO







²
²
²


9$$/&21HW







²
²
²


:HLQFXUUHGUHQWH[SHQVHRI PLOOLRQ PLOOLRQDQG PLOOLRQXQGHURSHUDWLQJOHDVHVIRUWKH\HDUVHQGHG'HFHPEHU
DQG
Drilling and other commitments
,QFRQQHFWLRQZLWKWKH36&([WHQVLRQWKH(WDPH0DULQEORFNMRLQWRZQHUVDUHUHTXLUHGWRGULOOWZR ZHOOVDQGWZR DSSUDLVDOZHOOERUHV
E\6HSWHPEHU  7KHHVWLPDWHGFRVWIRUWKHVHZHOOVLVDSSUR[LPDWHO\ PLOOLRQ  PLOOLRQQHWWR9$$/&2  ,Q
DGGLWLRQWRWKHGULOOLQJFRPPLWPHQWWKH(WDPH0DULQEORFNMRLQWRZQHUVDUHUHTXLUHGWRSD\ PLOOLRQ  PLOOLRQQHWWR
9$$/&2 LQFDVKWRWKHJRYHUQPHQWRI*DERQIROORZLQJWKHHQGRIWKHGULOOLQJDFWLYLWLHVIRUWKHWZRZHOOV  $VWKHSD\PHQWLV QRW
FRQWLQJHQWRQWKHVXFFHVVRIWKHVHZHOOVDQGDWOHDVWPLOOLRQZRXOGEHSDLGLIQRZHOOVDUHGULOOHG ZHKDYHDFFUXHGDOLDELOLW\IRU
RXUQHWPLOOLRQVKDUHDVRI'HFHPEHU  7KHMRLQWRZQHUVDUHDOVRREOLJDWHGWRSHUIRUPWZR WHFKQLFDOVWXGLHVHVWLPDWHGWR
FRVW PLOOLRQ  PLOOLRQQHWWR9$$/&2   7KHFRVWVUHODWHGWRWKHVHVWXGLHVZLOOEHUHFRJQL]HGLQIXWXUHSHULRGVZKHQWKH
VWXGLHVDUHSHUIRUPHG
Rig commitment
,QZHHQWHUHGLQWRDORQJWHUPFRQWUDFWIRUWKH&RQVWHOODWLRQ,,GULOOLQJULJWKDWZDVXQGHUDORQJWHUPFRQWUDFWIRUWKHPXOWLZHOO
GHYHORSPHQWGULOOLQJFDPSDLJQRIIVKRUH*DERQ7KHFDPSDLJQLQFOXGHGWKHGULOOLQJRIGHYHORSPHQWZHOOVDQGZRUNRYHUVRIH[LVWLQJ
ZHOOVLQWKH(WDPH0DULQEORFN :HUHOHDVHGWKHGULOOLQJULJLQ)HEUXDU\SULRUWRWKHRULJLQDO-XO\FRQWUDFWWHUPLQDWLRQ
GDWHDQGLQ-XQHZHUHDFKHGDQDJUHHPHQWZLWKWKHGULOOLQJFRQWUDFWRUIRUXVWRSD\  PLOOLRQ QHWWR9$$/&2¶VLQWHUHVWIRU

)
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XQXVHGULJGD\VXQGHUWKHFRQWUDFW7KHH[SHQVHUHODWHGWRWKHWHUPLQDWLRQZDVUHSRUWHGLQWKH³2WKHURSHUDWLQJH[SHQVH´OLQH LWHPLQ
RXUFRQVROLGDWHGVWDWHPHQWRIRSHUDWLRQVIRUWKH \HDUHQGHG'HFHPEHU
Gabon domestic market obligation and other investment obligations
8QGHUWKHWHUPVRIWKH(WDPH36&HIIHFWLYHLQ$SULOWKH&RQVRUWLXPLVUHTXLUHGWRSURYLGHWRWKHORFDOJRYHUQPHQWUHILQHU\D
YROXPHRIFUXGHDWD GLVFRXQWWRPDUNHWSULFH WKH³*DERQ'02´ 3ULRUWR$SULOWKHGLVFRXQWZDV7KHYROXPH
UHTXLUHGWREHIXUQLVKHGLVWKHDPRXQWRIWKH(WDPH0DULQEORFNSURGXFWLRQGLYLGHGE\WRWDO*DERQSURGXFWLRQWLPHVWKHYROXPH RIRLO
UHILQHGE\WKHUHILQHU\SHU\HDU,QZHSDLG PLOOLRQIRURXUVKDUHRIWKHREOLJDWLRQ  ,QZHSDLG PLOOLRQIRU
RXUVKDUHRIWKHREOLJDWLRQ,QZHSDLG PLOOLRQIRURXUVKDUHRIWKHREOLJDWLRQ  :HDFFUXHDQDPRXQWIRUWKH
*DERQ'02EDVHGRQPDQDJHPHQW¶VEHVWHVWLPDWHRIWKHYROXPHRIFUXGHUHTXLUHGEHFDXVHWKHUHILQHU\GRHVQRWSXEOLVKWKURXJKSXW
ILJXUHV7KHDPRXQWDFFUXHGDW'HFHPEHUIRURXUVKDUHRIWKHREOLJDWLRQZDV PLOOLRQ7KHDPRXQWDFFUXHGDW
'HFHPEHUIRURXUVKDUHRIWKHREOLJDWLRQZDV PLOOLRQ7KHVHFRVWVDUHFRVWUHFRYHUDEOHXQGHUWKHWHUPVRIWKH
(WDPH36&$OVREHJLQQLQJLQ$SULOWKH&RQVRUWLXPLVUHTXLUHGWRSD\DQDGGLWLRQDO RIUHYHQXHVIRUSURYLVLRQVIRU
GLYHUVLILHGLQYHVWPHQWV ³3,'´ DQGIRULQYHVWPHQWVLQK\GURFDUERQV ³3,+´ 7KHDPRXQWDFFUXHGDW'HFHPEHUIRURXU
VKDUHRIWKHREOLJDWLRQZDVPLOOLRQ7KHDPRXQWDFFUXHGDW'HFHPEHUIRURXUVKDUHRIWKHREOLJDWLRQZDV
 PLOOLRQ RI3,'DQG3,+FRVWVDUHFRVWUHFRYHUDEOHXQGHUWKHWHUPVRIWKH(WDPH36&
Abandonment funding
8QGHUWKHWHUPVRIWKH(WDPH36&ZHKDYHDFDVKIXQGLQJDUUDQJHPHQWIRUWKHHYHQWXDODEDQGRQPHQWRIDOORIIVKRUHZHOOVSODWIRUPV
DQGIDFLOLWLHVRQWKH(WDPH0DULQEORFN$VDUHVXOWRIWKH36&([WHQVLRQDQQXDOIXQGLQJSD\PHQWVDUHVSUHDGRYHUWKHSHULRGV IURP
WKURXJK  7KHDPRXQWVSDLGZLOOEHUHLPEXUVHGWKURXJKWKH&RVW$FFRXQWDQGDUHQRQUHIXQGDEOH7KHDEDQGRQPHQW
HVWLPDWHXVHGIRUWKLVSXUSRVHLVDSSUR[LPDWHO\ PLOOLRQ  PLOOLRQQHWWR9$$/&2 RQDQXQGLVFRXQWHGEDVLV7KURXJK
'HFHPEHU PLOOLRQ  PLOOLRQQHWWR9$$/&2 RQDQXQGLVFRXQWHGEDVLVKDVEHHQIXQGHG7KLVFDVKIXQGLQJLV
UHIOHFWHGXQGHU³2WKHUQRQFXUUHQWDVVHWV´LQWKH³$EDQGRQPHQWIXQGLQJ´OLQHLWHPRIRXUFRQVROLGDWHGEDODQFHVKHHW)XWXUHFKDQJHV
WRWKHDQWLFLSDWHGDEDQGRQPHQWFRVWHVWLPDWHFRXOGFKDQJHRXUDVVHWUHWLUHPHQWREOLJDWLRQDQGWKHDPRXQWRIIXWXUHDEDQGRQPHQW
IXQGLQJSD\PHQWV
Regulatory and Joint Interest Audits
:HDUHVXEMHFWWRSHULRGLFURXWLQHDXGLWVE\YDULRXVJRYHUQPHQWDJHQFLHVLQ*DERQLQFOXGLQJDXGLWVRIRXUSHWUROHXP&RVW$FFRXQW
FXVWRPVWD[HVDQGRWKHURSHUDWLRQDOPDWWHUVDVZHOODVDXGLWVE\RWKHU PHPEHUVRIWKHFRQWUDFWRUJURXSXQGHURXUMRLQWRSHUDWLQJ
DJUHHPHQWV
$VRI'HFHPEHUZHKDGDFFUXHG PLOOLRQQHWWR9$$/&2LQWKH³$FFUXHGOLDELOLWLHVDQGRWKHU´OLQHLWHPRIRXU
FRQVROLGDWHGEDODQFHVKHHWIRUFHUWDLQSD\UROOWD[HVLQ*DERQZKLFKZHUHQRWSDLGSHUWDLQLQJWRODERUSURYLGHGWRXVRYHUDQXPEHURI
\HDUVE\DWKLUGSDUW\FRQWUDFWRU:KLOHWKHSD\UROOWD[HVZHUHIRULQGLYLGXDOVZKRZHUHQRWRXUHPSOR\HHVZHFRXOGEHGHHPHGOLDEOH
IRUWKHVHH[SHQVHVDVWKHHQGXVHURIWKHVHUYLFHVSURYLGHG7KHVHOLDELOLWLHVZHUHVXEVWDQWLDOO\UHVROYHGDWWKHDFFUXHGDPRXQWLQ
-DQXDU\
,QWKHJRYHUQPHQWRI*DERQFRQGXFWHGDQDXGLWRIRXURSHUDWLRQVLQ*DERQFRYHULQJWKH\HDUVWKURXJK:HUHFHLYHG
WKHILQGLQJVIURPWKLVDXGLW DQGUHVSRQGHGWRWKHDXGLWILQGLQJVLQ-DQXDU\6LQFHSURYLGLQJRXUUHVSRQVHWKHUHKDYHEHHQ
FKDQJHVLQWKH *DERQHVH RIILFLDOVUHVSRQVLEOHIRUWKHDXGLW :HDUHZRUNLQJZLWKWKHFXUUHQWO\DSSRLQWHG UHSUHVHQWDWLYHV WRUHVROYH
WKHDXGLWILQGLQJV :HGRQRWDQWLFLSDWHWKDWWKHXOWLPDWHRXWFRPHRIWKLVDXGLWZLOOKDYHDPDWHULDOHIIHFWRQRXUILQDQFLDOFRQGLWLRQ
UHVXOWVRIRSHUDWLRQVRUOLTXLGLW\
,QWKHJRYHUQPHQWRI*DERQFRQGXFWHGDWD[DXGLWRIRXU*DERQVXEVLGLDU\FRYHULQJWKH\HDUVWKURXJKDQGLQ
'HFHPEHUZHUHFHLYHGDUHSRUWRQWKHLUILQGLQJV  :HKDYHHYDOXDWHGWKHUHVXOWVRIWKLVDXGLWDQGKDYHPDGHDQDFFUXDO RI
PLOOLRQQHWWR9$$/&2IRUWKHHVWLPDWHGDGGLWLRQDOWD[HVDORQJZLWKSHQDOWLHVLQWKH³$FFUXHGOLDELOLWLHVDQGRWKHU´OLQHLWHPRIRXU
FRQVROLGDWHGEDODQFHVKHHW
$W'HFHPEHUZHKDGDFFUXHG  PLOOLRQQHWWR9$$/&2LQWKH³$FFUXHGOLDELOLWLHVDQGRWKHU´OLQHLWHPRIRXU
FRQVROLGDWHGEDODQFHVKHHWIRU SRWHQWLDOIHHVZKLFKPD\UHVXOWIURP DFXVWRPVDXGLW  7KLVPDWWHUZDVIXOO\UHVROYHGLQ-DQXDU\
IRU PLOOLRQQHWWR9$$/&2
Employment agreements
2XU&KLHI([HFXWLYH2IILFHUDQG&KLHI)LQDQFLDO2IILFHUKDYHHPSOR\PHQWDJUHHPHQWVZKLFKSURYLGHIRUSD\PHQWVRIDQQXDOVDODU\
LQFHQWLYHFRPSHQVDWLRQDQGFHUWDLQRWKHUEHQHILWVLIWKHLUHPSOR\PHQWLVWHUPLQDWHGZLWKRXWFDXVH
'(%7
2Q0D\ZH WHUPLQDWHGDQDPHQGHGWHUPORDQDJUHHPHQW ZHKDGZLWKWKH,QWHUQDWLRQDO)LQDQFH&RUSRUDWLRQ WKH³,)&´  WKH
³$PHQGHG7HUP/RDQ$JUHHPHQW´ E\SUHSD\LQJWKHRXWVWDQGLQJSULQFLSDODQGDFFUXHGLQWHUHVW  :HGLGQRWLQFXUDQ\WHUPLQDWLRQRU
SUHSD\PHQWSHQDOWLHVDVDUHVXOWRIWKHWHUPLQDWLRQRIWKH$PHQGHG7HUP/RDQ$JUHHPHQW
:HHQWHUHGLQWRWKH$PHQGHG7HUP/RDQ$JUHHPHQWRQ-XQHWKURXJKWKHH[HFXWLRQRID6XSSOHPHQWDO$JUHHPHQWZLWKWKH
,)&ZKLFKDPRQJRWKHUWKLQJVDPHQGHGDQGUHVWDWHGRXUH[LVWLQJORDQDJUHHPHQWWRFRQYHUWWKH PLOOLRQUHYROYLQJSRUWLRQRI
)
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WKHFUHGLWIDFLOLW\WRDWHUPORDQZLWK PLOOLRQRXWVWDQGLQJDWWKDWGDWH7KH$PHQGHG7HUP/RDQ$JUHHPHQWZDVVHFXUHGE\WKH
DVVHWVRIRXU*DERQVXEVLGLDU\9$$/&2*DERQ6$DQGZDVJXDUDQWHHGE\9$$/&2DVWKHSDUHQWFRPSDQ\7KH$PHQGHG7HUP
/RDQ$JUHHPHQWSURYLGHGIRUTXDUWHUO\SULQFLSDODQGLQWHUHVWSD\PHQWVRQWKHDPRXQWVRXWVWDQGLQJZLWKLQWHUHVWDFFUXLQJDWD UDWHRI
/,%25SOXV
7KH$PHQGHG7HUP/RDQ$JUHHPHQWDOVRSURYLGHGIRUDQDGGLWLRQDO PLOOLRQZKLFKFRXOGEHUHTXHVWHGLQDVLQJOHGUDZVXEMHFW
WRWKH,)&¶VDSSURYDOWKURXJK0DUFK2Q0DUFKZHERUURZHG  PLOOLRQ XQGHUWKLVSURYLVLRQRIWKH$PHQGHG
7HUP/RDQ$JUHHPHQW7KHDGGLWLRQDOERUURZLQJVZHUHWREHUHSDLGLQ ILYH TXDUWHUO\SULQFLSDOLQVWDOOPHQWV FRPPHQFLQJ-XQH
WRJHWKHU ZLWKLQWHUHVWZKLFKZLOODFFUXHDW/,%25SOXV
Interest
8QWLO-XQHXQGHUWKHWHUPVRIWKHRULJLQDOORDQDJUHHPHQWZLWKWKH,)&ZHSDLGFRPPLWPHQWIHHVRQWKHXQGUDZQSRUWLRQRI
WKHWRWDOFRPPLWPHQW&RPPLWPHQWIHHVKDGEHHQHTXDOWR RIWKHXQXVHGEDODQFHRIWKHVHQLRUWUDQFKHRI PLOOLRQDQG
RIWKHXQXVHGEDODQFHRIWKHVXERUGLQDWHGWUDQFKHRI PLOOLRQZKHQDFRPPLWPHQWZDVDYDLODEOHIRUXWLOL]DWLRQ:LWKWKH
H[HFXWLRQRIWKH$PHQGHG7HUP/RDQ$JUHHPHQWZLWKWKH,)&LQ-XQHEHJLQQLQJRQ-XQHDQGFRQWLQXLQJWKURXJK
0DUFKFRPPLWPHQWIHHVZHUHHTXDOWR  RIWKHXQGUDZQWHUPORDQDPRXQWRIPLOOLRQ7KHUHDUH
QR IXUWKHU FRPPLWPHQWIHHVRZLQJDIWHU0DUFK
7KHWDEOHEHORZVKRZVWKHFRPSRQHQWVRIWKH³,QWHUHVWH[SHQVH´OLQHLWHPRIRXUFRQVROLGDWHGVWDWHPHQWVRIRSHUDWLRQVDQGWKH
DYHUDJHHIIHFWLYHLQWHUHVWUDWHH[FOXGLQJFRPPLWPHQWIHHVRQRXUERUURZLQJV
<HDU(QGHG'HFHPEHU






(in thousands)

,QWHUHVWH[SHQVHUHODWHGWRGHEWLQFOXGLQJFRPPLWPHQWIHHV
'HIHUUHGILQDQFHFRVWDPRUWL]DWLRQ
'HIHUUHGILQDQFHFRVWZULWHRIIGXHWRORDQPRGLILFDWLRQ
,QWHUHVWLQFRPH
2WKHULQWHUHVWH[SHQVHQRWUHODWHGWRGHEW
,QWHUHVWH[SHQVHQHW





$YHUDJHHIIHFWLYHLQWHUHVWUDWHH[FOXGLQJFRPPLWPHQWIHHV



²











²

















6+$5(+2/'(56¶(48,7<
Preferred stock ± $XWKRUL]HGSUHIHUUHGVWRFNFRQVLVWVRI VKDUHVZLWKDSDUYDOXHRI SHUVKDUH1RVKDUHVRISUHIHUUHG
VWRFNZHUHLVVXHG DQGRXWVWDQGLQJ DVRI'HFHPEHURU
Treasury stock ± ,QWKH\HDUVHQGHG'HFHPEHUDQGZHZLWKKHOG  DQG VKDUHVUHVSHFWLYHO\
LQFRQQHFWLRQZLWKFDVKOHVVVWRFNRSWLRQH[HUFLVHVDQGUHVWULFWHGVWRFNYHVWLQJVWRVDWLVI\WD[ZLWKKROGLQJREOLJDWLRQVUHODWHGWRVWRFN
RSWLRQH[HUFLVHV  ,QWKH\HDUHQGHG'HFHPEHUUHVWULFWHGVWRFNYHVWLQJVRIVKDUHVZHUHLVVXHGIURPWUHDVXU\
672&.%$6('&203(16$7,21$1'27+(5%(1(),73/$16
2XUVWRFNEDVHGFRPSHQVDWLRQKDVEHHQJUDQWHGXQGHUVHYHUDOVWRFNLQFHQWLYHDQGORQJWHUPLQFHQWLYHSODQV7KHSODQVDXWKRUL]HWKH
&RPSHQVDWLRQ&RPPLWWHHRIRXU%RDUGRI'LUHFWRUVWRLVVXHYDULRXVW\SHVRILQFHQWLYHFRPSHQVDWLRQ&XUUHQWO\ZHKDYHLVVXHGVWRFN
RSWLRQVUHVWULFWHGVKDUHVDQG6$5VIURPWKH/RQJ7HUP,QFHQWLYH3ODQ ³3ODQ´ $W'HFHPEHU VKDUHV
ZHUHDXWKRUL]HGIRUIXWXUHJUDQWVXQGHUWKLVSODQ
)RUHDFKVWRFNRSWLRQJUDQWHGWKHQXPEHURIDXWKRUL]HGVKDUHVXQGHUWKH3ODQZLOOEHUHGXFHGRQDRQHIRURQHEDVLV)RUHDFK
UHVWULFWHGVKDUHJUDQWHGWKHQXPEHURIVKDUHVDXWKRUL]HGXQGHUWKH3ODQZLOOEHUHGXFHGE\WZLFHWKHQXPEHURIUHVWULFWHGVKDUHV
:HKDYHQRVHWSROLF\IRUVRXUFLQJVKDUHVIRURSWLRQJUDQWV+LVWRULFDOO\WKHVKDUHVLVVXHGXQGHURSWLRQJUDQWVKDYHEHHQQHZVKDUHV
:HUHFRUGQRQFDVKFRPSHQVDWLRQH[SHQVHUHODWHGWRVWRFNEDVHGFRPSHQVDWLRQDVJHQHUDODQGDGPLQLVWUDWLYHH[SHQVH)RUWKH\HDUV
HQGHG'HFHPEHU DQGQRQFDVKFRPSHQVDWLRQH[SHQVH ZDVPLOOLRQPLOOLRQDQGPLOOLRQ
UHVSHFWLYHO\UHODWHGWRWKHLVVXDQFHRIVWRFNRSWLRQVUHVWULFWHGVWRFNDQG6$5V%HFDXVHZHGRQRWSD\VLJQLILFDQW86IHGHUDO
LQFRPHWD[HVQR DPRXQWVZHUHUHFRUGHGIRUWD[EHQHILWV
Stock options
6WRFNRSWLRQVKDYHDQH[HUFLVHSULFHWKDWPD\QRWEHOHVVWKDQWKHIDLUPDUNHWYDOXHRIWKHXQGHUO\LQJVKDUHVRQWKHGDWHRIJUDQW,Q
JHQHUDOVWRFNRSWLRQVJUDQWHGWRSDUWLFLSDQWVZLOOEHFRPHH[HUFLVDEOHRYHUDSHULRGGHWHUPLQHGE\WKH&RPSHQVDWLRQ&RPPLWWHH RI
RXU%RDUGRI'LUHFWRUVZKLFKLQWKHSDVWKDVEHHQD ILYH \HDUOLIHZLWKWKHRSWLRQVYHVWLQJRYHUDVHUYLFHSHULRGRIXSWR ILYH \HDUV,Q
)

338

DGGLWLRQVWRFNRSWLRQVZLOOEHFRPHH[HUFLVDEOHXSRQDFKDQJHLQFRQWURO XQOHVVSURYLGHGRWKHUZLVHE\WKH&RPSHQVDWLRQ&RPPLWWHH 
7KHUHZHUH PLOOLRQDQG WKRXVDQGLQFDVKSURFHHGVUHFHLYHGIURPWKHH[HUFLVHRIVWRFNRSWLRQVLQDQG
UHVSHFWLYHO\  )RUWKHUHZHUHQR FDVKSURFHHGVUHFHLYHGIURPWKHH[HUFLVHRIVWRFNRSWLRQV  'XULQJRSWLRQVIRU
 VKDUHVZHUHJUDQWHGWRHPSOR\HHVWKHVHRSWLRQVYHVWRYHUD WKUHH\HDUSHULRGYHVWLQJLQWKUHHHTXDOSDUWVRQWKHILUVWVHFRQG
DQGWKLUGDQQLYHUVDULHVDIWHUWKHGDWHRIJUDQWDQGKDYHDQH[HUFLVHSULFHRI SHUVKDUH  2SWLRQVIRU  VKDUHVDOVRZHUH
JUDQWHGLQWRRXUQRQHPSOR\HHGLUHFWRUVZKLFKZHUHIXOO\YHVWHGXSRQWKHLUJUDQWDQGKDYHDQH[HUFLVHSULFHRI SHUVKDUH
:HXVHWKH%ODFN6FKROHVPRGHOWRFDOFXODWHWKHJUDQWGDWHIDLUYDOXHRIVWRFNRSWLRQDZDUGV7KLVIDLUYDOXHLVWKHQDPRUWL]HGWR
H[SHQVHRYHUWKHYHVWLQJSHULRGRIWKHRSWLRQ'XULQJDQGWKHZHLJKWHGDYHUDJHDVVXPSWLRQVVKRZQEHORZZHUH
XVHGWRFDOFXODWHWKHZHLJKWHGDYHUDJHJUDQWGDWHIDLUYDOXHRIRSWLRQJUDQWV%HFDXVHZHKDYHQRWSDLGFDVKGLYLGHQGVDQGGRQRW
DQWLFLSDWHSD\LQJFDVKGLYLGHQGVRQWKHFRPPRQVWRFNLQWKHIRUHVHHDEOHIXWXUHQRH[SHFWHGGLYLGHQG\LHOGZDVLQSXWWRWKH%ODFN
6FKROHVPRGHO
<HDU(QGHG'HFHPEHU


:HLJKWHGDYHUDJHH[HUFLVHSULFH VKDUH
([SHFWHGOLIHLQ\HDUV
$YHUDJHH[SHFWHGYRODWLOLW\
5LVNIUHHLQWHUHVWUDWH
:HLJKWHGDYHUDJHJUDQWGDWHIDLUYDOXH VKDUH








 
 







 

 
 
 



 
 


6WRFNRSWLRQDFWLYLW\IRUWKH\HDUHQGHG'HFHPEHULVSURYLGHGEHORZ
1XPEHURI
6KDUHV
8QGHUO\LQJ
2SWLRQV
(in thousands)

2XWVWDQGLQJDW-DQXDU\
*UDQWHG
([HUFLVHG
)RUIHLWHGH[SLUHG
2XWVWDQGLQJDW'HFHPEHU
([HUFLVDEOHDW'HFHPEHU








:HLJKWHG$YHUDJH
([HUFLVH3ULFH3HU
6KDUH



:HLJKWHG
$YHUDJH
5HPDLQLQJ
&RQWUDFWXDO
7HUP
(in years)








$JJUHJDWH
,QWULQVLF9DOXH
(in thousands)










7KHLQWULQVLFYDOXHRIDVWRFNRSWLRQLVWKHDPRXQWE\ZKLFKWKHFXUUHQWPDUNHWYDOXHRIWKHXQGHUO\LQJVWRFNH[FHHGVWKHH[HUFLVH
SULFHRIWKHRSWLRQ  7KHLQWULQVLFYDOXHRIVWRFNRSWLRQVH[HUFLVHGLQDQGZDV PLOOLRQDQG PLOOLRQUHVSHFWLYHO\ 
7KHUHZHUHQR H[HUFLVHVRIVWRFNRSWLRQVLQ
2Q)HEUXDU\WKH&RPSDQ\JUDQWHGVWRFNRSWLRQVIRU VKDUHVWRHPSOR\HHVZLWKDQH[HUFLVHSULFHRI SHUVKDUH
$VRI'HFHPEHUXQUHFRJQL]HGFRPSHQVDWLRQFRVWUHODWHGWRRXWVWDQGLQJVWRFNRSWLRQVZDV PLOOLRQZKLFKLVH[SHFWHGWR
EHUHFRJQL]HGRYHUDZHLJKWHGDYHUDJHSHULRGRI \HDUV
Restricted shares
5HVWULFWHGVWRFNJUDQWHGWRHPSOR\HHVZLOOYHVWRYHUDSHULRGGHWHUPLQHGE\WKH&RPSHQVDWLRQ&RPPLWWHHZKLFKLVJHQHUDOO\DWKUHHͲ
\HDUSHULRGYHVWLQJLQWKUHHHTXDOSDUWVRQWKHILUVWWKUHHDQQLYHUVDULHVIROORZLQJWKHGDWHRIWKHJUDQW6KDUHJUDQWVWRGLUHFWRUVYHVW
LPPHGLDWHO\DQGDUHQRWUHVWULFWHG7KHIROORZLQJLVDVXPPDU\RIDFWLYLW\LQXQYHVWHGUHVWULFWHG VWRFNLQ
:HLJKWHG$YHUDJH
*UDQW3ULFH

5HVWULFWHG6WRFN
(in thousands)

1RQYHVWHGVKDUHVRXWVWDQGLQJDW-DQXDU\
$ZDUGVJUDQWHG
$ZDUGVYHVWHG
$ZDUGVIRUIHLWHG
1RQYHVWHGVKDUHVRXWVWDQGLQJDW'HFHPEHU




²







²


7KHWRWDOYHVWGDWHIDLUYDOXHRIUHVWULFWHGVWRFNDZDUGVZKLFKYHVWHGGXULQJDQGZDVPLOOLRQ PLOOLRQDQG
 PLOOLRQUHVSHFWLYHO\7KHZHLJKWHGDYHUDJHJUDQWGDWHIDLUYDOXHSHUVKDUHRIUHVWULFWHGVWRFNDZDUGVZDV DQG
IRUWKH\HDUVHQGHG'HFHPEHUDQGUHVSHFWLYHO\
2Q)HEUXDU\WKH&RPSDQ\LVVXHG VKDUHVRIVHUYLFHEDVHGUHVWULFWHGVWRFNWRHPSOR\HHVZLWKDJUDQWGDWHIDLUYDOXH
RI SHUVKDUH 7KHYHVWLQJRIWKHVHVKDUHVLVGHSHQGHQWXSRQWKHHPSOR\HH¶VFRQWLQXHGVHUYLFHZLWKWKH&RPSDQ\  7KHVKDUHV
ZLOOYHVWLQWKUHHHTXDOSDUWVRYHUWKUHH \HDUV
)
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$VRI'HFHPEHUXQUHFRJQL]HGFRPSHQVDWLRQFRVWUHODWHGWRUHVWULFWHGVWRFNWRWDOHG PLOOLRQDQGLVH[SHFWHGWREH
UHFRJQL]HGRYHUDZHLJKWHGDYHUDJHSHULRGRI \HDUV
Stock appreciation rights (“SARs”)
6$5VDUHJUDQWHGXQGHUWKH9$$/&2(QHUJ\,QF6WRFN$SSUHFLDWLRQ5LJKWV3ODQ$6$5LVWKHULJKWWRUHFHLYHDFDVKDPRXQW
HTXDOWRWKHVSUHDGZLWKUHVSHFWWRDVKDUHRIFRPPRQVWRFNXSRQWKHH[HUFLVHRIWKH6$57KHVSUHDGLVWKHGLIIHUHQFHEHWZHHQWKH
6$5SULFHSHUVKDUHVSHFLILHGLQD 6$5DZDUGRQWKHGDWHRIJUDQW ZKLFKPD\QRWEHOHVVWKDQWKHIDLUPDUNHWYDOXHRIRXUFRPPRQ
VWRFNRQWKHGDWHRIJUDQW DQGWKHIDLUPDUNHWYDOXHSHUVKDUHRQWKHGDWHRIH[HUFLVHRIWKH6$56$5VJUDQWHGWRSDUWLFLSDQWVZLOO
EHFRPHH[HUFLVDEOHRYHUDSHULRGGHWHUPLQHGE\WKH&RPSHQVDWLRQ&RPPLWWHHRIRXU%RDUGRI'LUHFWRUV,QDGGLWLRQ6$5VZLOO
EHFRPHH[HUFLVDEOHXSRQDFKDQJHLQFRQWUROXQOHVVSURYLGHGRWKHUZLVHE\WKH&RPSHQVDWLRQ&RPPLWWHHRIRXU%RDUGRI'LUHFWRUV
7KH 6$5VJUDQWHGLQYHVWRYHUDWKUHH\HDUSHULRGZLWKDOLIHRI \HDUVDQGKDYHDPD[LPXPVSUHDGRI RIWKH
 6$5SULFHSHUVKDUHVSHFLILHGLQD6$5DZDUGRQWKHGDWHRIJUDQW2Q)HEUXDU\ 6$5VZHUHJUDQWHGZKLFK
YHVWRYHUDWKUHH\HDUSHULRG ZLWKDOLIHRI \HDUVDQGKDYHD 6$5SULFHSHUVKDUHVSHFLILHGLQD6$5DZDUGRQWKHGDWHRI
JUDQW  2Q)HEUXDU\6$5VZHUHJUDQWHGZKLFKYHVWRYHUDWKUHH\HDUSHULRGZLWKDOLIHRI \HDUVDQGKDYHD
6$5SULFHSHUVKDUHVSHFLILHGLQD6$5DZDUGRQWKHGDWHRIJUDQW
)RUWKH\HDUHQGHG'HFHPEHU 6$5V ZHUHJUDQWHGDOOKDYLQJDQH[HUFLVHSULFH RI  SHUVKDUH 2QHWKLUGRIWKH
6$5VDUHWRYHVWRQRUDIWHUWKHILUVWDQQLYHUVDU\RIWKHJUDQWGDWHDWVXFKWLPHZKHQWKHPDUNHWSULFHSHUVKDUHRIRXU FRPPRQ
VWRFN H[FHHGV  RQHWKLUGRIWKH 6$5VDUHWRYHVWRQRUDIWHUWKHVHFRQGDQQLYHUVDU\RIWKHJUDQWGDWHDWVXFKWLPHZKHQWKHVKDUH
SULFHH[FHHGV DQGRQHWKLUGRIWKH6$5VDUHWRYHVWRQRUDIWHUWKHWKLUGDQQLYHUVDU\RIWKHJUDQWGDWHDWVXFKWLPHZKHQWKH
VKDUHSULFHH[FHHGV  6$5VJUDQWHGLQYHVWRYHUD WKUHH \HDUSHULRGZLWKDOLIHRI  \HDUV
7RWDOFRPSHQVDWLRQH[SHQVHUHODWHGWRRXU6$5VDZDUGVGXULQJWKH\HDUHQGHG'HFHPEHUZDV PLOOLRQ
6$5DFWLYLW\IRUWKH\HDUHQGHG'HFHPEHULVSURYLGHGEHORZ
:HLJKWHG$YHUDJH
1XPEHURI6KDUHV ([HUFLVH3ULFH3HU
6KDUH
8QGHUO\LQJ6$5V
(in thousands)

2XWVWDQGLQJDW-DQXDU\
*UDQWHG
([HUFLVHG
)RUIHLWHGH[SLUHG
2XWVWDQGLQJDW'HFHPEHU
([HUFLVDEOHDW'HFHPEHU

$JJUHJDWH,QWULQVLF
9DOXH

7HUP
(in years)




















(in thousands)







Other benefit plans
:HVSRQVRUD N SODQZLWKDFRPSDQ\PDWFKIHDWXUHIRURXUHPSOR\HHV&RVWVLQFXUUHGLQWKH\HDUVHQGHG'HFHPEHU
DQGIRUWKH&RPSDQ\¶VPDWFKLQJFRQWULEXWLRQDQGIRUDGPLQLVWHULQJWKHSODQZHUHDSSUR[LPDWHO\ PLOOLRQ͕  PLOOLRQ
DQG PLOOLRQUHVSHFWLYHO\
  6(/(&7('48$57(5/<),1$1&,$/,1)250$7,21 81$8',7('
2XUXQDXGLWHGTXDUWHUO\UHVXOWVIRU\HDUVHQGHG'HFHPEHUDQGZHUHSUHSDUHGLQDFFRUGDQFHZLWK*$$3DQGUHIOHFW DOO
DGMXVWPHQWVWKDWDUHLQWKHRSLQLRQRIPDQDJHPHQWQHFHVVDU\IRUDIDLUVWDWHPHQWRIWKHUHVXOWV7KHVHDGMXVWPHQWVDUHRIDQRUPDO
UHFXUULQJQDWXUH4XDUWHUO\LQFRPHSHUVKDUHLVEDVHGRQWKHZHLJKWHGDYHUDJHQXPEHURIVKDUHVRXWVWDQGLQJGXULQJWKHTXDUWHU
%HFDXVHRIFKDQJHVLQWKHQXPEHURIVKDUHVRXWVWDQGLQJGXULQJWKHTXDUWHUVGXHWRWKHH[HUFLVHRIVWRFNRSWLRQVDQGLVVXDQFHRI
FRPPRQVWRFNWKHVXPRITXDUWHUO\HDUQLQJVSHUVKDUHPD\QRWHTXDOHDUQLQJVSHUVKDUHIRUWKH\HDU
7KUHH0RQWKV(QGHG
-XQH 
6HSWHPEHU

0DUFK

'HFHPEHU

(in thousands of dollars except per share information)


7RWDOUHYHQXHV
7RWDORSHUDWLQJFRVWVDQGH[SHQVHV
2SHUDWLQJLQFRPH
,QFRPHIURPFRQWLQXLQJRSHUDWLRQV
/RVVIURPGLVFRQWLQXHGRSHUDWLRQV
1HWLQFRPH
%DVLFQHWLQFRPHSHUVKDUH
'LOXWHGQHWLQFRPHSHUVKDUH
%DVLFLQFRPHIURPFRQWLQXLQJRSHUDWLRQVSHUVKDUH
















)
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'LOXWHGLQFRPHIURPFRQWLQXLQJRSHUDWLRQVSHUVKDUH

















$VGLVFXVVHGIXUWKHULQ1RWHGHIHUUHGLQFRPHWD[H[SHQVH EHQHILW IRUWKHWKUHHPRQWKVHQGHG6HSWHPEHUDQG'HFHPEHULQFOXGHG  PLOOLRQDQG
PLOOLRQUHVSHFWLYHO\UHODWHGWRWKHUHFRJQLWLRQRIGHIHUUHGWD[DVVHWVDVZHOODVDGMXVWPHQWVWRYDOXDWLRQDOORZDQFHV
7KUHH0RQWKV(QGHG
-XQH
6HSWHPEHU

0DUFK

'HFHPEHU

(in thousands of dollars except per share information)


7RWDOUHYHQXHV
7RWDORSHUDWLQJFRVWVDQGH[SHQVHV
2SHUDWLQJLQFRPH
,QFRPH ORVV IURPFRQWLQXLQJRSHUDWLRQV
/RVVIURPGLVFRQWLQXHGRSHUDWLRQV
1HWLQFRPH ORVV
%DVLFQHWLQFRPH ORVV SHUVKDUH
'LOXWHGQHWLQFRPH ORVV SHUVKDUH
%DVLFLQFRPH ORVV IURPFRQWLQXLQJRSHUDWLRQVSHUVKDUH
'LOXWHGLQFRPH ORVV IURPFRQWLQXLQJRSHUDWLRQVSHU
VKDUH





















)
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$VGLVFXVVHGLQ1RWHVXEVHTXHQWWRWKHLVVXDQFHRIRXUFRQGHQVHGFRQVROLGDWHGILQDQFLDOVWDWHPHQWVIRUWKHWKUHH PRQWKVHQGHG
6HSWHPEHUZHLGHQWLILHGDQHUURUUHODWHGWRDJURVVXSLQRLODQGQDWXUDOJDVSURSHUWLHVIRUWKHHVWDEOLVKPHQWRIDGHIHUUHGWD[
OLDELOLW\RIPLOOLRQDVDUHVXOWRIGLIIHUHQFHVEHWZHHQWKHERRNEDVLVDWWULEXWDEOHWROHDVHKROGFRVWVLQFXUUHGLQFRQQHFWLRQZLWK
WKHH[WHQVLRQRIWKH(WDPH0DULQEORFNSURGXFWLRQVKDULQJFRQWUDFWZLWK*DERQHQWHUHGLQWRRQ6HSWHPEHUDQGWKHWD[EDVLV
LQWKHVHFRVWV 7KHFRQGHQVHGFRQVROLGDWHGEDODQFHVKHHWEHORZUHIOHFWVWKHLPSDFWRIWKLV HUURUDVRI6HSWHPEHU 
$VRI6HSWHPEHU
$V3UHYLRXVO\
5HSRUWHG

$66(76
&XUUHQWDVVHWV
&DVKDQGFDVKHTXLYDOHQWV
5HVWULFWHGFDVK
5HFHLYDEOHV
7UDGH
$FFRXQWVZLWKMRLQWYHQWXUHRZQHUVQHWRIDOORZDQFHRIPLOOLRQ
2WKHU
&UXGHRLOLQYHQWRU\
3UHSD\PHQWVDQGRWKHU
&XUUHQWDVVHWV GLVFRQWLQXHGRSHUDWLRQV
7RWDOFXUUHQWDVVHWV
2LODQGQDWXUDOJDVSURSHUWLHVDWFRVW VXFFHVVIXOHIIRUWVPHWKRG
3URYHGSURSHUWLHV
8QSURYHGSURSHUWLHV
(TXLSPHQWDQGRWKHU
$FFXPXODWHGGHSUHFLDWLRQGHSOHWLRQDPRUWL]DWLRQDQGLPSDLUPHQW
1HWRLODQGQDWXUDOJDVSURSHUWLHVHTXLSPHQWDQGRWKHU
2WKHUQRQFXUUHQWDVVHWV
5HVWULFWHGFDVK
9DOXHDGGHGWD[DQGRWKHUUHFHLYDEOHVQHWRIDOORZDQFHRIPLOOLRQ
'HIHUUHGWD[DVVHWV
$EDQGRQPHQWIXQGLQJ
7RWDODVVHWV





/,$%,/,7,(6$1'6+$5(+2/'(56 (48,7<
&XUUHQWOLDELOLWLHV
$FFRXQWVSD\DEOH

$FFRXQWVZLWKMRLQWYHQWXUHRZQHUV
$FFUXHGOLDELOLWLHVDQGRWKHU
)RUHLJQWD[HVSD\DEOH
&XUUHQWSRUWLRQRIORQJWHUPGHEW
&XUUHQWOLDELOLWLHV GLVFRQWLQXHGRSHUDWLRQV
7RWDOFXUUHQWOLDELOLWLHV
$VVHWUHWLUHPHQWREOLJDWLRQV
2WKHUORQJWHUPOLDELOLWLHV
/RQJWHUPGHEWH[FOXGLQJFXUUHQWSRUWLRQQHW
7RWDOOLDELOLWLHV
&RPPLWPHQWVDQGFRQWLQJHQFLHV
6KDUHKROGHUV¶HTXLW\
3UHIHUUHGVWRFNQRQHLVVXHGVKDUHVDXWKRUL]HGSDUYDOXH
&RPPRQVWRFNSDUYDOXHVKDUHVDXWKRUL]HGVKDUHV
LVVXHGDQGVKDUHVRXWVWDQGLQJ
$GGLWLRQDOSDLGLQFDSLWDO
/HVVWUHDVXU\VWRFNVKDUHVDWFRVW
5HWDLQHGHDUQLQJV
7RWDOVKDUHKROGHUV HTXLW\
7RWDOOLDELOLWLHVDQGVKDUHKROGHUV HTXLW\


)

342




$GMXVWPHQWV



²
²

$V5HVWDWHG






²







²
²
²
²
²
²
²

²
















²

²















²
²

²
²
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²






²
²
²
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6833/(0(17$/,1)250$7,21212,/$1'1$785$/*$6352'8&,1*$&7,9,7,(6 81$8',7('
7KLVVXSSOHPHQWDOLQIRUPDWLRQLVSUHVHQWHGLQDFFRUGDQFHZLWKFHUWDLQSURYLVLRQVRI$6&7RSLF± Extractive Activities- Oil and
Natural Gas7KHJHRJUDSKLFDUHDVUHSRUWHGDUHWKH86 1RUWK$PHULFD ZKLFKLQFOXGHVRXUSURGXFLQJSURSHUWLHVLQWKHVWDWHRI
7H[DVDQG,QWHUQDWLRQDOZKLFKLQFOXGHVRXUSURGXFLQJSURSHUWLHVRIIVKRUH*DERQ $IULFD 
Costs Incurred for Acquisition, Exploration and Development Activities
<HDU(QGHG'HFHPEHU


&RVWVLQFXUUHGGXULQJWKH\HDU
,QWHUQDWLRQDO
([SORUDWLRQFRVWV FDSLWDOL]HG
([SORUDWLRQFRVWV H[SHQVHG
$FTXLVLWLRQRISURSHUWLHV
'HYHORSPHQWFRVWV
7RWDO





(in thousands)







²


²


²

²
²






²


²




Capitalized Costs Relating to Oil and Natural Gas Producing Activities
&DSLWDOL]HGFRVWVSHUWDLQWRRXUSURGXFLQJDFWLYLWLHVLQ*DERQDQGWKH86DQGWRXQGHYHORSHGOHDVHKROGLQ*DERQ(TXDWRULDO *XLQHD
DQGWKH86
'HFHPEHU


&DSLWDOL]HGFRVWV
3URSHUWLHVQRWEHLQJDPRUWL]HG
3URSHUWLHVEHLQJDPRUWL]HG 
7RWDOFDSLWDOL]HGFRVWV
/HVVDFFXPXODWHGGHSOHWLRQDPRUWL]DWLRQDQGLPSDLUPHQW
1HWFDSLWDOL]HGFRVWV


(in thousands)






















,QFOXGHVPLOOLRQDQGPLOOLRQDVVHWUHWLUHPHQWFRVWLQDQGUHVSHFWLYHO\ 'XULQJWKH\HDUHQGHG'HFHPEHUZHUHFRUGHGD
GRZQZDUGUHYLVLRQRIPLOOLRQWRWKH$52OLDELOLW\DVDUHVXOWRIDFKDQJHLQWKHH[SHFWHGWLPLQJRIWKHDEDQGRQPHQWFRVWVZKHQWKHSHULRGRIH[SORLWDWLRQXQGHU
WKH(WDPH36&ZDVH[WHQGHGWRDWOHDVW6HSWHPEHUDVGLVFXVVHGIXUWKHULQ1RWH


Results of Operations for Oil and Natural Gas Producing Activities
,QWHUQDWLRQDO

86

<HDU(QGHG'HFHPEHU

<HDU(QGHG'HFHPEHU













(in thousands)

&UXGHRLODQGQDWXUDOJDVVDOHV
3URGXFWLRQFRVWVDQGRWKHUH[SHQVH 
'HSUHFLDWLRQGHSOHWLRQDPRUWL]DWLRQ
([SORUDWLRQH[SHQVHV
,PSDLUPHQWRISURYHGSURSHUWLHV
2WKHURSHUDWLQJH[SHQVH
%DGGHEWUHFRYHU\ H[SHQVH
,QFRPHWD[EHQHILW H[SHQVH
5HVXOWVIURPRLODQGQDWXUDOJDV
SURGXFLQJDFWLYLWLHV




 



²
²



 



²
²



 



²




 


²
²
²
²


 


²
²
²
²





²

²
²
²
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Estimated Quantities of Proved Reserves
7KHHVWLPDWLRQRIQHWUHFRYHUDEOHTXDQWLWLHVRIFUXGHRLODQGQDWXUDOJDVLVDKLJKO\WHFKQLFDOSURFHVVZKLFKLVEDVHGXSRQVHYHUDO
XQGHUO\LQJDVVXPSWLRQVWKDWDUHVXEMHFWWRFKDQJH6HH³Item 1A. Risk Factors´DQG³Item 7. Management’s Discussion and Analysis
of Financial Condition, Cash Flows and Liquidity – Critical Accounting Policies and Estimates – Successful Efforts Method of
Accounting for Oil and Natural Gas Activities.” )RUDGLVFXVVLRQRIRXUUHVHUYHHVWLPDWLRQSURFHVVLQFOXGLQJLQWHUQDOFRQWUROVVHH
³Item 1. Business – Reserve Information´
2LO

1DWXUDO

3URYHGUHVHUYHV
%DODQFHDW-DQXDU\
3URGXFWLRQ
3XUFKDVHVRIPLQHUDOVLQSODFH
6DOHVRIPLQHUDOVLQSODFH
5HYLVLRQVRISUHYLRXVHVWLPDWHV
%DODQFHDW'HFHPEHU
3URGXFWLRQ
5HYLVLRQVRI SUHYLRXVHVWLPDWHV
%DODQFHDW'HFHPEHU
3URGXFWLRQ
$GGLWLRQVDVVRFLDWHGZLWK36&([WHQVLRQ
5HYLVLRQVRISUHYLRXVHVWLPDWHV
%DODQFHDW'HFHPEHU

0%EOV

*DV 00&)

2LO

1DWXUDO

3URYHGGHYHORSHGUHVHUYHV
%DODQFHDW-DQXDU\
%DODQFHDW'HFHPEHU
%DODQFHDW'HFHPEHU
%DODQFHDW'HFHPEHU

0%EOV

*DV 00&)
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2XUSURYHGGHYHORSHGUHVHUYHVDUHORFDWHGRIIVKRUH*DERQ ,QZHUHSODFHGRISURGXFWLRQE\DGGLQJDWRWDORI
00%EOVRISURYHGUHVHUYHVLQFOXGLQJ00%EOVRISURYHGUHVHUYHVDGGLWLRQVDVDUHVXOWRIH[WHQGLQJWKH(WDPH36&LQ*DERQ:H
DOVRDGGHG00%EOVRISURYHGUHVHUYHVDVDUHVXOWRILPSURYHGUHVHUYRLUSHUIRUPDQFHDQGDQRWKHU00%EOVRISURYHGUHVHUYHV
DVDUHVXOWRIKLJKHURLOSULFLQJ  7KHXSZDUGUHYLVLRQRIWKHSUHYLRXVHVWLPDWHVLQZDVSULPDULO\DUHVXOWRILPSURYHGZHOO
SHUIRUPDQFHDQGWRDOHVVHUGHJUHHWKHKLJKHUDYHUDJHFUXGHRLOSULFHV 5HVHUYHVLQDOVRLQFUHDVHGDVDUHVXOWRIWKH36&
([WHQVLRQ  ,QUHVHUYHVLQFUHDVHGDVDUHVXOWRIHVWLPDWHGSURYHGUHVHUYHTXDQWLWLHVUHODWHGWRRXUDFTXLVLWLRQRIWKH6RMLW]
ZRUNLQJLQWHUHVWLQ(WDPH0DULQEORFN 0%EOV DVZHOODVXSZDUGUHYLVLRQVWRRXUHVWLPDWHGSURYHGUHVHUYHTXDQWLWLHVDVDUHVXOW
RIFRVWFXWWLQJHIIRUWVWKDWKDGWKHLPSDFWRIGULYLQJGRZQRSHUDWLQJFRVWSURMHFWLRQVDQGH[WHQGLQJHFRQRPLFOLPLWVGHPRQVWUDWLRQRI
WKHHIIHFWLYHQHVVRIGHSOR\LQJORZHUFRVWK\GUDXOLFZRUNRYHUXQLWVWRFRQGXFWZRUNRYHUVGXULQJDQGVXFFHVVLQSURGXFWLRQ
RSWLPL]DWLRQSURGXFHGEHWWHUWKDQIRUHFDVWHGUHVXOWVIURPWKHSULRU\HDU¶VGHYHORSPHQWSURJUDP 0%EOV 
:HPDLQWDLQDSROLF\RIQRWERRNLQJSURYHGUHVHUYHVRQGLVFRYHULHVXQWLOVXFKWLPHDVDGHYHORSPHQWSODQKDVEHHQSUHSDUHGIRUWKH
GLVFRYHU\LQGLFDWLQJWKDWWKHGHYHORSPHQWZHOOZLOOEHGULOOHGZLWKLQILYH\HDUVIURPWKHGDWHRILWVLQLWLDOERRNLQJ$GGLWLRQDOO\WKH
GHYHORSPHQWSODQLVUHTXLUHGWRKDYHWKHDSSURYDORIRXUMRLQWRZQHUVLQWKHGLVFRYHU\)XUWKHUPRUHLIDJRYHUQPHQWDJUHHPHQWWKDW
WKHUHVHUYHVDUHFRPPHUFLDOLVUHTXLUHGWRGHYHORSWKHILHOGWKLVDSSURYDOPXVWKDYHEHHQUHFHLYHGSULRUWRERRNLQJDQ\UHVHUYHV
Standardized Measure of Discounted Future Net Cash Flows Relating to Proved Oil Reserves
7KHLQIRUPDWLRQWKDWIROORZVKDVEHHQGHYHORSHGSXUVXDQWWRSURFHGXUHVSUHVFULEHG*$$3DQGXVHVUHVHUYHDQGSURGXFWLRQGDWD
HVWLPDWHGE\LQGHSHQGHQWSHWUROHXPFRQVXOWDQWV7KHLQIRUPDWLRQPD\EHXVHIXOIRUFHUWDLQFRPSDULVRQSXUSRVHVEXWVKRXOGQRWEH
VROHO\UHOLHGXSRQLQHYDOXDWLQJXVRURXUSHUIRUPDQFH
,QDFFRUGDQFHZLWKWKHJXLGHOLQHVRIWKH6(&RXUHVWLPDWHVRIIXWXUHQHWFDVKIORZIURPRXUSURSHUWLHVDQGWKHSUHVHQWYDOXHWKHUHRI
DUHPDGHXVLQJRLODQGQDWXUDOJDVFRQWUDFWSULFHVXVLQJDWZHOYHPRQWKDYHUDJHRIEHJLQQLQJRIPRQWKSULFHVDQGDUHKHOGFRQVWDQW
WKURXJKRXWWKHOLIHRIWKHSURSHUWLHVH[FHSWZKHUHVXFKJXLGHOLQHVSHUPLWDOWHUQDWHWUHDWPHQWLQFOXGLQJWKHXVHRIIL[HGDQG
GHWHUPLQDEOHFRQWUDFWXDOSULFHHVFDODWLRQV7KHIXWXUHFDVKIORZVDUHDOVREDVHGRQFRVWVLQH[LVWHQFHDWWKHGDWHVRIWKHSURMHFWLRQV
H[FOXGLQJ*DERQUR\DOWLHVDQGWKHLQWHUHVWVRIRWKHU&RQVRUWLXPPHPEHUV)XWXUHSURGXFWLRQFRVWVGRQRWLQFOXGHRYHUKHDGFKDUJHV
DOORZHGXQGHUMRLQWRSHUDWLQJDJUHHPHQWVRUKHDGTXDUWHUVJHQHUDODQGDGPLQLVWUDWLYHRYHUKHDGH[SHQVHV+RZHYHUDOOIXWXUHFRVWV
UHODWHGWRIXWXUHSURSHUW\DEDQGRQPHQWZKHQWKHZHOOVEHFRPHXQHFRQRPLFWRSURGXFHDUHLQFOXGHGLQIXWXUHGHYHORSPHQWFRVWVIRU
SXUSRVHVRIFDOFXODWLQJWKHVWDQGDUGL]HGPHDVXUHRIGLVFRXQWHGQHWFDVKIORZV  7KHUHZHUHQRGLVFRXQWHGIXWXUHQHWFDVKIORZV
DWWULEXWDEOHWR86SURSHUWLHVDVRI'HFHPEHUDQG

)
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,QWHUQDWLRQDO


(In thousands)

)XWXUHFDVKLQIORZV
)XWXUHSURGXFWLRQFRVWV
)XWXUHGHYHORSPHQWFRVWV 
)XWXUHLQFRPHWD[H[SHQVH
)XWXUHQHWFDVKIORZV
'LVFRXQWWRSUHVHQWYDOXHDWDQQXDOUDWH
6WDQGDUGL]HGPHDVXUHRIGLVFRXQWHGIXWXUHQHWFDVKIORZV






 





 





 





 









,QFOXGHVFRVWVH[SHFWHGWREHLQFXUUHGWRDEDQGRQWKHSURSHUWLHV

,QWHUQDWLRQDOLQFRPHWD[HVUHSUHVHQWDPRXQWVSD\DEOHWRWKH*RYHUQPHQWRI*DERQRQSURILWRLODVILQDOSD\PHQWRIFRUSRUDWHLQFRPH
WD[HVDQGGRPHVWLFLQFRPHWD[HV LQFOXGLQJRWKHUH[SHQVHVWUHDWHGDVWD[HV 
Changes in Standardized Measure of Discounted Future Net Cash Flows
7KHIROORZLQJWDEOHVHWVIRUWKWKHFKDQJHVLQVWDQGDUGL]HGPHDVXUHRIGLVFRXQWHGIXWXUHQHWFDVKIORZVDVIROORZV
<HDU(QGHG 'HFHPEHU






(in thousands)

%DODQFHDWEHJLQQLQJRISHULRG
6DOHVRIRLODQGQDWXUDOJDVQHWRISURGXFWLRQFRVWV
1HWFKDQJHVLQSULFHVDQGSURGXFWLRQFRVWV
5HYLVLRQVRISUHYLRXVTXDQWLW\HVWLPDWHV
3XUFKDVHV
'LYHVWLWXUHVRIUHVHUYHV
&KDQJHVLQHVWLPDWHGIXWXUHGHYHORSPHQWFRVWV
'HYHORSPHQWFRVWVLQFXUUHGGXULQJWKHSHULRG
$FFUHWLRQRIGLVFRXQW
1HWFKDQJHRILQFRPHWD[HV
&KDQJHLQSURGXFWLRQUDWHV WLPLQJ DQGRWKHU
%DODQFHDWHQGRISHULRG
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7KHUHDUHQXPHURXVXQFHUWDLQWLHVLQKHUHQWLQHVWLPDWLQJTXDQWLWLHVRISURYHGUHVHUYHVDQGLQSURMHFWLQJIXWXUHUDWHVRISURGXFWLRQDQG
WLPLQJRIGHYHORSPHQWH[SHQGLWXUHVLQFOXGLQJPDQ\IDFWRUVEH\RQGRXUFRQWURO5HVHUYHHQJLQHHULQJLVDVXEMHFWLYHSURFHVVRI
HVWLPDWLQJXQGHUJURXQGDFFXPXODWLRQVRIRLODQGQDWXUDOJDVWKDWFDQQRWEHPHDVXUHGLQDQH[DFWPDQQHUDQGWKHDFFXUDF\RIDQ\
UHVHUYHHVWLPDWHLVDIXQFWLRQRIWKHTXDOLW\RIDYDLODEOHGDWDDQGRIHQJLQHHULQJDQGJHRORJLFDOLQWHUSUHWDWLRQDQGMXGJPHQW7KH
TXDQWLWLHVRIRLODQGQDWXUDOJDVWKDWDUHXOWLPDWHO\UHFRYHUHGSURGXFWLRQDQGRSHUDWLQJFRVWVWKHDPRXQWDQGWLPLQJRIIXWXUH
GHYHORSPHQWH[SHQGLWXUHVDQGIXWXUHRLODQGQDWXUDOJDVVDOHVSULFHVPD\DOOGLIIHUIURPWKRVHDVVXPHGLQWKHVHHVWLPDWHV7KH
VWDQGDUGL]HGPHDVXUHRIGLVFRXQWHGIXWXUHQHWFDVKIORZVKRXOGQRWEHFRQVWUXHGDVWKHFXUUHQWPDUNHWYDOXHRIWKHHVWLPDWHGRLODQG
QDWXUDOJDVUHVHUYHVDWWULEXWDEOHWRRXUSURSHUWLHV7KHLQIRUPDWLRQVHWIRUWKLQWKHIRUHJRLQJWDEOHVLQFOXGHVUHYLVLRQVIRUFHUWDLQ
UHVHUYHHVWLPDWHVDWWULEXWDEOHWRSURYHGSURSHUWLHVLQFOXGHGLQWKHSUHFHGLQJ\HDU¶VHVWLPDWHV6XFKUHYLVLRQVDUHWKHUHVXOW RI
DGGLWLRQDOLQIRUPDWLRQIURPVXEVHTXHQWFRPSOHWLRQVDQGSURGXFWLRQKLVWRU\IURPWKHSURSHUWLHVLQYROYHGRUWKHUHVXOWRIDGHFUHDVH RU
LQFUHDVH LQWKHSURMHFWHGHFRQRPLFOLIHRIVXFKSURSHUWLHVUHVXOWLQJIURPFKDQJHVLQSURGXFWSULFHV0RUHRYHUFUXGHRLODPRXQWV
VKRZQIRU*DERQDUHUHFRYHUDEOHXQGHUDVHUYLFHFRQWUDFWDQGWKHUHVHUYHVLQSODFHDWWKHHQGRIWKHFRQWUDFWSHULRGUHPDLQWKH
SURSHUW\RIWKH*DERQJRYHUQPHQW
,QDFFRUGDQFHZLWKWKHFXUUHQWJXLGHOLQHVRIWKH6(&HVWLPDWHVRIIXWXUHQHWFDVKIORZIURPRXUSURSHUWLHVDQGWKHSUHVHQWYDOXH
WKHUHRIDUHPDGHXVLQJDQXQZHLJKWHGDULWKPHWLFDYHUDJHRIWKHILUVWGD\RIWKHPRQWKSULFHIRUHDFKRIWKHPRQWKVRIWKH\HDU
DGMXVWHGIRUTXDOLW\WUDQVSRUWDWLRQIHHVDQGPDUNHWGLIIHUHQWLDOV6XFKSULFHVDUHKHOGFRQVWDQWWKURXJKRXWWKHOLIHRIWKHSURSHUWLHV
H[FHSWZKHUHVXFKJXLGHOLQHVSHUPLWDOWHUQDWHWUHDWPHQWLQFOXGLQJWKHXVHRIIL[HGDQGGHWHUPLQDEOHFRQWUDFWXDOSULFHHVFDODWLRQV)RU
WKHDYHUDJHRIVXFKSULFHVUHIOHFWHGDLQFUHDVHGXULQJWKH\HDUDQGZHUHSHU%EOIRUFUXGHRLOIURP*DERQZKHQ
FRPSDUHGWRWKHDYHUDJHRIVXFKSULFHVIRURISHU%EOIRUFUXGHRLOIURP*DERQ
8QGHUWKH(WDPH36&LQ*DERQWKH*DERQHVHJRYHUQPHQWLVWKHRZQHURIDOORLODQGQDWXUDOJDVPLQHUDOULJKWV7KHULJKWWRSURGXFH
WKHRLODQGQDWXUDOJDVLVVWHZDUGHGE\WKH'LUHFWRUDWH*HQHUDOHGH+\GURFDUEXUHVDQGWKH(WDPH36&ZDVDZDUGHGE\DGHFUHHIURP
3XUVXDQWWRWKHFRQWUDFWWKH*DERQJRYHUQPHQWUHFHLYHVDIL[HGUR\DOW\UDWHRI2ULJLQDOO\XQGHUWKH(WDPH36&*DERQHVH
JRYHUQPHQWZDVQRWDQWLFLSDWHGWRWDNHSK\VLFDOGHOLYHU\RILWVDOORFDWHGSURGXFWLRQ,QVWHDGZHZHUHDXWKRUL]HGWRVHOOWKH*DERQHVH
JRYHUQPHQW¶VVKDUHRISURGXFWLRQDQGUHPLWWKHSURFHHGVWRWKH*DERQHVHJRYHUQPHQW%HJLQQLQJLQ)HEUXDU\WKH*DERQHVH
JRYHUQPHQWHOHFWHGWRWDNHSK\VLFDOGHOLYHU\RILWVDOORFDWHGSURGXFWLRQYROXPHVIRU3URILW2LO VHHGLVFXVVLRQLQ1RWHDERYH    

)
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7KH&RQVRUWLXPPDLQWDLQVD&RVW$FFRXQWZKLFKHQWLWOHVLWWRUHFHLYHDSRUWLRQRIWKHSURGXFWLRQUHPDLQLQJDIWHUGHGXFWLQJWKH
UR\DOW\VRORQJDVWKHUHDUHDPRXQWVUHPDLQLQJLQWKH&RVW$FFRXQW ³&RVW5HFRYHU\´ 3ULRUWRWKH36&([WHQVLRQWKH&RQVRUWLXP
ZDVHQWLWOHGWRD&RVW5HFRYHU\3HUFHQWDJH  8QGHUWKH36&([WHQVLRQWKH&RVW5HFRYHU\3HUFHQWDJHLVLQFUHDVHGWRIRU
WKHWHQ\HDUSHULRGIURP6HSWHPEHUWKURXJK6HSWHPEHU  $IWHU6HSWHPEHUWKH&RVW5HFRYHU\3HUFHQWDJH
UHWXUQVWR  $W'HFHPEHU WKHUHZDVPLOOLRQLQWKH&RVW$FFRXQWQHWWRRXULQWHUHVW$VSD\PHQWRIFRUSRUDWH
LQFRPHWD[HVWKH&RQVRUWLXPSD\VWKHJRYHUQPHQWDQDOORFDWLRQRIWKHUHPDLQLQJ3URILW2LOSURGXFWLRQIURPWKHFRQWUDFWDUHDUDQJLQJ
IURPWRRIWKHRLOUHPDLQLQJDIWHUGHGXFWLQJWKHUR\DOW\DQG&RVW5HFRYHU\7KHSHUFHQWDJHRI3URILW2LOSDLGWRWKH
JRYHUQPHQWDVWD[LVDIXQFWLRQRISURGXFWLRQUDWHV+RZHYHUZKHQWKH&RVW$FFRXQWEHFRPHVVXEVWDQWLDOO\UHFRYHUHGZHRQO\
UHFRYHURQJRLQJRSHUDWLQJH[SHQVHVDQGQHZSURMHFWFDSLWDOH[SHQGLWXUHVUHVXOWLQJLQDKLJKHUWD[UDWH$OVREHFDXVHRIWKHQDWXUHRI
WKH&RVW$FFRXQWGHFUHDVHVLQRLOSULFHVUHVXOWLQDKLJKHUQXPEHURIEDUUHOVUHTXLUHGWRUHFRYHUFRVWV
7KH(WDPH36&DOORZVIRUH[SORLWDWLRQSHULRGWKURXJKWKHFDUYHRXWRIGHYHORSPHQWDUHDVZKLFKLQFOXGHDOOSURGXFLQJILHOGVLQWKH
(WDPH0DULQEORFNDVZHOODVDGGLWLRQDOXQGHYHORSHGDUHDVZKHUHUHVHUYHVPD\H[LVW7KH36&([WHQVLRQH[WHQGVWKHWHUPIRUHDFKRI
WKHWKUHHH[SORLWDWLRQDUHDVLQWKH(WDPH0DULQEORFNIRUDSHULRGRIWHQ\HDUVZLWKHIIHFWIURP6HSWHPEHUWKHHIIHFWLYHGDWH
RIWKH36&([WHQVLRQ  3ULRUWRWKH36&([WHQVLRQWKHH[SORLWDWLRQSHULRGVIRUWKHWKUHHH[SORLWDWLRQDUHDVLQWKH(WDPH0DULQEORFN
ZRXOGH[SLUHEHJLQQLQJLQ-XQH  7KH36&([WHQVLRQDOVRJUDQWVWKH&RQVRUWLXPWKHULJKWIRUWZRDGGLWLRQDOH[WHQVLRQSHULRGV
RIILYH\HDUVHDFK7KLVFRPSDUHVWRWKHHFRQRPLFHQGGDWHRIUHVHUYHVXQGHUWKHFXUUHQWUHVHUYHUHSRUWSUHSDUHGE\RXULQGHSHQGHQW
UHVHUYHHQJLQHHULQJILUPRI1HWKHUODQG6HZHOO $VVRFLDWHV,QF
7KH36&IRU%ORFN3LQ(TXDWRULDO*XLQHDHQWLWOHVXVWRUHFHLYHXSWRRIDQ\IXWXUHSURGXFWLRQDIWHUUR\DOW\GHGXFWLRQVRORQJDV
WKHUHDUHDPRXQWVUHPDLQLQJLQWKH&RVW$FFRXQW5R\DOW\UDWHVDUHGHSHQGLQJRQSURGXFWLRQUDWHV7KH&RQVRUWLXPSD\VWKH
JRYHUQPHQWDQDOORFDWLRQRIWKHUHPDLQLQJ³SURILWRLO´SURGXFWLRQIURPWKHFRQWUDFWDUHDUDQJLQJIURPWRRIWKHRLO
UHPDLQLQJDIWHUGHGXFWLQJWKHUR\DOW\DQG&RVW5HFRYHU\7KHSHUFHQWDJHRI³SURILWRLO´SDLGWRWKHJRYHUQPHQWDVWD[LVDIXQFWLRQRI
FXPXODWLYHSURGXFWLRQ,QDGGLWLRQ(TXDWRULDO*XLQHDLPSRVHVDLQFRPHWD[RQQHWSURILWV7KH%ORFN336&SURYLGHVIRUD
GLVFRYHU\WREHUHFODVVLILHGLQWRDGHYHORSPHQWDUHDZLWKDWHUPRI\HDUV$W'HFHPEHUZHKDYHQRSURYHGUHVHUYHV
UHODWHGWR%ORFN3LQ(TXDWRULDO*XLQHD

)
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Report of Independent Registered Public Accounting Firm
Shareholders and Board of Directors
VAALCO Energy, Inc.
Houston, Texas
Opinion on the Consolidated Financial Statements
We have audited the accompanying consolidated balance sheets of VAALCO Energy, Inc. (the “Company”) and subsidiaries as of
December 31, 2017 and 2016, the related consolidated statements of operations, shareholders’ equity (deficit), and cash flows for the
years then ended, and the related notes and financial statement schedule listed in the accompanying index as of and for the years ended
December 31, 2017 and 2016 (collectively referred to as the “consolidated financial statements”). In our opinion, the consolidated
financial statements present fairly, in all material respects, the financial position of VAALCO Energy, Inc. and subsidiaries as of
December 31, 2017 and 2016, and the results of their operations and their cash flows for the years then ended, in conformity with
accounting principles generally accepted in the United States of America.
We also have audited the adjustments to the 2015 consolidated financial statements to retrospectively reflect the operations attributable
to the Company’s activities in Angola as discontinued operations as described in Note 5. In our opinion, such adjustments are
appropriate and have been properly applied. We were not engaged to audit, review, or apply any procedures to the 2015 consolidated
financial statements of VAALCO Energy, Inc. and subsidiaries other than with respect to the adjustments and, accordingly, we do not
express an opinion or any other form of assurance on the 2015 consolidated financial statements taken as a whole.
We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States)
(“PCAOB”), the Company's internal control over financial reporting as of December 31, 2017, based on criteria established in Internal
Control – Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission (“COSO”)
and our report dated March 7, 2018 expressed an unqualified opinion thereon.
Basis for Opinion
These consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion
on the Company’s consolidated financial statements based on our audits. We are a public accounting firm registered with the PCAOB
and are required to be independent with respect to the Company in accordance with the U.S. federal securities laws and the applicable
rules and regulations of the Securities and Exchange Commission and the PCAOB.
We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the consolidated financial statements are free of material misstatement, whether due to error
or fraud.
Our audits included performing procedures to assess the risks of material misstatement of the consolidated financial statements, whether
due to error or fraud, and performing procedures that respond to those risks. Such procedures included examining, on a test basis,
evidence regarding the amounts and disclosures in the consolidated financial statements. Our audits also included evaluating the
accounting principles used and significant estimates made by management, as well as evaluating the overall presentation of the
consolidated financial statements. We believe that our audits provide a reasonable basis for our opinion.

/s/ BDO USA, LLP
We have served as the Company's auditor since 2016.
Houston, Texas
March 7, 2018
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of VAALCO Energy, Inc. and subsidiaries:
We have audited, before the effects of the retrospective adjustments for the discontinued operations as discussed in Note 5 to the
consolidated financial statements, the consolidated statements of operations, shareholders’ equity (deficit), and cash flows of VAALCO
Energy, Inc. and subsidiaries (the "Company") for the year ended December 31, 2015 (the 2015 consolidated financial statements before
the effects of the retrospective adjustments discussed in Note 5 to the consolidated financial statements are not presented herein). Our
audit also includes the financial statement schedule listed in the index at item 15. These financial statements and financial statement
schedule are the responsibility of the Company’s management. Our responsibility is to express an opinion on the financial statements
and financial statement schedule based on our audit.
We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.
In our opinion, such 2015 consolidated financial statements, before the effects of the retrospective adjustments for the discontinued
operations discussed in Note 5 to the consolidated financial statements, present fairly, in all material respects, the results of operations
and cash flows of VAALCO Energy, Inc. and subsidiaries for the year ended December 31, 2015, in conformity with accounting
principles generally accepted in the United States of America. Also, in our opinion, such financial statement schedule, when considered
in relation to the basic 2015 consolidated financial statements taken as a whole, presents fairly, in all material respects, the information
set forth therein.
The 2015 consolidated financial statements were prepared assuming that the Company would continue as a going concern. The
Company's 2015 recurring losses from operations and insufficient liquidity due to depressed oil and gas prices, raised substantial doubt
about its ability to continue as a going concern. The 2015 consolidated financial statements do not include any adjustments that might
result from the outcome of this uncertainty.
We were not engaged to audit, review, or apply any procedures to the retrospective adjustments for the discontinued operations
discussed in Note 5 to the consolidated financial statements and, accordingly, we do not express an opinion or any other form of
assurance about whether such retrospective adjustments are appropriate and have been properly applied. Those retrospective
adjustments were audited by other auditors.
/s/ DELOITTE & TOUCHE LLP
Houston, Texas
March 16, 2016
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VAALCO ENERGY, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
December 31,
2016

2017

ASSETS
Current assets:
Cash and cash equivalents
Restricted cash
Receivables:
Trade
Accounts with partners, net of allowance of $0.5 million at December 31, 2017 and
December 31, 2016
Other
Crude oil inventory
Prepayments and other
Current assets - discontinued operations
Total current assets
Property and equipment - successful efforts method:
Wells, platforms and other production facilities
Undeveloped acreage
Equipment and other
Accumulated depreciation, depletion, amortization and impairment
Net property and equipment
Other noncurrent assets:
Restricted cash
Value added tax and other receivables, net of allowance of $6.5 million
and $4.7 million at December 31, 2017 and December 31, 2016, respectively
Deferred tax asset
Abandonment funding
Total assets
LIABILITIES AND SHAREHOLDERS' EQUITY (DEFICIT)
Current liabilities:
Accounts payable
Accrued liabilities and other
Current portion of long term debt
Current liabilities - discontinued operations
Total current liabilities
Asset retirement obligations
Other long term liabilities
Long term debt, excluding current portion, net
Total liabilities
Commitments and contingencies (Note 9)
Shareholders’ equity (deficit):
Preferred stock, none issued, 500,000 shares authorized, $25 par value
Common stock, $0.10 par value; 100,000,000 shares authorized, 66,443,971 and 66,109,565
shares issued, 58,862,876 and 58,554,470 shares outstanding
Additional paid-in capital
Less treasury stock, 7,581,095 and 7,555,095 shares at cost
Accumulated deficit
Total shareholders' equity (deficit)
Total liabilities and shareholders' equity (deficit)

(in thousands)

$

$

$

$

See notes to consolidated financial statements.
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19,669
842

$

20,474
741

3,556

6,751

3,395
100
3,263
2,791
2,836
36,452

3,297
120
913
4,040
2,139
38,475

389,935
10,000
9,432
409,367
(386,146)
23,221

389,231
10,000
9,779
409,010
(380,991)
28,019

967

918

6,925
1,260
10,808
79,633

5,110
—
8,510
81,032

11,584
12,991
6,666
15,347
46,588
20,163
284
2,309
69,344

$

$

19,096
10,506
7,500
18,452
55,554
18,612
284
6,940
81,390

—

—

6,644
71,251

6,611
70,268

(37,953)
(29,653)
10,289
79,633 $

(37,933)
(39,304)
(358)
81,032

VAALCO ENERGY, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share amounts)


Year Ended December 31,
2017

Revenues:
Oil and natural gas sales
Operating costs and expenses:
Production expense
Exploration expense
Depreciation, depletion and amortization
General and administrative expense
Impairment of proved properties
Other operating expense
General and administrative related to shareholder matters
Bad debt expense and other
Total operating costs and expenses
Other operating income (expense), net
Operating income (loss)
Other income (expense):
Interest expense, net
Other, net
Total other income (expense)
Income (loss) from continuing operations before income taxes
Income tax expense
Income (loss) from continuing operations
Loss from discontinued operations
Net income (loss)

$

2016

77,025

$

39,697
7
6,457
10,377
—
—
—
452
56,990
(84)
19,951

$

Basic net income (loss) per share:
Income (loss) from continuing operations
Loss from discontinued operations
Net income (loss) per share

$
$

Basic weighted average shares outstanding
Diluted net income (loss) per share:
Income (loss) from continuing operations
Loss from discontinued operations
Net income (loss) per share

$

Diluted weighted average shares outstanding

37,586
5
6,926
9,561
88
8,853
(332)
1,222
63,909
(266)
(4,391)

80,445
40,096
10,409
32,998
12,294
81,322
—
2,372
2,968
182,459
(1,092)
(103,106)
(1,325)
(1,536)
(2,861)
(105,967)
14,587
(120,554)
(38,102)
(158,656)

0.17 $
(0.01)
0.16 $

(0.31) $
(0.14)
(0.45) $

(2.07)
(0.65)
(2.72)

0.17 $
(0.01)
0.16 $

See notes to consolidated financial statements

351

$

(2,613)
(2,015)
(4,628)
(9,019)
9,248
(18,267)
(8,283)
(26,550) $

58,720

F-4

59,784

(1,414)
2,113
699
20,650
10,378
10,272
(621)
9,651 $

58,717
$

2015

58,384
(0.31) $
(0.14)
(0.45) $
58,384

58,289
(2.07)
(0.65)
(2.72)
58,289

VAALCO ENERGY, INC AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY (DEFICIT)
(in thousands)

Common
Shares
Issued

Balance at January 1, 2015
Shares issued - stock-based
compensation
Stock-based compensation
Treasury stock acquired
Net loss

65,195

Treasury
Shares

Additional
Common Stock Paid-In Capital Treasury Stock

6,519 $

846
—
—
—

—
—
(120)
—

85
—
—
—

957
3,810
—
—

—
—
(583)
—

—
—
—
(158,656)

1,042
3,810
(583)
(158,656)

Balance at December 31, 2015
Cumulative effect adjustment for
adoption of ASU 2016-09
Balance at January 1, 2016 after
cumulative effect adjustments
Shares issued - stock-based
compensation
Stock-based compensation
Treasury stock acquired
Net loss
Balance at December 31, 2016
Shares issued - stock-based
compensation
Stock-based compensation
Treasury stock acquired
Net income

66,041

(7,514)

6,604

69,118

(37,882)

(11,764)

26,076

(990)

—

Balance at December 31, 2017

66,444

(42)

—

1,032

(37,299) $

—

146,892 $

Total

(7,394) $

(420)

64,351 $

Retained
Earnings
(Deficit)

180,463

65,621

(7,514)

6,562

70,150

(37,882)

(12,754)

26,076

489
—
—
—
66,110

—
—
(41)
—
(7,555)

49
—
—
—
6,611

(49)
167
—
—
70,268

—
—
(51)
—
(37,933)

—
—
—
(26,550)
(39,304)

—
167
(51)
(26,550)
(358)

334
—
—
—

—
—
(26)
—

33
—
—
—

6
977
—
—

(7,581) $

6,644 $

71,251 $

See notes to consolidated financial statements.
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—
—
(20)
—
(37,953) $

—
—
—
9,651
(29,653) $

39
977
(20)
9,651
10,289

VAALCO ENERGY, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)
Year Ended December 31,
2017

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss)
Adjustments to reconcile net income (loss) to net cash provided by (used in)
operating activities:

$

Loss from discontinued operations
Depreciation, depletion and amortization
Other amortization
Deferred taxes
Unrealized foreign exchange gain
Dry hole costs and impairment of unproved leasehold
Stock-based compensation
Commodity derivatives loss
Cash settlements received on matured derivative contracts
Bad debt provision
Other operating (income) loss, net
Operational expenses associated with equipment and other
Impairment of proved properties
Change in operating assets and liabilities:
Trade receivables
Accounts with partners
Other receivables
Crude oil inventory
Value added tax and other receivables
Other long-term assets
Prepayments and other
Accounts payable
Accrued liabilities and other
Net cash provided by (used in) continuing operating activities
Net cash provided by (used in) discontinued operating activities
Net cash provided by (used in) operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
(Increase) decrease in restricted cash
Acquisitions
Property and equipment expenditures
Proceeds from the sale of oil and gas properties
Premiums paid for put options
Net cash used in continuing investing activities
Net cash used in discontinued investing activities
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from the issuances of common stock
Treasury shares
Debt issuance costs
Debt repayment
Borrowings
Net cash provided by (used in) continuing financing activities
Net cash provided by discontinued financing activities
Net cash provided by (used in) financing activities
NET CHANGE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS AT END OF YEAR

$

9,651

353

$

(26,550) $

2015

(158,656)

621
6,457
369
(1,260)
(576)
—
1,098
1,032
195
452
84
1,189
—

8,283
6,926
1,424
—
(32)
—
192
1,711
—
1,222
266
—
88

38,102
32,998
304
1,349
(5,243)
10,244
3,810
—
—
2,699
1,092
—
81,322

3,195
(108)
(43)
(2,350)
(3,025)
(2,298)
1,646
(7,297)
2,050
11,082
(4,423)
6,659

(1,050)
16,284
(18)
(192)
(1,937)
(2,827)
517
(15,459)
(4,586)
(15,738)
12,286
(3,452)

14,174
(13,816)
(609)
1,266
(2,286)
(1,566)
3,129
30,187
3,034
41,534
(2,659)
38,875

(150)
64
(1,813)
250
—
(1,649)
—
(1,649)

15,219
(5,692)
(8,705)
830
(2,939)
(1,287)
—
(1,287)

5,536
—
(68,067)
398
—
(62,133)
(20,877)
(83,010)

—
(51)
(93)
—
—
(144)
—
(144)
(4,883)
25,357
20,474 $

441
—
—
—
—
441
—
441
(43,694)
69,051
25,357

39
(20)
—
(10,001)
4,167
(5,815)
—
(5,815)
(805)
20,474
19,669 $

See notes to consolidated financial statements.
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Year Ended December 31,
2017

2016
(in thousands)

2015

Supplemental disclosure of cash flow information:
Interest paid, net of capitalized interest
Income taxes paid
Supplemental disclosure of non-cash investing and financing
activities:
Property and equipment additions incurred but not paid at
period end
Asset retirement obligations

$
$

997
15,153

$
$

1,326
9,210

$
$

1,337
15,163

$
$

455
600

$
$

2,282
1,543

$
$

15,132
542

See notes to consolidated financial statements.
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VAALCO ENERGY, INC AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIZATION
VAALCO Energy, Inc. and its consolidated subsidiaries (“VAALCO” or the “Company”) is a Houston, Texas based independent energy
company engaged in the acquisition, exploration, development and production of crude oil. As operator, we have production operations
and conduct exploration activities in Gabon, West Africa. As non-operator, we have opportunities to participate in development and
exploration activities in Equatorial Guinea, West Africa. As discussed further in Note 5 below, we have discontinued operations
associated with our activities in Angola, West Africa.
Our consolidated subsidiaries are VAALCO Gabon (Etame), Inc., VAALCO Production (Gabon), Inc., VAALCO Gabon S.A.,
VAALCO Angola (Kwanza), Inc., VAALCO UK (North Sea), Ltd., VAALCO International, Inc., VAALCO Energy (EG), Inc.,
VAALCO Energy Mauritius (EG) Limited and VAALCO Energy (USA), Inc.
2. LIQUIDITY
Our revenues, cash flow, profitability, oil and natural gas reserve values and future rates of growth are substantially dependent upon
prevailing prices for oil and natural gas. Our ability to borrow funds and to obtain additional capital on attractive terms is also
substantially dependent on oil and natural gas prices. After a period of low commodity prices, oil and gas prices have stabilized at
levels which are currently adequate to generate cash from operating activities for our continuing operations. In addition to the impact of
oil and gas prices on our access to capital markets, the availability of capital resources on attractive terms may be limited due to the
geographic location of our primary producing assets. We may drill two or three development wells in 2018. Any drilling program we
enter into would require approval of our partners and the government of Gabon. We expect any capital expenditures made during 2018
will be funded by cash on hand, cash flow from operations and cash raised from debt and/or equity issuances. We believe that at current
prices, cash generated from continuing operations together with cash on hand at December 31, 2017 are adequate to support our
operations and cash requirements during 2018 and through March 31, 2019.
3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of consolidation – The accompanying consolidated financial statements (“Financial Statements”) include the accounts of
VAALCO and its wholly owned subsidiaries. Investments in unincorporated joint ventures and undivided interests in certain operating
assets are consolidated on a pro rata basis. All intercompany transactions within the consolidated group have been eliminated in
consolidation.
Reclassifications – Certain reclassifications have been made to prior period amounts to conform to the current period presentation
related to reclassifying material and supplies to prepayments and other. These reclassifications did not affect our consolidated financial
results.
Use of estimates – The preparation of the Financial Statements in conformity with generally accepted accounting principles in the
United States (“GAAP”) requires estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure
of contingent assets and liabilities as of the date of the Financial Statements and the reported amounts of revenues and expenses during
the respective reporting periods. Our Financial Statements include amounts that are based on management’s best estimates and
judgments. Actual results could differ from those estimates.
Estimates of oil and natural gas reserves used to estimate depletion expense and impairment charges require extensive judgments and are
generally less precise than other estimates made in connection with financial disclosures. Due to inherent uncertainties and the limited
nature of data, estimates are imprecise and subject to change over time as additional information become available.
Cash and cash equivalents – Cash and cash equivalents includes deposits and funds invested in highly liquid instruments with original
maturities of three months or less at the date of purchase.
Restricted cash and abandonment funding – Restricted cash includes cash that is contractually restricted. Restricted cash is classified
as a current or non-current asset based on its designated purpose and time duration. Current amounts in restricted cash at December 31,
2017 and 2016 each include an escrow amount representing bank guarantees for customs clearance in Gabon. Long term amounts at
December 31, 2017 and 2016 include a charter payment escrow for the floating, production, storage and offloading vessel (“FPSO”)
offshore Gabon as discussed in Note 9.
We invest restricted and excess cash in certificates of deposit and commercial paper issued by banks with maturities typically not
exceeding 90 days.
Accounts with partners – Accounts with partners represent the excess of charges billed over cash calls paid by the partners for
exploration, development and production expenditures made by us as an operator.
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Bad debts – Quarterly, we evaluate our accounts receivable balances to confirm collectability. When collectability is in doubt, we record
an allowance against the accounts receivable and a corresponding income charge for bad debts which appears in the “Bad debt expense
and other” line item of the consolidated statements of operations. The majority of our accounts receivable balances are with our joint
venture partners, purchasers of our production and the government of Gabon for reimbursable Value-Added Tax (“VAT”). Collection
efforts, including remedies provided for in the contracts, are pursued to collect overdue amounts owed us. Portions of our costs in Gabon
(including our VAT receivable) are denominated in the local currency of Gabon, the Central African CFA Franc (“XAF”). As of
December 31, 2017, the outstanding VAT receivable balance, excluding the allowance for bad debt, was approximately
XAF 21.2 billion (XAF 7.1 billion, net to VAALCO). As of December 31, 2017, the exchange rate was XAF 547.5 = $1.00.
In June 2016, we entered into an agreement with the government of Gabon to receive payments related to the outstanding VAT
receivable balance of XAF 16.3 billion (XAF 4.9 billion, net to VAALCO), representing the outstanding balance as of December 31,
2015, in thirty-six monthly installments of $0.3 million net to VAALCO. We received one monthly installment payment in July 2016;
however, no further payments have been received as of December 31, 2017. We are in discussions with the Gabonese government
regarding the timing of the resumption of payments.
In 2017, 2016 and 2015, we recorded allowances of $0.4 million, $0.7 million and $2.7 million, respectively, related to VAT which the
government of Gabon has not reimbursed. The receivable amount, net of allowances, is reported as a non-current asset in the “Value
added tax and other receivables” line item in the consolidated balance sheets. Because both the VAT receivable and the related
allowance are denominated in XAF, the exchange rate revaluation of these balances into U.S. dollars at the end of each reporting period
also has an impact on profit/loss. Such foreign currency gains/(losses) are reported separately in the “Other, net” line item of the
consolidated statements of operations.
The following table provides an analysis of the change in the allowance:
2017

Allowance for bad debt
Balance at beginning of year
Charge to cost and expenses
Reclassification related to Sojitz acquisition
Foreign currency gain (loss)
Balance at end of period

$

$

Year Ended December 31,
2016
(in thousands)

(5,211) $
(452)
(694)
(676)
(7,033) $

(4,221) $
(1,222)
—
232
(5,211) $

2015

(2,400)
(2,699)
—
878
(4,221)

Crude oil inventory – Crude oil inventories are carried at the lower of cost or market and represent our share of crude oil produced and
stored on the FPSO, but unsold at the end of the period.
Materials and supplies – Materials and supplies, which are included in the “Prepayments and other” line item of the consolidated
balance sheet, are primarily used for production related activities. These assets are valued at the lower of cost, determined by the
weighted-average method, or market.
Property and equipment – We use the successful efforts method of accounting for oil and natural gas producing activities.
Capitalization – Leasehold acquisition costs are initially capitalized. Costs to drill exploratory wells are initially capitalized until a
determination as to whether proved reserves have been discovered. If an exploratory well is deemed to not have found proved reserves,
the associated costs are charged to exploration expense at that time. Exploration costs, other than the cost of drilling exploratory wells,
which can include geological and geophysical expenses applicable to undeveloped leasehold, leasehold expiration costs and delay
rentals are charged to exploration expense as incurred. All development costs, including developmental dry hole costs, are capitalized.
Impairment – We review our oil and natural gas producing properties for impairment on a field-by-field basis quarterly or whenever
events or changes in circumstances indicate that the carrying amount of such properties may not be recoverable. If the sum of the
expected undiscounted future cash flows from the use of the asset and its eventual disposition is less than the carrying amount of the
asset, an impairment charge is recorded based on the fair value of the asset. We evaluate our undeveloped oil and natural gas leases for
impairment periodically by considering numerous factors that could include nearby drilling results, seismic interpretations, market
values of similar assets, existing contracts, lease expiration terms and future plans for exploration or development. When undeveloped
oil and natural gas leases are deemed to be impaired, exploration expense is charged. Capitalized equipment inventory is reviewed
regularly for obsolescence. We identified equipment inventory in Gabon that we do not expect to use and charged $0.3 million, $0.3
million and $1.5 million to the “Other operating loss, net” line item of the consolidated statement of operations in the years ended
December 31, 2017, 2016 and 2015, respectively.
Depreciation, depletion and amortization – Depletion of wells, platforms, and other production facilities are calculated on a field basis
under the unit-of-production method based upon estimates of proved developed reserves. Depletion of developed leasehold acquisition
costs are provided on a field basis under the unit-of-production method based upon estimates of proved reserves. Support equipment and
leasehold improvements related to oil and natural gas producing activities, as well as property, plant and equipment unrelated to oil and
natural gas producing activities, are recorded at cost and depreciated on a straight-line basis over the estimated useful lives of the assets,
which are typically five years for office and miscellaneous equipment and five to seven years for leasehold improvements.
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Capitalized interest – Interest costs and commitment fees from external borrowings are capitalized on exploration and development
projects that are not subject to current depletion. Interest and commitment fees are capitalized only for the period that activities are in
progress to bring these projects to their intended use. Capitalized interest is added to the cost of the underlying asset and is depleted on
the unit-of-production method in the same manner as the underlying assets.
We capitalized no interest costs for the years ended December 31, 2017 or 2016. We capitalized $0.8 million in interest costs during the
year ended December 31, 2015.
Asset retirement obligations (“ARO”) – We have significant obligations to remove tangible equipment and restore land or seabed at the
end of oil and natural gas production operations. Our removal and restoration obligations are primarily associated with plugging and
abandoning wells, removing and disposing of all or a portion of offshore oil and natural gas platforms, and capping pipelines. Estimating
the future restoration and removal costs is difficult and requires management to make estimates and judgments. Asset removal
technologies and costs are constantly changing, as are regulatory, political, environmental, safety, and public relations considerations.
A liability for ARO is recognized in the period in which the legal obligations are incurred if a reasonable estimate of fair value can be
made. The ARO liability reflects the estimated present value of the amount of dismantlement, removal, site reclamation, and similar
activities associated with our oil and natural gas properties. We use current retirement costs to estimate the expected cash outflows for
retirement obligations. Inherent in the present value calculation are numerous assumptions and judgments including the ultimate
settlement amounts, inflation factors, credit-adjusted discount rates, timing of settlement, and changes in the legal, regulatory,
environmental, and political environments. Initial recording of the ARO liability is offset by the corresponding capitalization of asset
retirement cost recorded to oil and natural gas properties. To the extent these or other assumptions change after initial recognition of the
liability, the fair value estimate is revised and the recognized liability adjusted, with a corresponding adjustment made to the related asset
balance or income statement, as appropriate. Depreciation of capitalized asset retirement costs and accretion of asset retirement
obligations are recorded over time. Depreciation is generally determined on a units-of-production basis for oil and natural gas production
facilities, while accretion escalates over the lives of the assets to reach the expected settlement value. See Note 7 for disclosures
regarding our asset retirement obligations.
Revenue recognition – We recognize oil and natural gas revenues when production is sold to a purchaser at a fixed or determinable
price, when delivery has occurred and title has transferred and collectability of the revenue is reasonably assured. We follow the sales
method of accounting for crude oil and natural gas production imbalances. We recognize revenues on the volumes sold based on the
provisional sales prices. The volumes sold may be more or less than the volumes to which we are entitled based on our ownership
interest in the property, and we would recognize a liability if our existing proved reserves were not adequate to cover an imbalance. As of
December 31, 2017 and 2016, we had no recorded oil and natural gas imbalances.
Major maintenance activities – Costs for major maintenance are expensed in the period incurred and can include the costs of workovers
of existing wells, contractor repair services, materials and supplies, equipment rentals and our labor costs.
Stock based compensation - We measure the cost of employee services received in exchange for an award of equity instruments based
on the fair value of the award on the date of the grant. Grant date fair value for options is estimated using the Black-Scholes option
pricing model. The model employs various assumptions, based on management’s best estimates at the time of grant, which impact the
calculation of fair value and ultimately, the amount of expense that is recognized over the life of the stock option award. For restricted
stock, grant date fair value is determined using the market value of our common stock on the date of grant. The fair value of stock
appreciation rights (“SARs”) is based on a Monte Carlo simulation at grant date and at each subsequent reporting date. The Monte Carlo
simulation to value our SARs uses the following inputs: (i) the quoted market price of our common stock on the valuation date, (ii) the
maximum stock price appreciation that an employee may receive, (iii) the expected term which is based on the contractual term, (iv) the
expected volatility which is based on the historical volatility of the our stock for the length of time corresponding to the expected term of
the SARs, (v) the expected dividend yield is based on our anticipated dividend payments, (vi) the risk-free interest rate which is based on
the U.S. treasury yield curve in effect as of the reporting date for the length of time corresponding to the expected term of the SARs.
Our stock-based compensation expense is recognized based on the awards as they vest, using the straight-line attribution method over
the requisite service period for each separately vesting portion of the award as if the award was, in-substance, multiple awards.
When awards are forfeited before they vest, previously recognized expense related to such forfeitures is reversed in the period in which
the forfeiture occurs.
Foreign currency transactions – The U.S. dollar is the functional currency of our foreign operating subsidiaries. Gains and losses on
foreign currency transactions are included in income. Within the consolidated statements of operations line item “Other income
(expense)—Other, net,” we recognized gains on foreign currency transactions of $0.5million in 2017, while we recognized losses on
foreign currency transactions of $30 thousand and $0.8 million in 2016 and 2015, respectively.
Income taxes – We account for income taxes under an asset and liability approach that recognizes deferred income tax assets and
liabilities for the estimated future tax consequences of differences between the Financial Statements and tax bases of assets and
liabilities. Valuation allowances are provided against deferred tax assets that are not likely to be realized. We report interest related to
income tax liabilities in the “Interest expense” line item on the consolidated statements of operations, and we report penalties in the
“Other, net” line item on the consolidated statements of operations.
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Derivative Instruments and Hedging Activities – We use derivative financial instruments to achieve a more predictable cash flow from
oil production by reducing our exposure to price fluctuations. Our derivative instruments at December 31, 2016 consisted of fixed price
oil puts, which give us the option to sell a contracted volume of oil at a contracted price on a contracted date in the future.
All of our oil put contracts, which provided for settlement based upon reported the Brent price, had expired as of December 31, 2017.
We record balances resulting from commodity risk management activities in the consolidated balance sheets as either assets or liabilities
measured at fair value. Gains and losses from the change in fair value of derivative instruments and cash settlements on commodity
derivatives are presented in the “Other, net” line item located within the “Other income (expense)” section of the consolidated statements
of operations. We received cash settlements of $0.2 million during the year ended December 31, 2017 related to matured derivative
contracts.
Fair Value – Fair value is defined as the price that would be received to sell an asset or the price paid to transfer a liability in an orderly
transaction between market participants at the measurement date. Inputs used in determining fair value are characterized according to a
hierarchy that prioritizes those inputs based on the degree to which they are observable. The three input levels of the fair-value hierarchy
are as follows:
Level 1 – Inputs represent quoted prices in active markets for identical assets or liabilities (for example, exchange-traded
commodity derivatives).
Level 2 – Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly or
indirectly (for example, quoted market prices for similar assets or liabilities in active markets or quoted market prices for identical
assets or liabilities in markets not considered to be active, inputs other than quoted prices that are observable for the asset or
liability, or market-corroborated inputs).
Level 3 – Inputs that are not observable from objective sources, such as internally developed assumptions used in pricing an asset
or liability (for example, an estimate of future cash flows used in our internally developed present value of future cash flows model
that underlies the fair-value measurement).
Fair value of financial instruments – Our current assets and liabilities include financial instruments such as cash and cash equivalents,
restricted cash, accounts receivable, derivative assets, accounts payable and guarantee. As discussed further in Note 10, derivative assets
and liabilities are measured and reported at fair value each period with changes in fair value recognized in net income. With respect to
our other financial instruments included in current assets and liabilities, the carrying value of each financial instrument approximates fair
value primarily due to the short-term maturity of these instruments. The carrying value of our long-term debt approximates fair value, as
the interest rates are adjusted based on market rates currently in effect.
General and administrative related to shareholder matters – Amounts related to shareholder matters for the years ended December 31,
2016 and 2015 relate to costs incurred related to shareholder litigation that was settled in 2016. For 2016, the amounts also include the
offsetting insurance proceeds related to these matters.
Other, net – “Other, net” in non-operating income and expenses includes gains and losses from derivatives and foreign currency
transactions as discussed above. In addition, “Other, net” for the year ended December 31, 2017 includes $2.6 million related to the
reversal of accruals for liabilities we are no longer obligated to pay.
4. NEW ACCOUNTING STANDARDS
Not Yet Adopted
In May 2017, the Financial Accounting Standards Board (“FASB”) issued ASU No. 2017-09, Compensation – Stock Compensation
(Topic 718): Scope of Modification Accounting (ASU 2017-09) to clarify when to account for a change to the terms or conditions of a
share-based payment award as a modification. Under ASU 2017-09, modification accounting is required only if the fair value, the
vesting conditions, or the classification of the award (as equity or liability) changes as a result of the change in terms or conditions. The
amendments in ASU 2017-09 are effective for all entities for interim and annual reporting periods beginning after December 15, 2017.
The amendments in this update are to be applied prospectively to an award modified on or after the adoption date. It has not been the
Company’s practice to make modifications to share-based payment awards which would have been impacted by this standard, and while
there can be no assurance that this will not occur in future periods, we do not expect adoption of this standard to have a material impact
on our financial position, results of operations, cash flows and related disclosures.
In January 2017, the FASB issued ASU No. 2017-01, Business Combinations (Topic 805): Clarifying the Definition of a Business (ASU
2017-01”). The purpose of the amendment is to clarify the definition of a business with the objective of adding guidance to assist entities
with evaluating whether transactions should be accounted for as acquisitions (or disposals) of assets or businesses. For public entities,
the amendments in ASU 2017-01 are effective for interim and annual reporting periods beginning after December 15, 2017. The
amendments in this update are to be applied prospectively to acquisitions and disposals completed on or after the effective date, with no
disclosures required at transition. The adoption of ASU 2017-01 is not expected to have a material impact on our financial position,
results of operations, cash flows and related disclosures.
In November 2016, the FASB issued ASU No. 2016-18, Statement of Cash Flows (Topic 230): Restricted Cash (“ASU 2016-18”),
which requires that a statement of cash flows explain the change during the period in the total of cash, cash equivalents, and amounts
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generally described as restricted cash or restricted cash equivalents. Therefore, amounts generally described as restricted cash and
restricted cash equivalents should be included with cash and cash equivalents when reconciling the beginning-of-period and
end-of-period total amounts shown on the statement of cash flows. ASU 2016-18 is effective for fiscal years beginning after December
15, 2017, and interim periods within those fiscal years. Early adoption is permitted. We do not plan to early adopt this standard.
Restricted cash will be included as a component of Cash, cash equivalents and restricted cash on our Consolidated Statement of Cash
Flows for all periods presented. Due to the nature of this accounting standards update, this will have an impact on items reported in our
statements of cash flows, but no impact is expected on our financial position, results of operations or related disclosures as a result of
implementation.
In August 2016, the FASB issued ASU No. 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain Cash Receipts and
Cash Payments (“ASU 2016-15”) related to how certain cash receipts and payments are presented and classified in the statement of cash
flows. These cash flow issues include debt prepayment or extinguishment costs, settlement of zero-coupon debt, contingent
consideration payments made after a business combination, proceeds from the settlement of insurance claims, distributions received
from equity method investees, beneficial interests in securitization transactions, and separately identifiable cash flows. ASU 2016-15 is
effective for fiscal years beginning after December 15, 2017, and interim periods within those fiscal years. Due to the nature of this
accounting standards update, this may have an impact on items reported in our statements of cash flows, but no impact is expected on our
financial position, results of operations or related disclosures as a result of implementation.
In June 2016, the FASB issued ASU No. 2016-13, Financial Instruments – Credit Losses (Topic 326): Measurement of Credit Losses on
Financial Instruments (“ASU 2016-13”) related to the calculation of credit losses on financial instruments. All financial instruments not
accounted for at fair value will be impacted, including our trade and partner receivables. Allowances are to be measured using a current
expected credit loss model as of the reporting date which is based on historical experience, current conditions and reasonable and
supportable forecasts. This is significantly different from the current model which increases the allowance when losses are probable.
This change is effective for all public companies for fiscal years beginning after December 15, 2019, including interim periods within
those fiscal years and will be applied with a cumulative-effect adjustment to retained earnings as of the beginning of the first reporting
period in which the guidance is effective. We are currently evaluating the provisions of ASU 2016-13 and are assessing its potential
impact on our financial position, results of operations, cash flows and related disclosures.
In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842) (“ASU 2016-02”), which amends the accounting standards
for leases. ASU 2016-02 retains a distinction between finance leases and operating leases. The primary change is the recognition of lease
assets and lease liabilities by lessees for those leases classified as operating leases on the balance sheet. The classification criteria for
distinguishing between finance leases and operating leases are substantially similar to the classification criteria for distinguishing
between capital leases and operating leases in the previous guidance. Certain aspects of lease accounting have been simplified and
additional qualitative and quantitative disclosures are required along with specific quantitative disclosures required by lessees and
lessors to meet the objective of enabling users of financial statements to assess the amount, timing, and uncertainty of cash flows arising
from leases. In transition, lessees and lessors are required to recognize and measure leases at the beginning of the earliest period
presented using a modified retrospective approach. The amendments are effective for fiscal years beginning after December 15, 2018,
including interim periods within those fiscal years, with early application permitted. We are required to use a modified retrospective
approach for leases that exist or are entered into after the beginning of the earliest comparative period presented in the financial
statements. Assuming adoption January 1, 2019, we expect that leases in effect on January 1, 2017 and leases entered into after such
date will be reflected in accordance with the new standard in the audited consolidated financial statements included in our Annual Report
on Form 10-K for 2019, including comparative financial statements presented in such report. We are in the early stages of our gap
assessment, but we expect that leases with terms greater than 12 months which are currently treated as operating leases will be
capitalized. We expect adoption of this standard to result in the recording of a right of use asset related to certain of our operating leases
with a corresponding lease liability. This is expected to result in a material increase in total assets and liabilities as certain of our
operating leases are significant as disclosed in Note 9. We do not expect there will be a material overall impact on results of operations or
cash flows. We have developed an implementation plan related to this new standard. In connection with our implementation plan, we
will be reviewing our lease contracts and evaluating other contracts to identify embedded leases and determining the appropriate
accounting treatment, and we will be evaluating the impact on processes and procedures as well as the internal controls related to the
proper accounting for leases under the new standard.
In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606) (“ASU 2014-09”).The new
standard will replace most existing revenue recognition guidance in U.S. GAAP. The core principle of ASU 2014-09 requires companies
to reevaluate when revenue is recorded on a transaction based upon newly defined criteria, either at a point in time or over time as goods
or services are delivered. The ASU requires additional disclosure about the nature, amount, timing and uncertainty of revenue and cash
flows arising from customer contracts, including significant judgments and estimates, and changes in those estimates. In early 2016, the
FASB issued additional guidance: ASU No. 2016-10, 2016-11 and 2016-12 (and together with ASU 2014-09, “Revenue Recognition
ASU”). These updates provide further guidance and clarification on specific items within the previously issued ASU 2014-09. The
Revenue Recognition ASU becomes effective for the Company as of January 1, 2018, with the option to early adopt the standard for
annual periods beginning on or after December 15, 2016, and allows for both retrospective and modified-retrospective methods of
adoption. The Company did not early adopt the standard. We adopted the Revenue Recognition ASU via the modified retrospective
transition method. We have completed our gap assessment and have determined that we qualify for point in time recognition for
essentially all of our sales. As such, the Company’s adoption of this standard did not result in a change in the timing of revenue
recognition compared to current practices, and therefore we do not expect adoption of this standard to have a material impact on our
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financial position, results of operations, debt covenants or business practices. As required by the new standard, we will have expanded
disclosures related to the nature of our sales contracts and other matters related to revenues and the accounting for revenues. In
addition, for the periods beginning January 1, 2018, we have implemented new internal controls and procedures associated with revenue
recognition.
Adopted
In July 2015, the FASB issued ASU No. 2015-11, Inventory (Topic 330): Simplifying the Measurement of Inventory (ASU 2015-11) to
simplify the measurement of inventory. This simplification applies to all inventory other than that measured using last-in, first out
(“LIFO”) or the retail inventory method and requires measurement of inventory at the lower of cost and net realizable value. Net
realizable value is the estimated selling price in the ordinary course of business, less reasonably predictable cost of completion, disposal
and transportation. This guidance is to be applied prospectively effective for annual periods beginning after December 15, 2016, and
interim periods within annual periods beginning after December 15, 2016. We adopted ASU 2015-11 in the first quarter of 2017, and the
application of this guidance did not have a significant impact on our financial position, results of operations or cash flows.
5. ACQUISITIONS AND DISPOSITIONS
Sojitz Acquisition
On November 22, 2016, we closed on the purchase of an additional 2.98% working interest (3.23% participating interest) in the Etame
Marin block located offshore the Republic of Gabon from Sojitz Etame Limited (“Sojitz”), which represents all interest owned by Sojitz
in the concession. The acquisition had an effective date of August 1, 2016 and was funded with cash on hand.
The following amounts represent the fair value of identifiable assets acquired and liabilities assumed in the Sojitz acquisition.
November 22, 2016
(in thousands)

Assets acquired:
Wells, platforms and other production facilities
Equipment and other
Value added tax and other receivables
Abandonment funding
Accounts receivable - trade
Prepayments and other
Liabilities assumed:
Asset retirement obligations
Accrued liabilities and other
Total identifiable net assets and consideration transferred

$

5,754
684
297
546
888
220
(1,731)
(747)
5,911

$

All assets and liabilities associated with Sojitz’s interest in Etame Marin block, including oil and gas properties, asset retirement
obligations and working capital items were recorded at their fair value. In determining the fair value of the oil and gas properties, we
prepared estimates of oil and natural gas reserves. We used estimated future prices to apply to the estimated reserve quantities acquired
and the estimated future operating and development costs to arrive at the estimates of future net revenues. The valuations to derive the
purchase price included the use of both proved and unproved categories of reserves, expectation for timing and amount of future
development and operating costs, projections of future rates of production, expected recovery rates, and risk adjusted discount rates.
Other significant estimates were used by management to calculate fair value of assets acquired and liabilities assumed. These
assumptions represent Level 3 inputs, as further discussed in Note 3.
The actual impact of the Sojitz Acquisition was an increase to “Total revenues” in the consolidated statement of operations of $0.2
million for the year ended December 31, 2016 and a minimal decrease to “Net loss” in the consolidated statement of operations for the
year ended December 31, 2016. The unaudited pro forma results presented below have been prepared to give the effect of the acquisition
discussed above on our results of operations for the years ended December 31, 2016 and 2015 as if it had been consummated on January
1, 2015. The unaudited pro forma results do not purport to represent what our actual results of operations would have been if the
acquisition had been completed on such date or to project our results of operations for any future date or period.
Year Ended December 31,
2016

2015
(in thousands)

Pro forma (unaudited)
Oil and natural gas sales
Operating loss
Loss from continuing operations
Basic and diluted net loss per share:
Loss from continuing operations
Net loss
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$

65,427 $
(4,295)
(19,232)

88,940
(101,494)
(120,546)

$
$

(0.33) $
(0.47) $

(2.07)
(2.72)

Sale of Certain U.S. Properties
During 2015, we completed the sale of our interests in various wells in Texas and Alabama for $0.4 million resulting in a minimal loss.
In December 2016, we completed the sale of our interests in two wells in the Hefley field in North Texas for $0.8 million resulting in a
minimal loss. In April 2017, we completed the sale of our interests in the East Poplar Dome field in Montana for $0.3 million, resulting
in a gain of approximately $0.3 million reported on the line “Other operating income (expense), net” in our results of operations for the
year ended December 31, 2017.
Discontinued Operations - Angola
In November 2006, we signed a production sharing contract for Block 5 offshore Angola (“PSA”). The four year primary term, referred
to as the Initial Exploration Phase (“IEP”), with an optional three year extension, awarded us exploration rights to 1.4 million acres
offshore central Angola, with a commitment to drill two exploratory wells. The IEP was extended on two occasions to run until
December 1, 2014. In October 2014, we entered into the Subsequent Exploration Phase (“SEP”) which extended the exploration period
to November 30, 2017 and required us and the co-participating interest owner, the Angolan national oil company, Sonangol P&P, to drill
two additional exploration wells. Our working interest is 40%, and it carries Sonangol P&P, for 10% of the work program. On
September 30, 2016, we notified Sonangol P&P that we were withdrawing from the joint operating agreement effective October 31,
2016. On November 30, 2016, we notified the national concessionaire, Sonangol E.P., that we were withdrawing from the PSA. Further
to the decision to withdraw from Angola, we have taken actions to close our office in Angola and reduce future activities in Angola. As
a result of this strategic shift, we classified all the related assets and liabilities as those of discontinued operations in the condensed
consolidated balance sheets. The operating results of the Angola segment have been classified as discontinued operations for all periods
presented in our condensed consolidated statements of operations. We segregated the cash flows attributable to the Angola segment from
the cash flows from continuing operations for all periods presented in our condensed consolidated statements of cash flows. The
following tables summarize selected financial information related to the Angola segment assets and liabilities as of December 31, 2017
and 2016 and its results of operations for the years ended December 31, 2017, 2016 and 2015.
Summarized Results of Discontinued Operations
Year Ended December 31,
2017

Operating costs and expenses:
Exploration expense
Depreciation, depletion and amortization
General and administrative expense
Bad debt recovery and other
Total operating costs, expenses and (recovery)
Other operating loss, net
Operating loss
Other income (expense):
Interest income
Other, net
Total other income (expense)
Loss from discontinued operations before income taxes
Income tax expense

$

Loss from discontinued operations

$
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2016
(in thousands)

2015

— $
—
615
—
615
—
(615)

15,137 $
9
1,269
(7,629)
8,786
(172)
(8,958)

36,044
12
2,535
—
38,591
(1,856)
(40,447)

—
(3)
(3)
(618)
3

3,201
552
3,753
(5,205)
3,078

—
2,345
2,345
(38,102)
—

(621) $

(8,283) $

(38,102)

Assets and Liabilities Attributable to Discontinued Operations
December 31,
2017

2016
(in thousands)

ASSETS
Accounts with partners
Total current assets
Total assets

$
$

LIABILITIES
Current liabilities:
Accounts payable
Foreign taxes payable
Accrued liabilities and other
Total current liabilities
Total liabilities

$

$

2,836
2,836
2,836

158
—
15,189
15,347
15,347

$
$

$

$

2,139
2,139
2,139

77
3,078
15,297
18,452
18,452

Drilling Obligation
Under the PSA, we and the other participating interest owner, Sonangol P&P, were obligated to perform exploration activities that
included specified seismic activities and drilling a specified number of wells during each of the exploration phases identified in the PSA.
The specified seismic activities were completed, and one well, the Kindele #1 well, was drilled in 2015. The PSA provides a stipulated
payment of $10.0 million for each exploration well for which a drilling obligation remains under the terms of the PSA, of which our
participating interest share would be $5.0 million per well. We have reflected an accrual of $15.0 million for a potential payment as of
December 31, 2017 and 2016, respectively, which represents what we believe to be the maximum potential amount attributable to
VAALCO Angola’s interest under the PSA.
Other Matters – Partner Receivable
The government-assigned working interest partner was delinquent in paying their share of the costs several times in 2009 and was
removed from the production sharing contract in 2010 by a governmental decree. Efforts to collect from the defaulted partner were
abandoned in 2012. The available 40% working interest in Block 5, offshore Angola was assigned to Sonangol P&P effective on January
1, 2014. We invoiced Sonangol P&P for the unpaid delinquent amounts from the defaulted partner plus the amounts incurred during the
period prior to assignment of the working interest totaling $7.6 million plus interest in April 2014. Because this amount was not paid and
Sonangol P&P was slow in paying monthly cash call invoices since their assignment, we placed Sonangol P&P in default in the first
quarter of 2015.
On March 14, 2016, we received a $19.0 million payment from Sonangol P&P for the full amount owed us as of December 31, 2015,
including the $7.6 million of pre-assignment costs and default interest of $3.2 million. The $7.6 million recovery is reflected in the “Bad
debt expense and other” line item in our summarized results of discontinued operations. Default interest of $3.2 million is shown in the
“Interest income” line item in our summarized results of discontinued operations.
6. OIL AND NATURAL GAS PROPERTIES AND EQUIPMENT
Proved Properties
We review our oil and natural gas producing properties for impairment quarterly or whenever events or changes in circumstances
indicate that the carrying amount of such properties may not be recoverable. When an oil and natural gas property’s undiscounted
estimated future net cash flows are not sufficient to recover its carrying amount, an impairment charge is recorded to reduce the carrying
amount of the asset to its fair value. The fair value of the asset is measured using a discounted cash flow model relying primarily on
Level 3 inputs into the undiscounted future net cash flows. The undiscounted estimated future net cash flows used in our impairment
evaluations at each quarter end are based upon the most recently prepared independent reserve engineers’ report adjusted to use
forecasted prices from the forward strip price curves near each quarter end and adjusted as necessary for drilling and production results.
Declining forecasted oil prices in 2015 caused us to perform impairment reviews of our proved properties in each quarter of 2015 for all
fields in the Etame Marin block offshore Gabon and the Hefley field in North Texas. For the Etame Marin fields, we recorded an
aggregate impairment charge of $78.1 million for 2015, reducing the aggregate carrying value of these fields to an aggregate fair value of
$12.7 million. For the U.S. fields, we recorded an impairment charge of $3.2 million for 2015 reducing the aggregate carrying value of
the field to $1.2 million.
During 2016, our negative price differential to Brent narrowed and we incurred no significant capital spending. We considered these and
other factors and determined that there were no events or circumstances triggering an impairment evaluation for most of our fields, with
the exception of the Avouma field in the Etame Marine block offshore Gabon. At the Avouma field, the electrical submersible pumps
(“ESPs”) in the South Tchibala 2-H well and the Avouma 2-H well failed, and these wells were temporarily shut in. After utilizing a
hydraulic workover unit to replace the failed ESP systems, the South Tchibala 2-H and the Avouma 2-H wells resumed production in
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December 2016 and January 2017, respectively. The reserves used in our impairment evaluation of the Avouma field prior to the fourth
quarter of 2016 were revised to reflect the impact of this lost production for several months and the impact of the forward price curve.
The undiscounted future net cash flows for the Avouma field were in excess of the field’s carrying value at December 31, 2016. As a
result, no impairment was required for the Avouma field, or any of our other fields in Gabon, for 2016.
There was no triggering event in the year ended December 31, 2017 that would cause us to believe the value of oil and natural gas
producing properties should be impaired.
Undeveloped Leasehold Costs
We have a 31% working interest in an undeveloped portion of Block P offshore Equatorial Guinea that we acquired in 2012 for which we
have $10.0 million capitalized in undeveloped acreage. It is currently unlikely that we will be making any near-term expenditures with
respect to any development of this property. We and our partners will need to evaluate the timing and budgeting for exploration and
development activities under a development and production area in the block, including the approval of a development and production
plan to develop the Venus discovery on the block. Our production sharing contract covering this development and production area
provides for a development and production period of 25 years from the date of approval of a development and production plan.
In September 2011, we acquired an interest in the Middle Bakken and deeper formations in the East Poplar unit and the Northwest Poplar
field in Roosevelt County, Montana. Exploratory drilling required by terms of the acquisition was unsuccessful. Due to the sustained low
oil prices and forward oil prices, we charged the full $1.2 million undeveloped leasehold to exploration expense in 2015.
Capitalized Exploratory Well Costs
At December 31, 2014, the drilling costs of the N’Gongui No. 2 discovery that was drilled in the third and fourth quarters of 2012 in the
Mutamba Iroru block onshore Gabon were capitalized pending the determination of proved reserves.
Since this discovery, we have performed quarterly evaluations of the capitalized exploratory well costs for the N’Gongui No. 2
discovery to determine whether sufficient progress had been made towards development, as well as the economic and operational
viability of the project. The evaluation of economic viability takes into account a number of factors, including alternative development
scenarios, estimated reserves, projected drilling and development costs and projected oil price data. As a result of lower projected oil
price data at September 30, 2015, the results from the economic modeling indicated that the costs for this well did not continue to meet
the criteria for suspended well costs. Accordingly, all capitalized costs related to the project, including capitalized exploratory well costs
were charged to exploration expense in the third quarter of 2015.
Capitalized Equipment Inventory
Capitalized equipment inventory in Gabon related to Mutamba was written off in 2015 because further drilling in the prospect is
uneconomic, while equipment inventory related to the Etame Marin block was reduced in value due to obsolescence of some items.
7. ASSET RETIREMENT OBLIGATIONS
The following table summarizes the changes in our asset retirement obligations:


(in thousands)

Balance at January 1
Accretion
Additions
Acquisitions and dispositions
Revisions
Balance at December 31

2017

2016

2015

$

18,612
951
—
(103)
703

$

16,166
903
—
1,544
(1)

$

14,846
778
1,085
—
(543)

$

20,163

$

18,612

$

16,166

Accretion is recorded in the line item “Depreciation, depletion and amortization” of our consolidated statements of operations.
We are required under the Etame PSC to conduct regular abandonment studies to update the estimated costs to abandon the offshore
wells, platforms and facilities on the Etame Marin block. The most recently completed abandonment study was in January 2016. The
final results of the abandonment study resulted in an increase in the costs necessary to fund future abandonment obligations.
8. DEBT
In January 2014, we executed a loan agreement with the International Finance Corporation (“IFC credit facility”) for a $65.0 million
revolving credit facility, which was secured by the assets of our Gabon subsidiary. On June 29, 2016, we executed a supplemental
agreement with the IFC which, among other things, amended and restated our existing loan agreement to convert the $20.0 million
revolving portion of the credit facility, to a term loan with $15.0 million outstanding (“Amended Term Loan Agreement”). The
Amended Loan Agreement is secured by the assets of our Gabon subsidiary, VAALCO Gabon S.A., and is guaranteed by VAALCO as
the parent company. The Amended Term Loan Agreement provides for quarterly principal and interest payments on the amounts
currently outstanding through June 30, 2019, with interest accruing at a rate of LIBOR plus 5.75%.
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The Amended Term Loan Agreement also provided for an additional $5.0 million, which could be requested in a single draw, subject to
the IFC’s approval, through March 15, 2017. On March 14, 2017, we borrowed $4.2 million under this provision of the Amended Term
Loan Agreement. The additional borrowings will be repaid in five quarterly principal installments commencing June 30, 2017,
together with interest which will accrue at LIBOR plus 5.75%.
The estimated fair value of the borrowings under the Amended Term Loan Agreement is $9.2 million when measured using a
discounted cash flow model over the life of the current borrowings at forecasted interest rates. The inputs to this model are Level 3 in the
fair value hierarchy.
Covenants
Under the Amended Term Loan Agreement, the ratio of quarter-end net debt to EBITDAX (as defined in the Amended Term Loan
Agreement) must be no more than 3.0 to 1.0. Additionally, our debt service coverage ratio must be greater than 1.2 to 1.0 at
each semi-annual review period. Certain of VAALCO’s subsidiaries are contractually prohibited from making payments, loans or
transferring assets to VAALCO or other affiliated entities. Specifically, under the Amended Term Loan Agreement, VAALCO Gabon
S.A. could be restricted from transferring assets or making dividends, if the positive and negative covenants are not in compliance with
the Amended Term Loan Agreement. We were in compliance with all financial covenants as of December 31, 2017.
Interest
Until June 29, 2016, under the terms of the original IFC credit facility, we paid commitment fees on the undrawn portion of the total
commitment. Commitment fees had been equal to 1.5% of the unused balance of the senior tranche of $50.0 million and 2.3% of the
unused balance of the subordinated tranche of $15.0 million when a commitment was available for utilization. With the execution of the
Amended Term Loan Agreement with the IFC in June 2016, beginning on June 29, 2016, and continuing through March 14, 2017,
commitment fees were equal to 2.3% of the undrawn term loan amount of $5.0 million. There are no further commitment fees owing
after March 14, 2017.
The table below shows the components of the “Interest expense” line item of our consolidated statements of operations and the average
effective interest rate, excluding commitment fees, on our borrowings:
Year Ended December 31,
2017

2016

2015

(in thousands)

Interest incurred, including commitment fees
Deferred finance cost amortization
Deferred finance cost write-off due to loan modification
Capitalized interest
Other interest not related to debt (a)
Interest expense, net

$

$

Average effective interest rate, excluding commitment fees

997
369
—
—
48
1,414
6.72%

$

$

1,353
319
869
—
72
2,613
5.52%

$

$

1,496
304
—
(771)
296
1,325
4.09%

(a) The “Other interest not related to debt” line item includes interest income.

9. COMMITMENTS AND CONTINGENCIES
Litigation
Butcher settlement
On October 3, 2016, the Court approved a Stipulation and Order of Dismissal entered into by the parties in a stockholder class action
lawsuit against the Company and all of its directors alleging that a previously terminated shareholder rights agreement, no longer in
effect, and certain provisions of the former Chief Executive Officer’s and former Chief Financial Officer’s employment agreements
securing change-in-control severance benefits were invalid under Delaware law, case number C.A. No. 12277-VCL, filed on April 29,
2016, in the Court. After the Company and its directors moved to dismiss the lawsuit, the Plaintiff Daniel Butcher agreed to dismiss the
lawsuit as moot, and the Company agreed to settle Plaintiff’s application for an award of attorneys’ fees, all of which were covered by
our directors and officers insurance as a covered claim.
McDonough litigation
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On December 7, 2016, a lawsuit was filed against the Company alleging that a former worker on the Company’s oil and gas platforms off
the coast of Gabon was terminated because of his age in violation of the Age Discrimination in Employment Act and the Texas
Commission on Human Rights Act. The Plaintiff sought damages for lost wages and benefits as well as attorneys’ fees. The case was
pending in the U.S. District Court for the Southern District of Texas styled as McDonough v. VAALCO Energy, Inc., No. 4:17-cv-00361.
In a February 2017 demand letter, the plaintiff made a demand for $361,000 to settle this claim. On June 22, 2017, the court entered a
final order of dismissal, pursuant to the plaintiff’s motion for voluntary dismissal, and entered final judgment in favor of the
Company. This matter is now resolved, and had no material effect on our financial condition, results of operations or liquidity.
FPSO charter
In connection with the charter of the FPSO, we, as operator of the Etame Marin block, guaranteed all of the lease payments under the
charter through its contract term, which expires in September 2020. At our election, the charter may be extended for two one-year
periods beyond September 2020. We obtained guarantees from each of our partners for their respective shares of the payments. Our net
share of the charter payment is 31.1%, or approximately $9.7 million per year. Although we believe the need for performance under the
charter guarantee is remote, we recorded a liability of $0.5 million and $0.7 million as of December 31, 2017 and December 31, 2016,
respectively, representing the guarantee’s estimated fair value. The guarantee of the offshore Gabon FPSO lease has $85.2 million in
remaining gross minimum obligations as of December 31, 2017.
Estimated future minimum obligations through the end of the FPSO charter are as follows:


Full
Charter
Payment

(in thousands)
Year

2018
2019
2020
Total

$

31,294
31,294
22,634
85,222


VAALCO
Net

$

9,719
9,719
7,029
26,467

The charter payment includes a $0.93 per barrel charter fee for production up to 20,000 barrels of oil per day and a $2.50 per barrel
charter fee for those barrels produced in excess of 20,000 barrels of oil per day. VAALCO’s net share of payments was $12.8 million,
$11.2 million and $10.9 million for the years ended December 31, 2017, 2016 and 2015, respectively.
Other lease obligations
In addition to the FPSO, we have operating lease obligations, as follows:


Gross
Obligation

(in thousands)
Year

2018
2019
2020
2021
2022
Thereafter

VAALCO
Net

6,101
407
340
—
—
—

Total

$

6,848

2,176
407
340
—
—
—
$

2,923

We incurred rent expense of $2.4 million, $4.5 million and $4.3 million under operating leases for the years ended December 31, 2017,
2016 and 2015.
Rig commitment
In 2014, we entered into a long-term contract for the Constellation II drilling rig that was under a long-term contract for the multi-well
development drilling campaign offshore Gabon. The campaign included the drilling of development wells and workovers of existing
wells in the Etame Marin block. We began demobilization in January 2016 and released the drilling rig in February 2016, prior to the
original July 2016 contract termination date, because we no longer intended to drill any wells in 2016 on our Etame Marin block offshore
Gabon. In June 2016, we reached an agreement with the drilling contractor for us to pay $5.1 million net to VAALCO’s interest for
unused rig days under the contract. We paid this amount, plus the demobilization charges, in seven equal monthly installments, which
began in July 2016 and ended in January 2017. The related expense was reported in the “Other operating expense” line item in our
consolidated statement of operations for the year ended December 31, 2016.
Gabon domestic market obligation and other investment obligations
Under the terms of the Etame PSC, effective in April 2016, the consortium is required to provide to the local government refinery a
volume of crude at a 15% discount to market price (the “Gabon DMO”). Prior to April 2016, the discount was 25%. The volume required
to be furnished is the amount of the Etame Marin block production divided by total Gabon production times the volume of oil refined by
the refinery per year. In 2017, we paid $1.2 million for our share of the 2016 obligation. In 2016, we paid $1.7 million for our share of
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the 2015 obligation. In 2015, we paid $2.3 million for our share of the 2014 obligation. We accrue an amount for the Gabon DMO
based on management’s best estimate of the volume of crude required, because the refinery does not publish throughput figures. The
amount accrued at December 31, 2017, for our share of the 2017 obligation was $1.3 million. The amount accrued at December 31,
2016, for our share of the 2016 obligation was $1.1 million. These costs are cost recoverable under the terms of the Etame PSC. Also,
beginning in April 2016, the consortium is required to pay an additional 1% of revenues for provisions for diversified investments
(“PID”) and for investments in hydrocarbons (“PIH”). The amount accrued at December 31, 2017, for our share of the 2017 obligation
was $1.4 million. The amount accrued at December 31, 2016, for our share of the 2016 obligation was $0.4 million. 75% of PID and PIH
costs are cost recoverable under the terms of the Etame PSC.
Abandonment funding
As part of securing the first of two five-year extensions to the Etame field production license to which we are entitled from the
government of Gabon, we agreed to a cash funding arrangement for the eventual abandonment of all offshore wells, platforms and
facilities on the Etame Marin block. The agreement was finalized in the first quarter of 2014 (effective 2011) providing for annual
funding over a period of ten years at 12.14% of the total abandonment estimate for the first seven years, with annual payments for the
remaining unfunded estimated costs spread over the last three years of the production license. The amounts paid will be reimbursed
through the cost account and are non-refundable. The abandonment estimate used for this purpose is approximately $61.1 million ($19.0
million net to VAALCO) on an undiscounted basis. Through December 31, 2017, $34.8 million ($10.8 million net to VAALCO) on an
undiscounted basis has been funded. This cash funding is reflected under “Other noncurrent assets” in the “Abandonment funding” line
item of our consolidated balance sheet. Future changes to the anticipated abandonment cost estimate could change our asset retirement
obligation and the amount of future abandonment funding payments.
Regulatory and Joint Interest Audits
We are subject to periodic routine audits by various government agencies in Gabon, including audits of our petroleum cost account,
customs, taxes and other operational matters, as well as audits by other members of the contractor group under our joint operating
agreements.
As of December 31, 2016, we had accrued $1.0 million net to VAALCO in the “Accrued liabilities and other” line item of our
consolidated balance sheet for certain payroll taxes in Gabon which were not paid pertaining to labor provided to us over a number of
years by a third-party contractor. While the payroll taxes were for individuals who were not our employees, we could be deemed liable
for these expenses as the end user of the services provided. These liabilities were substantially resolved at the accrued amount in January
2017.
In 2016, the government of Gabon conducted an audit of our operations in Gabon, covering the years 2013 through 2014. We received
the findings from this audit and responded to the audit findings in January 2017. Since providing our response, there have been changes
in the Gabonese officials responsible for the audit. We are currently working with the newly appointed representatives to resolve the
audit findings. We do not anticipate that the ultimate outcome of this audit will have a material effect on our financial condition, results
of operations or liquidity.
In 2017, the government of Gabon conducted a tax audit of our Gabon subsidiary covering the years 2013 through 2016, and in
December 2017, we received a report on their findings. We have evaluated the results of this audit, and have made an accrual of $0.5
million, net to VAALCO, for the estimated additional taxes along with penalties in the “Accrued liabilities and other” line item of our
consolidated balance sheet.
At December 31, 2017, we had accrued $1.3 million net to VAALCO in the “Accrued liabilities and other” line item of our consolidated
balance sheet for potential fees which may result from a customs audit.
Employment agreements
Our Chief Executive Officer and Chief Financial Officer have employment agreements which provide for payments of annual salary,
incentive compensation and certain other benefits if their employment is terminated without cause.
10. DERIVATIVES AND FAIR VALUE
As of December 31, 2017, we had no derivative instruments outstanding. During the year ended December 31, 2017 and 2016, we had
oil puts outstanding for anticipated sales volumes for the period from April 22, 2016 through December 31, 2017. Our put contracts are
subject to agreements similar to a master netting agreement under which we have the legal right to offset assets and liabilities. At
December 31, 2016, the fair value of all of the put contracts were an asset of $1.2 million.
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The following table sets forth, by level within the fair value hierarchy and location on our consolidated balance sheets, the reported fair
values of derivative instruments accounted for at fair value on a recurring basis:

Carrying
Derivative Item

Balance Sheet Line

Fair Value Measurements Using

Value

Level 1

Level 2

Level 3

(in thousands)

Crude oil puts
Prepayments and other
Balance at December 31, 2017
Balance at December 31, 2016

$
$

— $
1,227 $

— $
— $

— $
1,227 $

—
—

The crude oil put contracts are measured at fair value using the Black’s option pricing model. Level 2 observable inputs used in the
valuation model include market information as of the reporting date, such as prevailing Brent crude futures prices, Brent crude futures
commodity price volatility and interest rates. The determination of the put contract fair value includes the impact of the counterparty’s
non-performance risk.
To mitigate counterparty risk, we enter into such derivative contracts with creditworthy financial institutions deemed by management as
competent and competitive market makers.
The following table sets forth the gain (loss) on derivative instruments on our consolidated statements of operations:

Year Ended December 31,
Derivative Item

Statement of Operations Line

2017

2016

2015

(in thousands)

Crude oil puts

Other, net

$

(1,032) $

(1,711) $

—

11. SHAREHOLDERS’ EQUITY (DEFICIT)
Preferred stock – Authorized preferred stock consists of 500,000 shares with a par value of $25 per share. No shares of preferred stock
were issued and outstanding as of December 31, 2017 or 2016.
Treasury stock – In the years ended December 31, 2017, 2016 and 2015, we withheld 26,000, 40,926 and 120,455 shares, respectively,
in connection with cashless stock option exercises and restricted stock vestings to satisfy tax withholding obligations related to stock
option exercises.
12. STOCK-BASED COMPENSATION AND OTHER BENEFIT PLANS
Our stock-based compensation has been granted under several stock incentive and long-term incentive plans. The plans authorize the
Compensation Committee of our Board of Directors to issue various types of incentive compensation. Currently, we have issued stock
options, restricted shares and SARs from the 2014 Long-Term Incentive Plan (“2014 Plan”). At December 31, 2017, 2,404,442 shares
were authorized for future grants under this plan.
For each stock option granted, the number of authorized shares under the 2014 Plan will be reduced on a one-for-one basis. For each
restricted share granted, the number of shares authorized under the 2014 Plan will be reduced by twice the number of restricted shares.
We have no set policy for sourcing shares for option grants. Historically the shares issued under option grants have been new shares.
We record non-cash compensation expense related to stock-based compensation as general and administrative expense. For the years
ended December 31, 2017, 2016 and 2015, non-cash compensation expense was $1.1 million, $0.2 million and $3.8 million,
respectively, related to the issuance of stock options and restricted stock. Because we do not pay significant United States federal income
taxes, no amounts were recorded for tax benefits.
Stock options
Stock options have an exercise price that may not be less than the fair market value of the underlying shares on the date of grant. In
general, stock options granted to participants will become exercisable over a period determined by the Compensation Committee of our
Board of Directors, which in the past has been a five year life, with the options vesting over a service period of up to five years. In
addition, stock options will become exercisable upon a change in control, unless provided otherwise by the Compensation Committee.
There were $39 thousand in cash proceeds received from the exercise of stock options in 2017. For 2016 and 2015 there were no cash
proceeds received from the exercise of stock options. During 2017, options for 1,162,930 shares were granted to employees; these
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options vest over a three-year period, vesting in three equal parts on the first, second and third anniversaries after the date of grant.
Options for 465,950 shares also were granted in 2017 to our non-employee directors, which were fully vested upon their grant.
We use the Black-Scholes model to calculate the grant date fair value of stock option awards. This fair value is then amortized to expense
over the vesting period of the option. During 2017, 2016 and 2015, the weighted average assumptions shown below were used to
calculate the weighted average grant date fair value of option grants. Because we have not paid cash dividends and do not anticipate
paying cash dividends on the common stock in the foreseeable future, no expected dividend yield was input to the Black-Scholes model.
Year Ended December 31,
2017

Weighted average exercise price - ($/share)
Expected life in years
Average expected volatility
Risk-free interest rate
Weighted average grant date fair value - ($/share)

$

2016

0.99
$
3.2
73 %
1.51 %
0.49
$

$

2015

1.14 $
3.0
71 %
1.10 %
0.49 $

4.41
2.5
61 %
0.88 %
1.65

Stock option activity for the year ended December 31, 2017 is provided below:
Number of
Shares
Underlying
Options
(in thousands)

Outstanding at January 1, 2017
Granted
Exercised
Forfeited/expired
Outstanding at December 31, 2017
Exercisable at December 31, 2017

Weighted Average
Exercise Price Per
Share

2,644
1,629
(37)
(1,639)
2,597
1,506

$

3.92
0.99
1.04
4.48
1.77
2.30

Weighted
Average
Remaining
Contractual
Term
(in years)

3.53
3.28

Aggregate
Intrinsic Value
(in thousands)

$
$

—
—

The intrinsic value of a stock option is the amount by which the current market value of the underlying stock exceeds the exercise price
of the option. The intrinsic value of stock options exercised in 2017 and 2015 was $0.0 million and $0.3 million, respectively. There
were no exercises of stock options in 2016.
On February 28, 2018, the Company granted stock options for 494,941 shares with an exercise price of $0.86 per share.
As of December 31, 2017, unrecognized compensation cost related to outstanding stock options was $0.3 million which is expected to be
recognized over a weighted average period of 1.5 years.
Restricted shares
Restricted stock granted to employees will vest over a period determined by the Compensation Committee which is generally a
threeͲyear period, vesting in three equal parts on the first three anniversaries following the date of the grant. Share grants to directors vest
immediately and are not restricted. The following is a summary of activity in unvested restricted stock in 2017.

Restricted
Stock

Weighted
Average Grant
Price

(in thousands)

Non-vested shares outstanding at January 1, 2017
Awards granted
Awards vested
Awards forfeited

252 $
426
(297)
(41)

Non-vested shares outstanding at December 31, 2017

340

1.31
0.98
1.12
1.00
1.10

The total vest-date fair value of restricted stock awards which vested during 2017, 2016 and 2015 was $0.3 million, $0.6 million and $0.7
million, respectively. The weighted average grant date fair value per share of restricted stock awards was $0.98, $1.11 and $3.34 for the
years ended December 31, 2017, 2016 and 2015, respectively.
On February 28, 2018, the Company issued 323,474 shares of service based restricted stock with a grant date fair value of $0.86 per
share. The vesting of these shares is dependent upon the employee’s continued service with the Company. The shares will vest in
three equal parts over three years.
As of December 31, 2017, unrecognized compensation cost related to restricted stock totaled $0.2 million and is expected to be
recognized over a weighted average period of 1.6 years.
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Stock appreciation rights (“SARs”)
SARs are granted under the VAALCO Energy, Inc. 2016 Stock Appreciation Rights Plan. A SAR is the right to receive a cash amount
equal to the spread with respect to a share of common stock upon the exercise of the SAR. The spread is the difference between the SAR
price per share specified in a SAR award on the date of grant (which may not be less than the fair market value of our common stock on
the date of grant) and the fair market value per share on the date of exercise of the SAR. SARs granted to participants will become
exercisable over a period determined by the Compensation Committee of our Board of Directors. In addition, SARs will become
exercisable upon a change in control, unless provided otherwise by the Compensation Committee of our Board of Directors.
The 815,355 SARs granted in the three months ended March 31, 2016 vest over a three-year period with a life of 5 years and have a
maximum spread of 300% of the $1.04 SAR price per share specified in a SAR award on the date of grant. The compensation expense
related to these awards through December 31, 2016 was $25 thousand.
On February 28, 2018, 2,373,411 SARs were granted which vest over a three-year period with a life of 5 years and have a $0.86 SAR
price per share specified in a SAR award on the date of grant.
For the year ended December 31, 2017, 1,049,528 SARs were granted, all having an exercise price of $1.20 per share. One-third of the
SARs are to vest on or after the first anniversary of the grant date at such time when the market price per share of our common
stock exceeds $1.30; one-third of the SARs are to vest on or after the second anniversary of the grant date at such time when the share
price exceeds $1.50; and one-third of the SARs are to vest on or after the third anniversary of the grant date at such time when the share
price exceeds $1.75. SARs granted in 2017 vest over a three year period with a life of 5 years; these SARs have a maximum spread
equal to 300% of the $1.04 SAR price per share specified in a SAR award on the date of grant. The compensation expense related to
these awards through December 31, 2017 was $0.1 million.
SAR activity for the year ended December 31, 2017 is provided below:

Number of Shares
Underlying SARs

Weighted Average
Exercise Price Per
Share

(in thousands)

Term

Value

(in years)

(in thousands)

Outstanding at January 1, 2017
Granted
Exercised
Forfeited/expired
Outstanding at December 31, 2017

180 $
1,049
—
(153)
1,076

1.04
1.20
—
1.20
1.17

3.21

$

—

Exercisable at December 31, 2017

60

1.04

3.21

$

—

Other benefit plans
We sponsor a 401(k) plan, with a company match feature, for our employees. Costs incurred in the years ended December 31, 2017,
2016 and 2015 for administering the plan, including the company match feature, were approximately $0.2 million $0.3 million and $0.4
million, respectively.
13. INCOME TAXES
VAALCO and its domestic subsidiaries file a consolidated United States income tax return. Certain subsidiaries’ operations are also
subject to foreign income taxes.
On December 22, 2017, the United States government enacted the Tax Cuts and Jobs Act, commonly referred to as the Tax Reform Act.
The Tax Reform Act includes significant changes to the U.S. income tax system including but not limited to: a federal corporate rate
reduction from 35% to 21%; limitations on the deductibility of interest expense and executive compensation; repeal of the Alternative
Minimum Tax (“AMT”); full expensing provisions related to business assets; creation of new minimum taxes such as the base erosion
anti-abuse tax (“BEAT”) and Global Intangible Low Taxed Income (“GILTI”) tax; and the transition of U.S. international taxation from
a worldwide tax system to a modified territorial tax system, which will result in a one time U.S. tax liability on those earnings which have
not previously been repatriated to the U.S. (the “Transition Tax”). The provisional impacts of this legislation are outlined below:
x

Beginning January 1, 2018, the U.S. corporate income tax rate will be 21%. The Company is required to recognize the
impacts of this rate change on its deferred tax assets and liabilities in the period enacted. However, as the Company has a
full valuation allowance on its net deferred tax asset, any deferred tax recognized due to the change in rate will be offset
with a change in the valuation allowance. Therefore, there was no overall impact to the Financial Statements in 2017 due
to this change in rate.

x

The Tax Reform Act also repealed the corporate AMT for tax years beginning on or after January 1, 2018 and provides for
existing alternative minimum tax credit carryovers to be refunded beginning in 2018. The Company has approximately
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$1.4 million in refundable credits, and it expects that a substantial portion will be refunded between 2018 and 2021. As
such, most of the valuation allowance in place at the end of 2017 related to these credits has been released and a deferred
tax asset of $1.3 million is reflected related to the expected benefit in future years.
x

The Transition Tax on unrepatriated foreign earnings is a tax on previously untaxed accumulated and current earnings and
profits ("E&P") of the Company's foreign subsidiaries. To determine the amount of the Transition Tax, the Company must
determine, among other factors, the amount of post-1986 E&P of its foreign subsidiaries, as well as the amount of non-U.S.
income taxes paid on such earnings. Based on the Company’s reasonable estimate of the Transition Tax, there is no
provisional Transition Tax expense. The Company has not completed our accounting for the income tax effects of the
transition tax and is continuing to evaluate this provision of the Tax Act.

x

The Tax Reform Act creates a new requirement that GILTI income earned by foreign subsidiaries must be included
currently in the gross income of the U.S. shareholder. Due to the complexity of the new GILTI tax rules, the Company is
continuing to evaluate this provision of the Tax Act. Under U.S. GAAP, the Company is permitted to make an accounting
policy election to either treat taxes due on future inclusions in U.S. taxable income related to GILTI as a current period
expense when incurred or to factor such amounts into the Company's measurement of its deferred taxes. The Company has
not yet completed its analysis of the GILTI tax rules and is not yet able to reasonably estimate the effect of this provision of
the Tax Act or make an accounting policy election for the accounting treatment whether to record deferred taxes
attributable to the GILTI tax. The Company has not recorded any amounts related to potential GILTI tax in the Company’s
Financial Statements.

Other provisions in the legislation, such as interest deductibility and changes to executive compensation plans are not expected to have
material implications to the Company’s Financial Statements. The income tax effects recorded in the Company’s Financial Statements
as a result of the Tax Reform Act are provisional in accordance with the Securities and Exchange Commission’s Staff Accounting
Bulletin number 118 “(SAB 118”) as the Company has not yet completed its evaluation of the impact of the new law. SAB 118 allows
for a measurement period of up to one year after the enactment date of the Tax Reform Act to finalize the recording of the related tax
impacts. The Company does not believe potential adjustments in future periods would materially impact the Company’s financial
condition or results of operations.
Additionally, the Tax Reform Act may further limit the Company’s ability to utilize foreign tax credits in the future. The Tax Reform
Act introduces a new credit limitation basket for foreign branch income. Income from foreign branches would now be allocated to this
specific tax credit limitation basket which cannot offset income in other baskets of foreign income. Under the Tax Reform Act, foreign
taxes imposed on the foreign branch profits will not offset U.S. non-branch related foreign source income. Additional guidance is needed
to determine how this will impact the Company and any future utilization of foreign tax credit carryforwards.
In April 2017, the Company was notified by the U.S. Internal Revenue Service (“IRS”) that they would be conducting an audit of
its 2014 U.S. federal tax return. The audit was concluded in 2018, and there were no significant findings as a result.
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Provision for income taxes related to income (loss) from continuing operations consists of the following:

Year Ended December 31,
(in thousands)

2017


 $



U.S. Federal:
Current
Deferred
Foreign:
Current
Deferred
Total

$

2016


— $
(1,260)

11,638 
—
10,378 $

2015


— $
—

9,248 
—
9,248 $

—
1,349
13,238
—
14,587

The primary differences between the financial statement and tax bases of assets and liabilities resulted in deferred tax assets associated
with continuing operations at December 31, 2017 and 2016 are as follows:




As of December 31,

(in thousands)

2017


 $







Deferred tax assets:
Basis difference in fixed assets
Foreign tax credit carryforward
Alternative minimum tax credit carryover
U.S. federal net operating losses
Foreign net operating losses
Asset retirement obligations
Basis difference in receivables
Other
Total deferred tax assets
Valuation allowance
Net deferred tax assets

$

2016


 $





46,929
48,071
1,349
22,490
26,371
4,234
1,331
3,690
154,465
(153,205)
1,260 $

89,016
50,339
1,349
30,230
25,543
6,514
1,824
6,952
211,767
(211,767)
—

Foreign tax credits will expire between the years 2018 and 2024. The alternative minimum tax credits do not expire, and foreign net
operating losses (“NOLs”) are not subject to expiry dates. The NOL for our United Kingdom subsidiary can be carried forward
indefinitely, while the NOLs for our Gabon subsidiaries are included in the respective subsidiaries’ cost oil accounts, which will be
offset against future taxable revenues. The U.S federal NOL will expire between 2035 and 2037. The ability to utilize NOLs and other
tax attributes could be subject to a limitation if the Company were to undergo an ownership change as defined in Section 382 of the Tax
Code. Management assesses the available positive and negative evidence to estimate if existing deferred tax assets will be utilized. We
do not anticipate utilization of the foreign tax credits prior to expiration nor do we expect to generate sufficient taxable income to utilize
other deferred tax assets. On the basis of this evaluation, valuation allowances of $153.2 million, $211.8 million and $210.7 million have
been recorded as of December 31, 2017, 2016 and 2015, respectively. Valuation allowances reduce the deferred tax assets to the amount
that is more likely than not to be realized.
As a result of the 2017 tax legislation enacted in the U.S., we expect to realize the benefit from our AMT credit carryforwards. The
valuation allowance recorded related to AMT credits in previous periods was reversed in 2017 with the exception for a reserve for the
possible sequestration of the credits. The $1.3 million reversal was recorded as a deferred income tax benefit during the fourth quarter
of 2017. 
The Company recognizes the financial statement benefit of a tax position only after determining that they are more likely than not to
sustain the position following an audit. The Company believes that its income tax positions and deductions will be sustained on audit
and therefore no reserves for uncertain tax positions have been established. Accordingly, no interest or penalties have been accrued as
of December 31, 2017 and 2016. The Company’s policy is to include interest and penalties related to unrecognized tax benefits as a
component of income tax expense.
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Income (loss) from continuing operations before income taxes is attributable as follows:


Year Ended December 31,

(in thousands)

2017

United States
Foreign

$
$

2016

(9,453) $
30,103
20,650 $

2015

(9,893) $
874
(9,019) $

(15,177)
(90,790)
(105,967)

The reconciliation of income tax expense attributable to income (loss) from continuing operations to income tax on income (loss) from
continuing operations at the U.S. statutory rate is as follows:


Year Ended December 31,

(in thousands)

2017

Tax provision computed at U.S. statutory rate
Foreign taxes not offset in U.S. by foreign tax credits
Impact of Tax Reform Act
Effect of change in foreign statutory rates
Permanent differences
Foreign tax credit adjustments
Increase/(decrease) in valuation allowance
Other
Total income tax expense

$

$

2016

7,228 $
6,775
52,449
—
309
2,394
(58,777)
—
10,378 $

2015

(3,156) $
6,319

(37,089)
(394)

—

—

2,394
4,505

3,014
1,803

—

—

(802)
(12)
9,248 $

47,253

—
14,587

At December 31, 2017, 2016 and 2015, we were subject to foreign and U.S. federal taxes only, with no allocations made to state and
local taxes. The following table summarizes the tax years that remain subject to examination by major tax jurisdictions:


Jurisdiction

United States
Gabon

Years

2008-2017
2013-2017

14. EARNINGS PER SHARE
Basic earnings per share (“EPS”) is calculated using the average number of shares of common stock outstanding during each period. For
the calculation of diluted shares, we assume that restricted stock is outstanding on the date of vesting, and we assume the issuance of
shares from the exercise of stock options using the treasury stock method.
A reconciliation from basic to diluted shares follows:

2017

Basic weighted average shares outstanding
Effect of dilutive securities
Diluted weighted average shares outstanding
Stock options and unvested restricted stock grants excluded from dilutive
calculation because they would be anti-dilutive

Year Ended December 31,
2016
(in thousands)

2015

58,717
3
58,720

58,384
—
58,384

58,289
—
58,289

2,823

4,363

5,586

Because we recognized net losses for the years ended December 31, 2016 and 2015, there were no dilutive securities for these years.
15. SEGMENT INFORMATION
Our operations are based in Gabon, Equatorial Guinea and the U.S. Each of our three reportable operating segments is organized and
managed based upon geographic location. Our Chief Executive Officer, who is the chief operating decision maker, and management
review and evaluate the operation of each geographic segment separately primarily based on Operating income (loss). The operations of
all segments include exploration for and production of hydrocarbons where commercial reserves have been found and developed.
Revenues are based on the location of hydrocarbon production. Corporate and other is primarily corporate and operations support costs
which are not allocated to the reportable operating segments.
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Segment activity of continuing operations for the years ended December 31, 2017, 2016 and 2015 and long-lived assets and segment
assets at December 31, 2017 and 2016 are as follows:
Year Ended December 31, 2017
(in thousands)

Revenues-oil and natural gas sales
Depreciation, depletion and amortization
Bad debt expense and other
Operating income (loss)
Other, net
Interest expense, net
Income tax expense (benefit)
Additions to property and equipment - accrual

Gabon

$

Equatorial Guinea

76,978 $
6,196
452
28,488
3,142
(1,414)
11,638
1,576

Corporate and
Other

U.S.

— $
—
—
(122)
15
—
—
—

47 $
1
—
352
—
—
—
—

— $
260
—
(8,767)
(1,044)
—
(1,260)
126

Total

77,025
6,457
452
19,951
2,113
(1,414)
10,378
1,702

Year Ended December 31, 2016
(in thousands)

Revenues-oil and natural gas sales
Depreciation, depletion and amortization
Impairment of proved properties
Bad debt expense and other
Other operating expense
Operating income (loss)
Other, net
Interest expense, net
Income tax expense
Additions to property and equipment - accrual

Gabon

$

Equatorial Guinea

59,460 $
6,531
—
1,222
8,853
3,901
(22)
(2,614)
9,248
(4,242)

Corporate and
Other

U.S.

— $
—
—
—
—
(384)
(8)
—
—
—

324 $
151
88
—
—
(72)
—
—
—
—

— $
244
—
—
—
(7,836)
(1,985)
1
—
181

Total

59,784
6,926
88
1,222
8,853
(4,391)
(2,015)
(2,613)
9,248
(4,061)

Year Ended December 31, 2015
(in thousands)

Revenues-oil and natural gas sales
Depreciation, depletion and amortization
Impairment of proved properties
Bad debt expense and other
Operating income (loss)
Other, net
Interest expense, net
Income tax expense
Additions to property and equipment - accrual

Gabon

$

(in thousands)

Long-lived assets from continuing operations:
As of December 31, 2017
As of December 31, 2016

79,947 $
32,125
78,080
2,968
(87,243)
(1,034)
(1,144)
13,238
66,269

Gabon

$

Equatorial Guinea

— $
—
—
—
(1,342)
(33)
—
—
—

Equatorial Guinea

12,638 $
17,291

10,000 $
10,000

Corporate and
Other

U.S.

498 $
633
3,242
—
(4,366)
—
—
—
—

— $
240
—
—
(10,155)
(469)
(181)
1,349
150

Corporate and
Other

U.S.

— $
—

583 $
728

Total

80,445
32,998
81,322
2,968
(103,106)
(1,536)
(1,325)
14,587
66,419

Total

23,221
28,019

Information about our most significant customers
For the period from the second quarter of 2014 and through April 2015, our crude oil from Gabon was sold under a contract with The
Vitol Group at the spot market for a fixed per barrel fee. Beginning in May 2015, we sold our crude oil production from Gabon under a
term contract with pricing based upon an average of Dated Brent in the month of lifting, adjusted for location and market factors. The
contracted purchasers were TOTSA Total Oil Trading SA (“Total”) for May through July of 2015 and Glencore Energy UK Ltd.
(“Glencore”) for August of 2015 through December of 2017. The contract with Glencore U.K. ends in January 2019. Sales of oil to
Glencore were approximately 100% of total revenues for 2017.
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16. SUBSEQUENT EVENTS
The last lifting in 2017 was not completed until January 1, 2018 due to unsafe weather conditions. Net revenues of $6.5 million
associated with net volumes delivered to the buyer on January 1, 2018 of 95,525 barrels will be reported as revenue in 2018. The 7.1%
increase in the January 2018 lifting price over the December 2017 lifting price positively impacted January’s revenue by $0.5 million.

17. SELECTED QUARTERLY FINANCIAL INFORMATION (UNAUDITED)
Our unaudited quarterly results for years ended December 31, 2017 and 2016 were prepared in accordance with GAAP, and reflect all
adjustments that are, in the opinion of management, necessary for a fair statement of the results. These adjustments are of a normal
recurring nature. Quarterly income per share is based on the weighted average number of shares outstanding during the quarter. Because
of changes in the number of shares outstanding during the quarters due to the exercise of stock options and issuance of common stock,
the sum of quarterly earnings per share may not equal earnings per share for the year.


Three Months Ended
March 31,

June 30,

September 30,

December 31,

(in thousands of dollars except per share information)

2017:
Total revenues
Total operating costs and expenses
Operating income (loss)
Income (loss) from continuing operations
Loss from discontinued operations
Net income (loss)
Basis net income (loss) per share
Diluted net income (loss) per share




$
$





$

21,266
13,055
8,148
4,435 
(176)
4,259 
0.07
0.07

$

20,425
15,068
5,587
2,451 
(168)
2,283 
0.04
0.04




$
$

$

18,178
14,454
3,721
(148)
(174)
(322)
(0.01)
(0.01)



$
$

$


$
$

Three Months Ended
June 30,
September 30,

March 31,

17,156
14,413
2,495
3,534
(103)
3,431
0.06
0.06

December 31,

(in thousands of dollars except per share information)

2016:
Total revenues
Total operating costs and expenses
Operating income (loss)
Income (loss) from continuing operations
Loss from discontinued operations
Net income (loss)
Basis net income (loss) per share
Diluted net income (loss) per share

$



$
$

10,976
24,509
(13,515)
(15,430)
7,806
(7,624)
(0.13)
(0.13)

$

18,847
14,232
4,615
(498)
(20)
(518)
(0.01)
(0.01)

$
$

$

14,635
10,919
3,690
1,016
(15,783)
(14,767)
(0.25)
(0.25)

$
$

$

$
$

15,326
14,249
819
(3,355)
(286)
(3,641)
(0.06)
(0.06)

SUPPLEMENTAL INFORMATION ON OIL AND NATURAL GAS PRODUCING ACTIVITIES (UNAUDITED)
This supplemental information is presented in accordance with certain provisions of ASC Topic 932 – Extractive Activities- Oil and
Natural Gas. The geographic areas reported are the United States (North America), which includes our producing properties in the state
of Texas, and International, which includes our producing properties offshore Gabon (Africa).
Costs Incurred for Acquisition, Exploration and Development Activities
Year Ended December 31,
2017

Costs incurred during the year:
International:
Exploration costs - capitalized
Exploration costs - expensed
Acquisition of properties
Development costs
Total

2016

2015

(in thousands)

$

$
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—
7
—
—
7

$

$

—
5
5,754
—
5,759

$

$

—
170
—
60,397
60,567

Capitalized Costs Relating to Oil and Natural Gas Producing Activities
Capitalized costs pertain to our producing activities in Gabon and the U.S and to undeveloped leasehold in Gabon, Equatorial Guinea
and the U.S.
December 31,
2017

Capitalized costs:
Properties not being amortized
Properties being amortized (1)
Total capitalized costs
Less accumulated depletion, amortization and impairment
Net capitalized costs
(1)

2016
(in thousands)

$
$
$

15,668 $
389,935
405,603 $
(384,014)
21,589 $

15,980
389,231
405,211
(379,473)
25,738

Includes $11.0 million and $10.3 million asset retirement cost in 2017 and 2016, respectively.

Results of Operations for Oil and Natural Gas Producing Activities
International

United States

Year Ended December 31,

Year Ended December 31,

2017

2016

2015

2017

2016

2015

(in thousands)

Crude oil and natural gas sales
$
Production costs and other expense (1)
Depreciation, depletion, amortization
Exploration expenses
Impairment of proved properties
Other operating expense
Bad debt expense
Income tax
Results from oil and natural gas producing
$
activities
(1)

76,978 $
(41,558)
(6,196)
(7)
—
—
(452)
(11,638)

59,460 $
(38,160)
(6,531)
(5)
—
(8,853)
(1,222)
(9,248)

79,947 $
(42,399)
(32,125)
(9,159)
(78,080)
—
(2,700)
(13,238)

47 $
(26)
(1)
—
—
—
—
1,260

324 $
(166)
(151)
—
(88)
—
—
—

498
(171)
(633)
(1,250)
(3,242)
—
—
(1,349)

17,127 $

(4,559) $

(97,754) $

1,280 $

(81) $

(6,147)

Includes local general and administrative expenses, but excludes corporate general and administrative expenses and allocated corporate overhead.

Estimated Quantities of Proved Reserves
The estimation of net recoverable quantities of crude oil and natural gas is a highly technical process which is based upon several
underlying assumptions that are subject to change. See “Item 1A. Risk Factors” and “Item 7. Management’s Discussion and Analysis of
Financial Condition, Cash Flows and Liquidity – Critical Accounting Estimates – Estimated Quantities of Net Reserves”. For a
discussion of our reserve estimation process, including internal controls, see “Item 1. Business – Reserves”.
Proved reserves:
Balance at January 1, 2015
Production
Revisions of previous estimates
Balance at December 31, 2015
Production
Purchases of minerals in place
Sales of minerals in place
Revisions of previous estimates
Balance at December 31, 2016
Production
Revisions of previous estimates
Balance at December 31, 2017

Oil

Natural

(MBbls)

Gas (MMCF)

8,260
(1,659)
(3,746)
2,855
(1,518)
308
(12)
1,009
2,642
(1,518)
1,925
3,049

F-28

375

1,406
(181)
(172)
1,053
(124)
—
(929)
—
—
—
—
—

Proved developed reserves:
Balance at January 1, 2015
Balance at December 31, 2015
Balance at December 31, 2016
Balance at December 31, 2017

Oil

Natural

(MBbls)

Gas (MMCF)

3,224
2,855
2,642
3,049

1,406
1,053
—
—

Our proved developed reserves are located offshore Gabon. The upward revision of the previous estimates in 2017 was primarily a
result of improved well performance and to a lesser degree the higher average crude oil prices. In 2016, reserves increased as a result of
estimated proved reserve quantities related to our acquisition of the Sojitz working interest in Etame Marin block (308 MBbl) as well as
upward revisions to our estimated proved reserve quantities as a result of cost cutting efforts that had the impact of driving down
operating cost projections and extending economic limits, demonstration of the effectiveness of deploying lower cost hydraulic
workover units to conduct workovers during 2016 and success in production optimization produced better-than-forecasted results from
the prior year’s development program (1,575 MBbl). These positive developments were somewhat offset by the effects of an 18%
reduction in the average price used to determine reserves in 2016 versus 2015 (566 MBbl). The net negative revisions of previous
estimates in 2015 were primarily a result of the loss of 3.5 years of production due to lower oil prices (2,705 MBOE) and the removal of
sour reserves (1,440 MBbl), partially offset by positive revisions due to the performance of wells drilled in the 2014-2015 drilling
campaign exceeding expectations (370 MBbl).
We maintain a policy of not booking proved reserves on discoveries until such time as a development plan has been prepared for the
discovery indicating that the development well will be drilled within five years from the date of its initial booking. Additionally, the
development plan is required to have the approval of our partners in the discovery. Furthermore, if a government agreement that the
reserves are commercial is required to develop the field, this approval must have been received prior to booking any reserves.
Standardized Measure of Discounted Future Net Cash Flows Relating to Proved Oil Reserves
The information that follows has been developed pursuant to procedures prescribed GAAP and uses reserve and production data
estimated by independent petroleum consultants. The information may be useful for certain comparison purposes, but should not be
solely relied upon in evaluating us or our performance.
In accordance with the guidelines of the SEC, our estimates of future net cash flow from our properties and the present value thereof are
made using oil and natural gas contract prices using a twelve month average of beginning of month prices and are held constant
throughout the life of the properties except where such guidelines permit alternate treatment, including the use of fixed and determinable
contractual price escalations. The future cash flows are also based on costs in existence at the dates of the projections, excluding Gabon
royalties, and the interests of other consortium members. Future production costs do not include overhead charges allowed under joint
operating agreements or headquarters general and administrative overhead expenses. However, all future costs related to future property
abandonment when the wells become uneconomic to produce are included in future development costs for purposes of calculating the
standardized measure of discounted net cash flows.

International
(In thousands)

2017

Future cash inflows
$ 165,341 $
Future production costs
(108,387)
Future development costs (1)
(8,803)
Future income tax expense
(24,798)
Future net cash flows
Discount to present value at
10% annual rate
Standardized measure of
discounted future net cash
$
flows
(1)

United States

2016

2015

106,583 $
(71,260)
(10,887)
(16,346)

140,190 $
(81,973)
(10,900)
(21,598)

2017

2016

—$
—
—
—

—$
—
—
—
—

23,353

8,090

25,719

—

(863)

1,351

491

—

22,490 $

9,441 $

26,210 $

—$

Total
2015

—$

2017

3,086 $ 165,341 $
(1,644) (108,387)
(259)
(8,803)
—
(24,798)

2016

2015

106,583 $ 143,276
(71,260)
(83,617)
(10,887)
(11,159)
(16,346)
(21,598)

1,183

23,353

8,090

26,902

(252)

(863)

1,351

239

931 $

22,490 $

9,441 $

27,141

Includes costs expected to be incurred to abandon the properties.

International income taxes represent amounts payable to the Government of Gabon on profit oil as final payment of corporate income
taxes, and domestic income taxes (including other expenses treated as taxes), and domestic income taxes represent amounts payable for
severance and ad-valorem taxes in Texas.

F-29

376

Changes in Standardized Measure of Discounted Future Net Cash Flows
The following table sets forth the changes in standardized measure of discounted future net cash flows as follows:
Year Ended December 31,
2017

2016

2015

(in thousands)

Balance at beginning of period
Sales of oil and natural gas, net of production costs
Net changes in prices and production costs
Revisions of previous quantity estimates
Purchases
Divestitures of reserves
Changes in estimated future development costs
Development costs incurred during the period
Accretion of discount
Net change of income taxes
Change in production rates (timing) and other
Balance at end of period

$

$

9,441 $
(37,328)
35,257
18,743
—
—
(692)
2,298
2,482
(7,432)
(279)
22,490 $

27,141 $
(22,198)
(25,958)
19,558
3,400
(835)
—
—
4,657
4,052
(376)
9,441 $

149,387
(40,349)
(146,536)
(104,158)
—
—
(15,604)
60,004
27,312
104,303
(7,218)
27,141

There are numerous uncertainties inherent in estimating quantities of proved reserves and in projecting future rates of production and
timing of development expenditures, including many factors beyond our control. Reserve engineering is a subjective process of
estimating underground accumulations of oil and natural gas that cannot be measured in an exact manner, and the accuracy of any
reserve estimate is a function of the quality of available data and of engineering and geological interpretation and judgment. The
quantities of oil and natural gas that are ultimately recovered, production and operating costs, the amount and timing of future
development expenditures and future oil and natural gas sales prices may all differ from those assumed in these estimates. The
standardized measure of discounted future net cash flow should not be construed as the current market value of the estimated oil and
natural gas reserves attributable to our properties. The information set forth in the foregoing tables includes revisions for certain reserve
estimates attributable to proved properties included in the preceding year’s estimates. Such revisions are the result of additional
information from subsequent completions and production history from the properties involved or the result of a decrease (or increase) in
the projected economic life of such properties resulting from changes in product prices. Moreover, crude oil amounts shown for Gabon
are recoverable under a service contract and the reserves in place at the end of the contract period remain the property of the Gabon
government.
In accordance with the current guidelines of the U.S. Securities and Exchange Commission (“SEC”), estimates of future net cash flow
from our properties and the present value thereof are made using an unweighted, arithmetic average of the first-day-of-the-month price
for each of the 12 months of the year adjusted for quality, transportation fees and market differentials. Such prices are held constant
throughout the life of the properties except where such guidelines permit alternate treatment, including the use of fixed and determinable
contractual price escalations. For 2017, the average of such prices reflected a 33% increase during the year and were $53.49 per Bbl for
crude oil from Gabon when compared to the average of such prices for 2016 of $40.35 per Bbl for crude oil from Gabon.
Under the PSC in Gabon, the Gabonese government is the owner of all oil and natural gas mineral rights. The right to produce the oil and
natural gas is stewarded by the Directorate Generale de Hydrocarbures and the PSC was awarded by a decree from the State. Pursuant to
the contract, the Gabon government receives a fixed royalty rate of 13%. Originally, under the PSC, Gabonese government was not
anticipated to take physical delivery of its allocated production. Instead, we were authorized to sell the Gabonese government’s share of
production and remit the proceeds to the Gabonese government. Beginning in February 2018, the Gabonese government elected to take
physical delivery of its allocated production volumes for “profit oil” (see discussion below).
The consortium maintains a Cost Account, which entitles it to receive 70% of the production remaining after deducting the 13% royalty
so long as there are amounts remaining in the Cost Account (“Cost Recovery”). At December 31, 2017, there was $97.6 million in the
cost account net to our interest. As payment of corporate income taxes, the consortium pays the government an allocation of the
remaining “profit oil” production from the contract area ranging from 50% to 60% of the oil remaining after deducting the royalty and
Cost Recovery. The percentage of “profit oil” paid to the government as tax is a function of production rates. However, when the Cost
Account becomes substantially recovered, we only recover ongoing operating expenses and new project capital expenditures, resulting
in a higher tax rate. Also because of the nature of the Cost Account, decreases in oil prices result in a higher number of barrels required
to recover costs, therefore at higher oil prices, our net reserves after taxes would decrease, but at lower prices our Cost Recovery barrels
increase.
The Etame PSC allows for the carve-out of development areas which include all producing fields in the Etame Marin block. The Etame
development area has a term of 20 years and will expire in 2021. The Avouma/South Tchibala field development area has a term of 20
years and will expire in 2025. The Ebouri field development area has a term of 20 years and will expire in 2026. The balance of the
Etame Marin block comprises the exploration area, which expired in July 2014. This compares to the economic end date of reserves
under the current reserve report prepared by our independent reserve engineering firm of November 2020.
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The Mutamba Iroru PSC entitles us to receive 70% of any future production remaining after deducting the royalty so long as there are
amounts remaining in the Cost Account. The Mutamba Iroru PSC provides for all commercial discoveries to be reclassified into a
development area with a term of twenty years. At December 31, 2017, we have no proved reserves related to the Mutamba Iroru block.
The PSC for Block P in Equatorial Guinea entitles us to receive up to 70% of any future production after royalty deduction so long as
there are amounts remaining in the Cost Account. Royalty rates are 10-16% depending on production rates. The consortium pays the
government an allocation of the remaining “profit oil” production from the contract area ranging from 10% to 60% of the oil remaining
after deducting the royalty and Cost Recovery. The percentage of “profit oil” paid to the government as tax is a function of cumulative
production. In addition, Equatorial Guinea imposes a 25% income tax on net profits. The Block P PSC provides for a discovery to be
reclassified into a development area with a term of 25 years. At December 31, 2017, we have no proved reserves related to Block P in
Equatorial Guinea.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
Board of Directors and Stockholders
VAALCO Energy, Inc.
Houston, Texas
We have audited the accompanying consolidated balance sheet of VAALCO Energy, Inc. and subsidiaries (the “Company”) as of
December 31, 2016, and the related consolidated statements of operations, shareholders’ equity (deficit), and cash flows for the year then
ended. In connection with our audit of the consolidated financial statements, we have also audited the financial statement schedule listed
in Item 15(a)(1) as of and for the year ended December 31, 2016. These consolidated financial statements and schedule are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these consolidated financial statements and
schedule based on our audit.
We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
VAALCO Energy, Inc. and subsidiaries at December 31, 2016, and the results of their operations and their cash flows for the year then
ended, in conformity with accounting principles generally accepted in the United States of America.
Also in our opinion, the related financial statement schedule as of and for the year ended December 31, 2016, when considered in
relation to the basic consolidated financial statements, taken as a whole, present fairly in all material respects the information set forth
therein.
As discussed in Note 4 to the consolidated financial statements, the Company has changed its method of accounting for stock
compensation forfeitures on a modified retrospective basis in the consolidated financial statements as of and for the year ended
December 31, 2016 due to the early adoption of Financial Accounting Standards Board, Accounting Standards Update No. 2016-09
Compensation – Stock Compensation.
We also have audited the adjustments to the 2015 and 2014 consolidated financial statements to retrospectively reflect the operations
attributable to the Company’s activities in Angola as discontinued operations as described in Note 5. In our opinion, such adjustments
are appropriate and have been properly applied. We were not engaged to audit, review, or apply any procedures to the 2015 and 2014
consolidated financial statements of VAALCO Energy, Inc. and subsidiaries other than with respect to the adjustments and, accordingly,
we do not express an opinion or any other form of assurance on the 2015 and 2014 consolidated financial statements taken as a whole.
We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
Company’s internal control over financial reporting as of December 31, 2016, based on criteria established in Internal Control –
Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO) and our
report dated March 13, 2017 expressed an adverse opinion thereon.
/s/ BDO USA, LLP
Houston, Texas
March 13, 2017
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of VAALCO Energy, Inc. and subsidiaries:
We have audited, before the effects of the retrospective adjustments for the discontinued operations as discussed in Note 5 to the
consolidated financial statements, the consolidated balance sheet of VAALCO Energy, Inc. and subsidiaries (the "Company") as of
December 31, 2015, and the related consolidated statements of operations, shareholders’ equity (deficit), and cash flows for the years
ended December 31, 2015 and 2014 (the 2015 and 2014 consolidated financial statements before the effects of the retrospective
adjustments discussed in Note 5 to the consolidated financial statements are not presented herein). Our audit also includes the financial
statement schedule listed in the index at item 15. These financial statements and financial statement schedule are the responsibility of the
Company’s management. Our responsibility is to express an opinion on the financial statements and financial statement schedule based
on our audits.
We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.
In our opinion, such 2015 and 2014 consolidated financial statements, before the effects of the retrospective adjustments for the
discontinued operations discussed in Note 5 to the consolidated financial statements, present fairly, in all material respects, the financial
position of VAALCO Energy, Inc. and subsidiaries as of December 31, 2015, and the results of their operations and their cash flows for
the years ended December 31, 2015 and 2014, in conformity with accounting principles generally accepted in the United States of
America. Also, in our opinion, such financial statement schedule, when considered in relation to the basic 2015 and 2014 consolidated
financial statements taken as a whole, presents fairly, in all material respects, the information set forth therein.
The accompanying consolidated financial statements for the year ended December 31, 2015 have been prepared assuming that the
Company will continue as a going concern. As discussed in Note 2 to the financial statements, the Company's recurring losses from
operations and insufficient liquidity due to depressed oil and gas prices, raise substantial doubt about its ability to continue as a going
concern. Management's plans concerning these matters are also discussed in Note 2 to the financial statements. The consolidated
financial statements do not include any adjustments that might result from the outcome of this uncertainty.
We were not engaged to audit, review, or apply any procedures to the retrospective adjustments for the discontinued operations
discussed in Note 5 to the consolidated financial statements and, accordingly, we do not express an opinion or any other form of
assurance about whether such retrospective adjustments are appropriate and have been properly applied. Those retrospective
adjustments were audited by other auditors.
/s/ DELOITTE & TOUCHE LLP
Houston, Texas
March 16, 2016
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VAALCO ENERGY, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

ASSETS
Current assets:
Cash and cash equivalents
Restricted cash
Receivables:
Trade
Accounts with partners, net of allowance of $0.5 million and no allowance at
December 31, 2016 and 2015, respectively
Other
Crude oil inventory
Materials and supplies
Prepayments and other
Current assets - discontinued operations
Total current assets
Property and equipment - successful efforts method:
Wells, platforms and other production facilities
Undeveloped acreage
Equipment and other
Accumulated depreciation, depletion, amortization and impairment
Net property and equipment
Other noncurrent assets:
Restricted cash
Value added tax and other receivables, net of allowance of $4.7 million
and $4.2 million at December 31, 2016 and 2015, respectively
Deferred finance costs
Abandonment funding
Noncurrent assets - discontinued operations
Total assets
LIABILITIES AND SHAREHOLDERS' EQUITY (DEFICIT)
Current liabilities:
Accounts payable
Accrued liabilities and other
Current portion of long term debt
Current liabilities - discontinued operations
Total current liabilities
Asset retirement obligations
Other long term liabilities
Long term debt, excluding current portion
Total liabilities
Commitments and contingencies (Note 9)
Shareholders’ equity (deficit):
Preferred stock, none issued, 500,000 shares authorized, $25 par value
Common stock, 66,109,565 and 66,041,338 shares issued
$0.10 par value, 100,000,000 shares authorized
Additional paid-in capital
Less treasury stock, 7,555,095 and 7,514,169 shares at cost
Accumulated deficit
Total shareholders' equity (deficit)
Total liabilities and shareholders' equity (deficit)
See notes to consolidated financial statements.
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December 31,
December 31,
2015
2016
(in thousands)

$

$

$

20,474
741

$

6,751

5,353

3,297
120
913
84
3,956
2,139
38,475

19,765
42
639
194
2,975
8,369
63,742

389,231
10,000
9,779
409,010
(380,991)
28,019

412,593
10,000
10,805
433,398
(400,041)
33,357

918

15,830

5,110
8,510
81,032

4,221
1,655
5,137
16
123,958

19,096
10,506
7,500
18,452
55,554
18,612
284
6,940
81,390

$

$

-

$

25,357
1,048

6,611
70,268
(37,933)
(39,304)
(358)
81,032 $

44,140
18,447
4,129
66,716
16,166
15,000
97,882
6,604
69,118
(37,882)
(11,764)
26,076
123,958

VAALCO ENERGY, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share amounts)


2016

Revenues:
Oil and natural gas sales
Operating costs and expenses:
Production expense
Exploration expense
Depreciation, depletion and amortization
General and administrative expense
Impairment of proved properties
Other operating expense
General and administrative related
to shareholder matters
Bad debt expense and other
Total operating costs and expenses
Other operating income (loss), net
Operating loss
Other income (expense):
Interest income
Interest expense
Other, net
Total other income (expense)
Loss from continuing operations before income taxes
Income tax expense
Loss from continuing operations
Loss from discontinued operations, net of tax
Net loss

$

$

Basic net loss per share:
Loss from continuing operations
Loss from discontinued operations
Net loss
Basic weighted average shares outstanding
Diluted net loss per share:
Loss from continuing operations
Loss from discontinued operations
Net loss
Diluted weighted average shares outstanding

$
$

$
$

59,784

383

$

80,445

2014

$

127,691

37,586
5
6,926
9,561
88
8,853

40,096
10,409
32,998
12,294
81,322
-

31,718
13,651
20,074
12,112
98,341
-

(332)
1,222
63,909
(266)
(4,391)

2,372
2,968
182,459
(1,092)
(103,106)

2,400
178,296
(50,605)

3
(2,616)
(2,015)
(4,628)
(9,019)
9,248
(18,267)
(8,283)
(26,550) $

12
(1,337)
(1,536)
(2,861)
(105,967)
14,587
(120,554)
(38,102)
(158,656) $

75
(737)
(662)
(51,267)
22,486
(73,753)
(3,797)
(77,550)

(0.31) $
(0.14)
(0.45) $
58,384

(2.07) $
(0.65)
(2.72) $
58,289

(1.29)
(0.07)
(1.36)
57,229

(0.31) $
(0.14)
(0.45) $
58,384

(2.07) $
(0.65)
(2.72) $
58,289

(1.29)
(0.07)
(1.36)
57,229

See notes to consolidated financial statements
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Year Ended December 31,
2015

VAALCO ENERGY, INC AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY (DEFICIT)
(in thousands)

Common
Shares

Balance at January 1, 2014
Shares issued - stock-based
compensation
Stock-based compensation
expense
Treasury stock acquired
Net income
Balance at December 31, 2014
Shares issued - stock-based
compensation
Stock-based compensation
expense
Treasury stock acquired
Net loss
Balance at December 31, 2015
Cumulative effect
adjustment for adoption
of ASU 2016-09
Balance at January 1, 2016 after
cumulative effect adjustments
Shares issued - stock-based
compensation
Stock-based compensation
expense
Net loss
Balance at December 31, 2016

64,013
1,182
65,195
846
66,041

(420)

Treasury
Shares

(7,163) $
(231)
(7,394)
(120)
(7,514)

-

Common
Stock

6,408 $

Additional
Paid-In
Capital

55,455 $

111

5,574

6,519

3,322
64,351

85

957

6,604

3,810
69,118

(42)

Retained
Earnings
(Deficit)

Treasury
Stock

(35,431) $
(1,868)
(37,299)
(583)
(37,882)

(77,550)
146,892
(158,656)
(11,764)

5,685
3,322
(1,868)
(77,550)
180,463
1,042
3,810
(583)
(158,656)
26,076

(990)

-

70,150

(37,882)

(12,754)

26,076

6,562

489

(41)

49

(49)

(51)

(7,555) $

6,611 $

167
70,268 $

(37,933) $

See notes to consolidated financial statements.
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-

250,874

-

(7,514)
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$

1,032

65,621

66,110

Total

224,442

(26,550)
(39,304) $

(51)
167
(26,550)
(358)

VAALCO ENERGY, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands of dollars)
Year Ended December 31,
2015

2016

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss
Adjustments to reconcile net loss to net cash provided by (used in)
Loss from discontinued operations
Depreciation, depletion and amortization
Other amortization
Deferred taxes
Unrealized foreign exchange loss
Dry hole costs and impairment of unproved leasehold
Stock-based compensation
Commodity derivatives loss
Bad debt provision
Other operating (income) loss, net
Impairment of proved properties
Change in operating assets and liabilities:
Trade receivables
Accounts with partners
Other receivables
Crude oil inventory
Materials and supplies
Value added tax and other receivables
Other long term assets
Prepayments and other
Accounts payable
Accrued liabilities and other
Net cash provided by (used in) continuing operating activities
Net cash provided by (used in) discontinued operating activities
Net cash provided by (used in) operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
Decrease in restricted cash
Acquisitions
Property and equipment expenditures
Proceeds from sales of oil and gas properties
Premiums paid
Net cash used in continuing investing activities
Net cash used in discontinued investing activities
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from the issuances of common stock
Debt issuance costs
Borrowings
Purchases of treasury stock
Net cash provided by (used in) continuing financing activities
Net cash (used in) provided by discontinued financing activities
Net cash (used in) provided by financing activities
NET CHANGE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS AT END OF YEAR
Supplemental disclosure of cash flow information:
Interest paid, net of capitalized interest
Income Taxes paid
Supplemental disclosure of non-cash investing and financing activities:
Property and equipment additions incurred but not paid at period end
Asset retirement cost capitalized

$

$

(26,550) $

(158,656) $

(77,550)

8,283
6,926
1,424
(32)
192
1,711
1,222
266
88

38,102
32,998
304
1,349
(5,243)
10,244
3,810
2,699
1,092
81,322

3,797
20,074
328
(59)
13,272
3,321
2,400
98,341

(1,050)
16,284
(18)
(192)
125
(1,937)
(2,827)
392
(15,459)
(4,586)
(15,738)
12,286
(3,452)

14,174
(13,816)
(609)
1,266
92
(2,286)
(1,566)
3,037
30,187
3,034
41,534
(2,659)
38,875

(2,556)
(8,910)
(1,230)
(1,747)
(122)
(3,537)
(3,957)
(8,999)
(874)
31,992
(8,602)
23,390

15,219
(5,692)
(8,705)
830
(2,939)
(1,287)
(1,287)

5,536
(68,067)
398
(62,133)
(20,877)
(83,010)

(9,218)
(89,493)
(98,711)
(2,687)
(101,398)

(93)
(51)
(144)
(144)
(4,883)
25,357
20,474 $

441
441
441
(43,694)
69,051
25,357 $

385

5,685
(2,287)
15,000
(1,868)
16,530
16,530
(61,478)
130,529
69,051

$
$

1,326
9,210

$
$

1,337
15,163

$
$

23,041

$
$

2,282
1,543

$
$

15,132
542

$
$

18,553
2,662

See notes to consolidated financial statements.

F-6

2014

VAALCO ENERGY, INC AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIZATION
VAALCO Energy, Inc. and its consolidated subsidiaries (“VAALCO” or the “Company”) is a Houston-based independent energy
company principally engaged in the acquisition, exploration, development and production of crude oil and natural gas. As operator, we
have production operations and conduct exploration activities in Gabon, West Africa. As non-operator, we participate in exploration and
development activities in Equatorial Guinea, West Africa. In the United States, VAALCO holds undeveloped leasehold acreage in
Montana. As discussed further in Note 5 below, we have discontinued operations associated with our activities in Angola, West Africa.
Our consolidated subsidiaries are VAALCO Gabon (Etame), Inc., VAALCO Production (Gabon), Inc., VAALCO Gabon S.A.,
VAALCO Angola (Kwanza), Inc., VAALCO UK (North Sea), Ltd., VAALCO International, Inc., VAALCO Energy (EG), Inc.,
VAALCO Energy Mauritius (EG) Limited and VAALCO Energy (USA), Inc.
2. LIQUIDITY
Our revenues, cash flow, profitability, oil and natural gas reserve values and future rates of growth are substantially dependent upon
prevailing prices for oil and natural gas. Our ability to borrow funds and to obtain additional capital on satisfactory terms is also
substantially dependent on oil and natural gas prices. Historically, world-wide oil and natural gas prices and markets have been volatile,
and will likely continue to be volatile. In particular, the prices of oil and natural gas declined dramatically in the second half of 2014 and
have remained low through 2016. Revenues have decreased from $127.7 million for the year ended December 31, 2014 to $59.8 million
for the year ended December 31, 2016.
Our financial statements for the years ended December 31, 2016, 2015 and 2014 and as of December 31, 2016 and 2015 have been
prepared on a going concern basis, which contemplates the realization of assets and the settlement of liabilities and commitments in the
normal course of business. The financial statements do not include any adjustments relating to the recoverability and classification of
assets or the amounts and classification of liabilities that might be necessary should we be unable to continue as a going concern. In the
financial statements included in our Annual Report on Form 10-K for December 31, 2015 filed with the Securities and Exchange
Commission on March 16, 2016 (“2015 Form 10-K”), we concluded that at the date of filing our cash position and our ability to access
additional capital may limit our available opportunities, or not provide sufficient cash available for our operations, which raised
substantial doubt about our ability to continue as a going concern at such date.
Subsequent to the filing of the 2015 Form 10-K, events and conditions have improved. Oil and natural gas prices stabilized at prices
which are adequate to generate cash flows from operations beginning in the fourth quarter of 2016 and continuing through March 13,
2017, the date of filing of these financial statements. As discussed in Note 8, in June 2016, we modified our revolving credit facility with
the International Finance Corporation (the “IFC”) converting $20 million of the revolving portion of the credit facility into a $15 million
term loan (the “Term Loan”). Although our available liquidity continues to be limited, we expect to have adequate cash flows to meet
our principal and interest obligations under the Term Loan, and we expect we will be able to meet our financial covenants. We and our
partners have approved a budget which limits the amount of capital expenditures for 2017. As discussed in Note 10 below, we have put
contracts in place at December 31, 2016 which limit our exposure to a decline in oil prices through December 31, 2017. Based on our
forecasts which consider these and other relevant factors, management believes that events and conditions as of March 13, 2017,
considered in the aggregate, do not raise substantial doubt about VAALCO’s ability to continue as a going concern through March 31,
2018.
3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of consolidation – The accompanying consolidated financial statements include the accounts of VAALCO and its wholly
owned subsidiaries. Investments in unincorporated joint ventures and undivided interests in certain operating assets are consolidated on
a pro rata basis. All intercompany transactions within the consolidated group have been eliminated in consolidation.
Reclassifications – Certain reclassifications have been made to prior period amounts to conform to the current period
presentation. These reclassifications did not affect our consolidated financial results.
Use of estimates – The preparation of financial statements in conformity with generally accepted accounting principles in the United
States (“GAAP”) requires estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of
contingent assets and liabilities as of the date of the consolidated financial statements and the reported amounts of revenues and expenses
during the respective reporting periods. Our consolidated financial statements include amounts that are based on management’s best
estimates and judgments. Actual results could differ from those estimates.
Estimates of oil and natural gas reserves used in the consolidated financial statements to estimate depletion expense and impairment
charges require extensive judgments and are generally less precise than other estimates made in connection with financial disclosures.
We consider our estimates to be reasonable; however, due to inherent uncertainties and the limited nature of data, estimates are imprecise
and subject to change over time as additional information become available.
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Correction of error – Accounts with partners and allowance for bad debts – Subsequent to the issuance of our 2015 financial
statements, we identified an error in the presentation on our consolidated balance sheet of the accounts with partners and the associated
allowance for bad debts. These accounts incorrectly included a fully reserved receivable of $7.6 million which should have been charged
off against the reserve in 2012 when efforts to collect from a removed partner were no longer viable and had been abandoned. To
correct this error, we removed the reference to the $7.6 million allowance from the caption. This correction had no impact on our
consolidated balance sheet or the consolidated results of operations.
Cash and cash equivalents – Cash and cash equivalent includes deposits and funds invested in highly liquid instruments with original
maturities of three months or less at the date of purchase.
Restricted cash and abandonment funding – Restricted cash includes cash that is contractually restricted. Restricted cash is classified
as a current or non-current asset based on its designated purpose and time duration. Current amounts in restricted cash at December 31,
2016 and 2015 each include an escrow amount representing bank guarantees for customs clearance in Gabon. Long term amounts at
December 31, 2016 and 2015 include a charter payment escrow for the Floating Production Storage and Offloading tanker (“FPSO”)
offshore Gabon as discussed in Note 9. We also have funds restricted for the purposes of satisfying the asset retirement obligation on the
Etame Marin block in Gabon. These funds are reflected under Abandonment funding on the consolidated balance sheet. Restricted cash
at December 31, 2015 included funds designated for our drilling commitment in Angola Block 5 as discussed in Note 5.
We invest restricted and excess cash in certificates of deposit and commercial paper issued by banks with maturities typically not
exceeding 90 days.
Accounts with partners – Accounts with partners represent the excess of charges billed over cash calls paid by the partners for
exploration, development and production expenditures made by us as operator.
Bad debts – Quarterly, we evaluate our accounts receivable balances to confirm collectability. When collectability is in doubt, we record
an allowance against the accounts receivable and a corresponding income charge for bad debts which appears in the “Bad debt expense
and other” line of the consolidated statements of operations. The majority of our accounts receivable balances are with our joint venture
partners, purchasers of our production and the government of Gabon for reimbursable Value-Added Tax (“VAT”). Collection efforts,
including remedies provided for in the contracts, are pursued to collect overdue amounts owed us. In June 2016, we entered into an
agreement with the government of Gabon to receive payments related to the outstanding VAT receivable balance of XAF 16.3 billion
(XAF 4.9 billion, net to VAALCO), representing the outstanding balance as of December 31, 2015, in thirty-six monthly installments of
$0.2 million net to VAALCO. We received one monthly installment payment in July 2016; however, no further payments have been
received. The Gabonese government has informed us that they are temporarily delaying further payments.
In 2016, 2015 and 2014, we recorded allowances of $0.7 million, $2.7 million and $2.4 million related to VAT which the government of
Gabon has not reimbursed. The receivable amount, net of allowances, is reported as a long-term item in the Value added tax receivable
line at December 31, 2016 in the consolidated balance sheet. Because both the VAT receivable and the related allowance are
denominated in the local currency of Gabon, the revaluation of these balances into U.S. dollars at each period end also has an impact on
profit/loss. Such foreign currency gains/(losses) are reported separately in the Other, net, operating income (expense) line of the
consolidated statements of operations.
The table provides a rollforward of the aggregate allowance:

Allowances for bad debts

2016

Balance at January 1
Charged to costs and expenses
Foreign currency gain (loss)
Balance at December 31

$

$

Year Ended December 31,
2015
(in thousands)

(4,221) $
(1,222)
232
(5,211) $

(2,400) $
(2,699)
878
(4,221) $

2014

(2,400)
(2,400)

Crude oil inventory – Crude oil inventories are carried at the lower of cost or market and represent our share of crude oil produced and
stored on the FPSO, but unsold at the end of the period.
Materials and supplies – Materials and supplies, which are primarily used for production related activities, are valued at the lower of
cost, determined by the weighted-average method, or market.
Property and equipment – We use the successful efforts method of accounting for oil and natural gas producing activities.
Capitalization – Leasehold acquisition costs are initially capitalized. Costs to drill exploratory wells are initially capitalized until a
determination as to whether proved reserves have been discovered. If an exploratory well is deemed to not have found proved reserves,
the associated costs are charged to exploration expense at that time. Exploration costs, other than the cost of drilling exploratory wells,
which can include geological and geophysical expenses applicable to undeveloped leasehold, leasehold expiration costs and delay
rentals are charged to exploration expense as incurred. All development costs, including developmental dry hole costs, are capitalized.
Impairment – We review our oil and natural gas producing properties for impairment on a field-by-field basis quarterly or whenever
events or changes in circumstances indicate that the carrying amount of such properties may not be recoverable. If the sum of the
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expected undiscounted future cash flows from the use of the asset and its eventual disposition is less than the carrying amount of the
asset, an impairment charge is recorded based on the fair value of the asset. We evaluate our undeveloped oil and natural gas leases for
impairment periodically by considering numerous factors that could include nearby drilling results, seismic interpretations, market
values of similar assets, existing contracts, lease expiration terms and future plans for exploration or development. When undeveloped
oil and natural gas leases are deemed to be impaired, exploration expense is charged. Capitalized equipment inventory is reviewed
regularly for obsolescence. We identified equipment inventory in Gabon that we do not expect to use and charged $0.3 million and $1.5
million to Other operating loss, net in the years ended December 31, 2016 and 2015, respectively.
Depreciation, depletion and amortization – Depletion of wells, platforms, and other production facilities are calculated on a field basis
under the unit-of-production method based upon estimates of proved developed reserves. Depletion of developed leasehold acquisition
costs are provided on a field basis under the unit-of-production method based upon estimates of proved reserves. Support equipment and
leasehold improvements related to oil and natural gas producing activities, as well as property, plant and equipment unrelated to oil and
natural gas producing activities, are recorded at cost and depreciated on a straight-line basis over the estimated useful lives of the assets,
which are typically five years for office and miscellaneous equipment and five to seven years for leasehold improvements.
Capitalized interest – Interest costs from external borrowings are capitalized on major projects. Capitalized interest is added to the cost
of the underlying asset and is depleted on the unit-of-production method in the same manner as the underlying assets.
Asset retirement obligations (“ARO”) – We have significant obligations to remove tangible equipment and restore land or seabed at the
end of oil and natural gas production operations. Our removal and restoration obligations are primarily associated with plugging and
abandoning wells, removing and disposing of all or a portion of offshore oil and natural gas platforms, and capping pipelines. Estimating
the future restoration and removal costs is difficult and requires management to make estimates and judgments. Asset removal
technologies and costs are constantly changing, as are regulatory, political, environmental, safety, and public relations considerations.
A liability for ARO is recognized in the period in which the legal obligations are incurred if a reasonable estimate of fair value can be
made. The ARO liability reflects the estimated present value of the amount of dismantlement, removal, site reclamation, and similar
activities associated with our oil and natural gas properties. We use current retirement costs to estimate the expected cash outflows for
retirement obligations. Inherent in the present value calculation are numerous assumptions and judgments including the ultimate
settlement amounts, inflation factors, credit-adjusted discount rates, timing of settlement, and changes in the legal, regulatory,
environmental, and political environments. Initial recording of the ARO liability is offset by the corresponding capitalization of asset
retirement cost recorded to oil and natural gas properties. To the extent these or other assumptions change after initial recognition of the
liability, the fair value estimate is revised and the recognized liability adjusted, with a corresponding adjustment made to the related asset
balance or income statement, as appropriate. Depreciation of capitalized asset retirement costs and accretion of asset retirement
obligations are recorded over time. Depreciation is generally determined on a units-of-production basis for oil and natural gas production
facilities, while accretion escalates over the lives of the assets to reach the expected settlement value. See Note 7 for disclosures
regarding our asset retirement obligations.
Revenue recognition – We recognize oil and natural gas revenues when production is sold to a purchaser at a fixed or determinable
price, when delivery has occurred and title has transferred and collectability of the revenue is reasonably assured. We follow the sales
method of accounting for crude oil and natural gas production imbalances. We recognize revenues on the volumes sold based on the
provisional sales prices. The volumes sold may be more or less than the volumes to which we are entitled based on our ownership
interest in the property, and we would recognize a liability if our existing proved reserves were not adequate to cover an imbalance. As of
December 31, 2016 and 2015, we had no recorded oil and natural gas imbalances.
Major maintenance activities – Costs for major maintenance are expensed in the period incurred and can include the costs of workovers
of existing wells, contractor repair services, materials and supplies, equipment rentals and our labor costs.
Stock based compensation - We measure the cost of employee services received in exchange for an award of equity instruments based
on the fair value of the award on the date of the grant. Grant date fair value for options is estimated using the Black-Scholes option
pricing model. The model employs various assumptions, based on management’s best estimates at the time of grant, which impact the
calculation of fair value and ultimately, the amount of expense that is recognized over the life of the stock option award. For restricted
stock, grant date fair value is determined using the market value of our common stock on the date of grant. The fair value of stock
appreciation rights (“SARs”) is based on a Monte Carlo simulation at grant date and at each subsequent reporting date. The Monte Carlo
simulation to value our SARs uses the following inputs: (i) the quoted market price of our common stock on the valuation date, (ii) the
maximum stock price appreciation that an employee may receive, (iii) the expected term which is based on the contractual term, (iv) the
expected volatility which is based on the historical volatility of the our stock for the length of time corresponding to the expected term of
the SARs, (v) the expected dividend yield is based on our anticipated dividend payments, (vi) the risk-free interest rate which is based on
the U.S. treasury yield curve in effect as of the reporting date for the length of time corresponding to the expected term of the SARs.
Our stock-based compensation expense is recognized based on the awards as they vest, using the straight-line attribution method over
the requisite service period for each separately vesting portion of the award as if the award was, in-substance, multiple awards.
As discussed in Note 4, in the fourth quarter of 2016, we adopted ASU No. 2016-09, Compensation – Stock Compensation (Topic 718):
Improvements to Employee Share-Based Payment Accounting (“ASU 2016-09”). As a result, previously recognized expense related to
forfeitures is reversed in the period in which the forfeiture occurs. Prior to the adoption of this accounting standard, we recognized
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stock-based compensation expense based on management’s best estimate of the awards that are expected to vest, using the straight-line
attribution method for all service-based awards with a graded vesting feature rather than accounting for forfeitures as they occur.
Foreign currency transactions – The U.S. dollar is the functional currency of our foreign operating subsidiaries. Gains and losses on
foreign currency transactions are included in income. Within the consolidated statements of operations line Other income
(expense)—Other, net, we recognized gains on foreign currency transactions of $0.5 million and $1.5 million in 2016 and 2015,
respectively, and losses on foreign currency transactions of $0.7 million in 2014.
Income taxes – We account for income taxes under an asset and liability approach that recognizes deferred income tax assets and
liabilities for the estimated future tax consequences of differences between the financial statements and tax bases of assets and liabilities.
Valuation allowances are provided against deferred tax assets that are not likely to be realized. We classify interest related to income tax
liabilities as Interest expense and penalties as Other, net on the consolidated statements of operations.
Derivative Instruments and Hedging Activities – We use derivative financial instruments to achieve a more predictable cash flow from
oil production by reducing our exposure to price fluctuations. Our derivative instruments at December 31, 2016 consisted of fixed price
oil puts, which give us the option to sell a contracted volume of oil at a contracted price on a contracted date in the future. As of
December 31, 2016, all of our unexpired oil put contracts provide for settlement based upon reported Brent prices.
We record balances resulting from commodity risk management activities in the consolidated balance sheets as either assets or liabilities
measured at fair value. Gains and losses from the change in fair value of derivative instruments and cash settlements on commodity
derivatives are presented within “Other, net” located in Other income (expense) in the consolidated statements of operations. There were
no cash settlements during the year ended December 31, 2016.
Fair Value – Fair value is defined as the price that would be received to sell an asset or the price paid to transfer a liability in an orderly
transaction between market participants at the measurement date. Inputs used in determining fair value are characterized according to a
hierarchy that prioritizes those inputs based on the degree to which they are observable. The three input levels of the fair-value hierarchy
are as follows:
Level 1 – Inputs represent quoted prices in active markets for identical assets or liabilities (for example, exchange-traded
commodity derivatives).
Level 2 – Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly or
indirectly (for example, quoted market prices for similar assets or liabilities in active markets or quoted market prices for identical
assets or liabilities in markets not considered to be active, inputs other than quoted prices that are observable for the asset or
liability, or market-corroborated inputs).
Level 3 – Inputs that are not observable from objective sources, such as internally developed assumptions used in pricing an asset
or liability (for example, an estimate of future cash flows used in our internally developed present value of future cash flows model
that underlies the fair-value measurement).
Fair value of financial instruments – Our current assets and liabilities include financial instruments such as cash and cash equivalents,
restricted cash, accounts receivable, derivative assets and accounts payable. As discussed further in Note 10, derivative assets and
liabilities are measured and reported at fair value each period with changes in fair value recognized in net income. With respect to our
other financial instruments included in current assets and liabilities, the carrying value of each financial instrument approximates fair
value primarily due to the short-term maturity of these instruments. The carrying value of our long-term debt approximates fair value, as
the interest rates are adjusted based on market rates currently in effect.
General and administrative related to shareholder matters – Amounts related to shareholder matters for the years ended December 31,
2016 and 2015 relate to costs incurred related to shareholder litigation that was settled in 2016. For 2016, the amounts also include the
offsetting insurance proceeds related to these matters.
4. NEW ACCOUNTING STANDARDS
Not Yet Adopted
In November 2016, the Financial Accounting Standards Board (“FASB”) issued ASU No. 2016-18, Statement of Cash Flows (Topic
230): Restricted Cash (“ASU 2016-18”), which requires that a statement of cash flows explain the change during the period in the total of
cash, cash equivalents, and amounts generally described as restricted cash or restricted cash equivalents. Therefore, amounts generally
described as restricted cash and restricted cash equivalents should be included with cash and cash equivalents when reconciling the
beginning-of-period and end-of-period total amounts shown on the statement of cash flows. ASU 2016-18 is effective for fiscal years
beginning after December 15, 2017, and interim periods within those fiscal years. We are currently evaluating the provisions of this
guidance and are assessing its potential impact on our cash flows and related disclosures. Due to the nature of this accounting standards
update, this may have an impact on items reported in our statements of cash flows, but no impact is expected on our financial position,
results of operations or related disclosures as a result of implementation.
In August 2016, the FASB issued ASU No. 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain Cash Receipts and
Cash Payments (“ASU 2016-15”) related to how certain cash receipts and payments are presented and classified in the statement of cash
flows. These cash flow issues include debt prepayment or extinguishment costs, settlement of zero-coupon debt, contingent
consideration payments made after a business combination, proceeds from the settlement of insurance claims, distributions received
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from equity method investees, beneficial interests in securitization transactions, and separately identifiable cash flows. ASU 2016-15 is
effective for fiscal years beginning after December 15, 2017, and interim periods within those fiscal years. We are currently evaluating
the provisions of this guidance and are assessing its potential impact on our cash flows and related disclosures. Due to the nature of this
accounting standards update, this may have an impact on items reported in our statements of cash flows, but no impact is expected on our
financial position, results of operations or related disclosures as a result of implementation.
In June 2016, the FASB issued ASU No. 2016-13, Financial Instruments – Credit Losses (Topic 326): Measurement of Credit Losses on
Financial Instruments (“ASU 2016-13”) related to the calculation of credit losses on financial instruments. All financial instruments not
accounted for at fair value will be impacted, including our trade and partner receivables. Allowances are to be measured using a current
expected credit loss model as of the reporting date which is based on historical experience, current conditions and reasonable and
supportable forecasts. This is significantly different from the current model which increases the allowance when losses are probable.
This change is effective for all public companies for fiscal years beginning after December 31, 2019, including interim periods within
those fiscal years and will be applied with a cumulative-effect adjustment to retained earnings as of the beginning of the first reporting
period in which the guidance is effective. We are currently evaluating the provisions of ASU 2016-13 and are assessing its potential
impact on our financial position, results of operations, cash flows and related disclosures.
In February 2016, the FASB issued ASU No. 2016-02, Leases (ASC 842) (“ASU 2016-02”), which amends the accounting standards for
leases. ASU 2016-02 retains a distinction between finance leases and operating leases. The primary change is the recognition of lease
assets and lease liabilities by lessees for those leases classified as operating leases on the balance sheet. The classification criteria for
distinguishing between finance leases and operating leases are substantially similar to the classification criteria for distinguishing
between capital leases and operating leases in the previous guidance. Certain aspects of lease accounting have been simplified and
additional qualitative and quantitative disclosures are required along with specific quantitative disclosures required by lessees and
lessors to meet the objective of enabling users of financial statements to assess the amount, timing, and uncertainty of cash flows arising
from leases. In transition, lessees and lessors are required to recognize and measure leases at the beginning of the earliest period
presented using a modified retrospective approach. The amendments are effective for fiscal years beginning after December 15, 2018,
including interim periods within those fiscal years, with early application permitted. We are required to use a modified retrospective
approach for leases that exist or are entered into after the beginning of the earliest comparative period presented in the financial
statements. Early adoption is allowed. Assuming adoption January 1, 2019, we expect that leases in effect on January 1, 2017 and leases
entered into after such date will be reflected in accordance with the new standard in the audited consolidated financial statements
included in our Annual Report on Form 10-K for 2019, including comparative financial statements presented in such report. We are in
the preliminary stages of our gap assessment, but we expect that leases treated as operating leases will be capitalized. We expect
adoption of this standard to result in the recording of a right of use asset related to our operating leases with a corresponding lease
liability. This is expected to result in a material increase in total assets and liabilities as certain of our operating leases are significant as
disclosed in Note 9. We do not expect there will be a material overall impact on results of operations or cash flows; however, cash flows
from operations will increase and cash from financing activities will decrease as a result of reflecting a significant portion of lease
payments as payments on the lease liabilities rather than rental expense. We are continuing to evaluate the impact of this new standard,
and are in the process of developing our implementation plan.
In July 2015, the FASB issued guidance to simplify the measurement of inventory. This simplification applies to all inventory other than
that measured using last-in, first out (“LIFO”) or the retail inventory method and requires measurement of inventory at the lower of cost
and net realizable value. Net realizable value is the estimated selling price in the ordinary course of business, less reasonably predictable
cost of completion, disposal and transportation. This guidance is to be applied prospectively effective for annual periods ending after
December 15, 2016, and interim periods within annual periods beginning after December 15, 2016. We do not expect the application of
this guidance to have a significant impact on our financial position, results of operations or cash flows.
In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606) (“ASU 2014-09”). The new
standard will replace most existing revenue recognition guidance in U.S. GAAP. The core principle of ASU 2014-09 requires companies
to reevaluate when revenue is recorded on a transaction based upon newly defined criteria, either at a point in time or over time as goods
or services are delivered. The ASU requires additional disclosure about the nature, amount, timing and uncertainty of revenue and cash
flows arising from customer contracts, including significant judgments and estimates, and changes in those estimates. In early 2016, the
FASB issued additional guidance: ASU No. 2016-10, 2016-11 and 2016-12 (and together with ASU 2014-09, “Revenue Recognition
ASU”). These updates provide further guidance and clarification on specific items within the previously issued ASU 2014-09. The
Revenue Recognition ASU becomes effective for the Company as of January 1, 2018, with the option to early adopt the standard for
annual periods beginning on or after December 15, 2016, and allows for both retrospective and modified-retrospective methods of
adoption. The Company does not plan to early adopt the standard. We have preliminarily concluded that we will adopt the Revenue
Recognition ASU via the modified retrospective transition method, taking advantage of the allowed practical expedients. We are
substantially complete with our gap assessment and have determined that we will qualify for point in time recognition for essentially all
of our sales. As such, the Company does not expect adoption of this standard to result in a change in the timing of revenue recognition
compared to current practices, and therefore we do not expect adoption of this standard to have a material impact on our financial
position or results of operations. We do expect that we will have expanded disclosures around the nature of our sales contracts and other
matters related to revenues and the accounting for revenues. We are continuing to evaluate the impact of this new standard, and are in the
process of developing our implementation plan.
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Adopted
In March 2016, the FASB issued ASU No. 2016-09, Compensation – Stock Compensation (Topic 718): Improvements to Employee
Share-Based Payment Accounting (“ASU 2016-09”) that changes several aspects of accounting for share-based payment transactions,
including a requirement to recognize all excess tax benefits and tax deficiencies as income tax expense or benefit in the income
statement, classification of awards as either equity or liabilities, and classification on the statements of cash flows. This standard is
effective for fiscal years, and interim periods within those fiscal years, beginning after December 31, 2016, with early adoption
permitted. Varying transition methods (modified retrospective, retrospective or prospective) are applicable to different provisions of the
standard. We adopted ASU 2016-09 during the fourth quarter of 2016. Upon early adoption of ASU 2016-09, the Company elected to
change its accounting policy to account for forfeitures as they occur. The change was applied on a modified retrospective basis with a
cumulative effect adjustment to retained earnings of $1.0 million as of January 1, 2016.The amendments related to accounting for excess
tax benefits have been adopted prospectively, resulting in no impact on either retained earnings at January 1, 2016 or net loss for 2016 as
the Company is in a net operating loss position with a full valuation allowance. Additionally, excess tax benefits for stock-based
compensation is now included in cash flows from operating activities rather than cash flows from financing activities in the Statements
of Cash Flows and will be applied prospectively in accordance with the ASU.
In April 2015, the FASB issued ASU No. 2015-03, Interest – Imputation of Interest (Subtopic 835-30): Simplifying the Presentation of
Debt Issuance Costs (ASU 2015-03) that requires the presentation of debt issuance costs in financial statements as a direct reduction of
the related debt liabilities, with amortization of debt issuance costs reported as interest expense. Under prior GAAP, debt issuance costs
were reported as deferred charges (i.e., as an asset). We adopted ASU 2015-03 in the first quarter of 2016. As discussed in Note 8 below,
in the second quarter of 2016, our loan agreement was modified into a term loan. At that time, a portion of deferred debt issuance costs
related to the revolving credit facility were charged to expense. The remaining unamortized deferred financing costs plus the incremental
costs of converting the revolver into a term loan was presented as a direct reduction of Long-term debt on our consolidated balance sheet.
In August 2014, the FASB issued an update to accounting standards that requires management to assess an entity’s ability to continue as
a going concern and to provide related footnote disclosures in certain circumstances. More specifically, in connection with preparing
financial statements for each annual and interim reporting period, an entity’s management shall evaluate whether there are conditions
and events, considered in the aggregate, that raise substantial doubt about an entity’s ability to continue as a going concern within one
year after the date that the financial statements are issued. Substantial doubt exists when conditions and events, considered in the
aggregate, indicate that it is probable that the entity will be unable to meet its obligations as they become due within one year after the
date that the financial statements are issued. We adopted this guidance in the fourth quarter of 2016. As a result of the adoption of this
standard, we made an evaluation of the events and conditions as of the date of these financial statements to determine whether in the
aggregate these raised substantial doubt about our ability to continue as a going concern. We concluded that this was not the case. See
Note 2 for further discussion. Except for the additional disclosures, the adoption of this standard did not have any impact on our
consolidated financial statements.
5. ACQUISITIONS AND DISPOSITIONS
Sojitz Acquisition
On November 22, 2016, we closed on the purchase of an additional 2.98% working interest (3.23% Participating interest) in the Etame
Marin block located offshore the Republic of Gabon from Sojitz Etame Limited (“Sojitz”), which represents all interest owned by Sojitz
in the concession. The acquisition has an effective date of August 1, 2016 and was funded with cash on hand.
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The following amounts represent the preliminary estimates of the fair value of identifiable assets acquired and liabilities assumed in the
Sojitz acquisition. The final determination of fair value for certain assets and liabilities will be completed as soon as the information
necessary to complete the analysis is obtained. These amounts will be finalized as soon as possible, but no later than one year from the
date of the acquisition.
November 22, 2016
(in thousands)

Assets acquired:
Wells, platforms and other production facilities
Equipment and other
Value added tax and other receivables
Abandonment funding
Accounts receivable - trade
Other current assets
Liabilities assumed:
Asset retirement obligations
Accrued liabilities and other
Total identifiable net assets and consideration transferred

$

5,754
684
297
546
888
220
(1,731)
(747)
5,911

$

All assets and liabilities associated with Sojitz’s interest in Etame Marin block, including oil and gas properties, asset retirement
obligations and working capital items were recorded at their fair value. In determining the fair value of the oil and gas properties, we
prepared estimates of oil and natural gas reserves. We used estimated future prices to apply to the estimated reserve quantities acquired
and the estimated future operating and development costs to arrive at the estimates of future net revenues. The valuations to derive the
purchase price included the use of both proved and unproved categories of reserves, expectation for timing and amount of future
development and operating costs, projections of future rates of production, expected recovery rates, and risk adjusted discount rates.
Other significant estimates were used by management to calculate fair value of assets acquired and liabilities assumed. We may record
purchase price adjustments as a result of changes in such estimates. These assumptions represent Level 3 inputs, as further discussed in
Note 3.
The actual impact of the Sojitz Acquisition was an increase to “Total revenues” in the consolidated statement of operations of $0.2
million for the year ended December 31, 2016 and a minimal decrease to “Net loss” in the consolidated statement of operations for the
year ended December 31, 2016. The unaudited pro forma results presented below have been prepared to give the effect of the acquisition
discussed above on our results of operations for the years ended December 31, 2016 and 2015 as if it had been consummated on January
1, 2015. The unaudited pro forma results do not purport to represent what our actual results of operations would have been if the
acquisition had been completed on such date or to project our results of operations for any future date or period.
Year Ended December 31,
2016

2015
(in thousands)

Pro forma (unaudited)

Oil and gas sales
Operating loss
Loss from continuing operations
Basic and diluted net loss per share:
Loss from continuing operations
Net loss

$

65,427
(4,295)
(19,232)

$

88,940
(101,494)
(120,546)

$
$

(0.33)
(0.47)

$
$

(2.07)
(2.72)

Sale of Certain U.S. Properties
In December 2016, we completed the sale our interests in two wells in the Hefley field in North Texas for $830,000 resulting in a
minimal loss. On October 17, 2016, we signed a letter of intent to sell our interests in the East Poplar Dome field in Montana for
$250,000, which is held for sale as of December 31, 2016. Based on the fully impaired net book value for these assets as of December 31,
2016, we expect any gain/loss to be insignificant.
Discontinued Operations - Angola
In November 2006, we signed a production sharing contract for Block 5 offshore Angola. The four year primary term, with an optional
three year extension, awarded us exploration rights to 1.4 million acres offshore central Angola, with a commitment to drill two
exploratory wells. In October 2014, we entered into the Subsequent Exploration Phase (“SEP”) which extended the exploration period to
November 30, 2017 and required us and our partner to drill two additional exploration wells. Our working interest is 40% and we carry
the Angolan national oil company, Sonangol P&P, for 10% of the work program. On September 30, 2016, we notified Sonangol P&P,
our joint venture partner, that we were withdrawing from the joint operating agreement effective October 31, 2016. Further to our
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decision to withdraw from Angola, we have taken actions to begin closing our office in Angola and do not intend to conduct future
activities in Angola. As a result of this strategic shift, we classified all the related assets and liabilities as those of discontinued operations
in the consolidated balance sheets. The operating results of the Angola segment have been classified as discontinued operations for all
periods presented in our consolidated statements of operations. We segregated the cash flows attributable to the Angola segment from
the cash flows from continuing operations for all periods presented in our consolidated statements of cash flows. The following tables
summarize selected financial information related to the Angola segment’s operations as of December 31, 2016 and 2015 and for the
years ended December 31, 2016, 2015 and 2014.
Summarized Results of Discontinued Operations
Year Ended December 31,
2016

Operating costs and expenses:
Exploration expense
Depreciation, depletion and amortization
General and administrative expense
Bad debt expense (recovery) and other
Total operating costs and expenses
Other operating loss, net
Operating loss
Other income:
Interest income
Other, net
Total other income
Loss from discontinued operations before income taxes
Income tax expense
Loss from discontinued operations

$

$

2015
(in thousands)

2014

15,137 $
9
1,269
(7,629)
8,786
(172)
(8,958)

36,044 $
12
2,535
38,591
(1,856)
(40,447)

1,707
12
2,082
3,801
(3,801)

3,201
552
3,753
(5,205)
3,078
(8,283) $

2,345
2,345
(38,102)
(38,102) $

4
4
(3,797)
(3,797)

Assets and Liabilities Attributable to Discontinued Operations
December 31,
2016

2015
(in thousands)

ASSETS
Current assets:
Accounts with partners
Prepayments and other
Total current assets
Property and equipment - successful efforts method:
Equipment and other

$

Accumulated depreciation, depletion, amortization and impairment
Net property and equipment
Total assets
LIABILITIES
Current liabilities:
Accounts payable
Foreign taxes payable
Accrued liabilities and other
Total current liabilities

$

$

$

2,138
1
2,139
2,139

77
3,078
15,297
18,452

$

$

$

$

8,091
278
8,369
143
143
(127)
16
8,385

2,708
1,421
4,129

Drilling Obligation
Under the production sharing agreement for Block 5, we and our working interest partner, Sonangol P&P, were obligated to perform
exploration activities in Angola that would result in drilling or commencing four wells by November 30, 2017. With the drilling of the
Kindele #1 in 2015, the obligation was reduced to three wells. Under the contract, VAALCO is required to pay a $5.0 million penalty for
each of the three wells not completed; however, the penalty amounts may be reduced by exploration expenses incurred. Prior to the
September 30, 2016 quarterly reporting period, we classified $15.0 million as long term restricted cash on our balance sheet to guarantee
the commitment for drilling these wells. On September 30, 2016, we reclassified this amount from restricted cash to cash and cash
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equivalents. As a result of our decision to terminate the contract, we are no longer reflecting the $15.0 million as restricted cash. We
believe that a substantial portion of the penalty amount may be reduced due to prior exploration expenditures. Support for our
determination has been presented to Angola government authorities, and we anticipate further discussions on this matter. However, due
to the uncertainties as to the ultimate outcome, we have accrued a $15.0 million liability for the penalty as of December 31, 2016, which
represents what we believe to be the maximum potential amount due under the agreement.
Other Matters – Partner Receivable
The government-assigned working interest partner was delinquent in paying their share of the costs several times in 2009 and was
removed from the production sharing contract in 2010 by a governmental decree. Efforts to collect from the defaulted partner were
abandoned in 2012. The available 40% working interest in Block 5, offshore Angola was assigned to Sonangol P&P effective on January
1, 2014. We invoiced Sonangol P&P for the unpaid delinquent amounts from the defaulted partner plus the amounts incurred during the
period prior to assignment of the working interest totaling $7.6 million plus interest in April 2014. Because this amount was not paid and
Sonangol P&P was slow in paying monthly cash call invoices since their assignment, we placed Sonangol P&P in default in the first
quarter of 2015.
On March 14, 2016, we received a $19.0 million payment from Sonangol P&P for the full amount owed us as of December 31, 2015,
including the $7.6 million of pre-assignment costs and default interest of $3.2 million. The $7.6 million recovery is reflected in the “Bad
debt expense and other” line of our summarized results of discontinued operations. Default interest of $3.2 million is shown in the
“Interest income” line of our summarized results of discontinued operations.
6. OIL AND NATURAL GAS PROPERTIES AND EQUIPMENT
Proved Properties
We review our oil and natural gas producing properties for impairment quarterly or whenever events or changes in circumstances
indicate that the carrying amount of such properties may not be recoverable. When an oil and natural gas property’s undiscounted
estimated future net cash flows are not sufficient to recover its carrying amount, an impairment charge is recorded to reduce the carrying
amount of the asset to its fair value. The fair value of the asset is measured using a discounted cash flow model relying primarily on
Level 3 inputs into the undiscounted future net cash flows. The undiscounted estimated future net cash flows used in our impairment
evaluations at each quarter end are based upon the most recently prepared independent reserve engineers’ report adjusted to use
forecasted prices from the forward strip price curves near each quarter end and adjusted as necessary for drilling and production results.
During 2016, our negative price differential to Brent narrowed and we incurred no significant capital spending. We considered these and
other factors and determined that there were no events or circumstances triggering an impairment evaluation for most of our fields, with
the exception of the Avouma field in the Etame Marine block offshore Gabon. Recently, at the Avouma field, the electrical submersible
pumps (“ESPs”) in the South Tchibala 2-H well and the Avouma 2-H well failed, and these wells were temporarily shutin. After utilizing
a hydraulic workover unit to replace the failed ESP systems, the South Tchibala 2-H and the Avouma 2-H wells resumed production in
December 2016 and January 2017, respectively. The reserves used in our impairment evaluation of the Avouma field prior to the fourth
quarter of 2016 were revised to reflect the impact of this lost production for several months and the impact of the forward price curve.
The undiscounted future net cash flows for the Avouma field were in excess of the field’s carrying value. As a result, no impairment was
required for the Avouma field, or any of our other fields in Gabon, for 2016.
Prior to selling our interests in the two wells in North Texas for $830,000, we performed an impairment test and determined that a $0.1
million impairment was required in the third quarter of 2016.
Declining forecasted oil prices in 2015 caused us to perform impairment reviews of our proved properties in each quarter of 2015 for all
fields in the Etame Marin block offshore Gabon and the Hefley field in North Texas. For the Etame Marin fields, we recorded an
aggregate impairment charge of $78.1 million for 2015, reducing the aggregate carrying value of these fields to an aggregate fair value of
$12.7 million. For the U.S. fields, we recorded an impairment charge of $3.2 million for 2015 reducing the aggregate carrying value of
the field to $1.2 million.
The substantial decline in oil prices that began in the third quarter of 2014, triggered an impairment review at December 2014.
Accordingly, impairment testing was performed using the year end 2014 independently prepared reserve report. The measurement of
these assets at fair value was calculated using a discounted cash flow model based on estimates of future revenues and costs associated
with the fields of the Etame Marin block. Significant Level 3 assumptions associated with the calculation of discounted cash flows used
in the impairment analysis include our estimate of future crude oil and natural gas prices, production costs, and anticipated production of
proved reserves, appropriate risk-adjusted discount rates and other relevant data. For crude oil, estimates were based on NYMEX Brent
Ice Intermediate prices, adjusted for quality, transportation fees, and market differential. An aggregate impairment loss of $98.3 million
was recorded in 2014 to write down Etame, Ebouri, Southeast Etame and North Tchibala fields to their fair value of $41.1 million.
Undeveloped Leasehold Costs
In September 2011, we acquired an interest in the Middle Bakken and deeper formations in the East Poplar unit and the Northwest Poplar
field in Roosevelt County, Montana. Exploratory drilling required by terms of the acquisition was unsuccessful. Due to the sustained low
oil prices and forward oil prices, we charged the full $1.2 million undeveloped leasehold to exploration expense in 2015.
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Capitalized Exploratory Well Costs
The following table provides information about exploratory well costs capitalized pending the determination of proved reserves as of
December 31, 2016, 2015 and 2014.
December 31,

(in thousands, except number of projects)
Exploratory well costs capitalized for less than one year
Exploratory well costs capitalized for greater than one year
Total capitalized exploratory well costs
Number of projects capitalized for greater than a year

2016

$

2015

-

$

$

2014

-

$

$
$

8,900
8,900
1

At December 31, 2014, the drilling costs of the N’Gongui No. 2 discovery that was drilled in the third and fourth quarters of 2012 in the
Mutamba Iroru block onshore Gabon were capitalized pending the determination of proved reserves.
Since this discovery, we have performed quarterly evaluations of the capitalized exploratory well costs for the N’Gongui No. 2
discovery to determine whether sufficient progress had been made towards development, as well as the economic and operational
viability of the project. The evaluation of economic viability takes into account a number of factors, including alternative development
scenarios, estimated reserves, projected drilling and development costs and projected oil price data. As a result of lower projected oil
price data at September 30, 2015, the results from the economic modeling indicated that the costs for this well did not continue to meet
the criteria for suspended well costs. Accordingly, all capitalized costs related to the project, including capitalized exploratory well costs
were charged to exploration expense in the third quarter of 2015.
Capitalized Equipment Inventory
Capitalized equipment inventory in Gabon related to Mutamba was written off in 2015 because further drilling in the prospect is
uneconomic, while equipment inventory related to the Etame Marin block was reduced in value due to obsolescence of some items.

7. ASSET RETIREMENT OBLIGATIONS
The following table summarizes the changes in our asset retirement obligations:






(in thousands)



Balance at January 1
Accretion
Additions
Acquisitions and dispositions
Revisions
Balance at December 31

2016

$

$

16,166
903
1,544
(1)
18,612

2015

$

$

14,846
778
1,085
(543)
16,166

2014

$

$

11,464
720
2,526
136
14,846

Accretion is recorded in the line item “Depreciation, depletion and amortization” on our consolidated statements of operations.
We are required under the Etame PSC to conduct regular abandonment studies to update the estimated costs to abandon the offshore
wells, platforms and facilities on the Etame Marin block. In January 2016, we completed a new abandonment study. The final results of
the abandonment study resulted in an increase in the costs necessary to fund future abandonment obligations. During 2014, we added
asset retirement obligations related to two new platforms and two wells on the Etame Marin block, based upon baseline costs from the
prior study.
8. DEBT
In January 2014, we executed a loan agreement with the International Finance Corporation (“IFC credit facility”) for a $65.0 million
revolving credit facility, which was secured by the assets of our Gabon subsidiary, VAALCO Gabon (Etame), Inc. The borrowing base
under the IFC credit facility was last re-determined effective December, 31, 2015 at $20.1 million, with $15.0 million drawn at
December 31, 2015.
On June 29, 2016, we executed a Supplemental Agreement with the IFC which, among other things, amended and restated our existing
loan agreement to convert the $20 million revolving portion of the credit facility, to the Term Loan with $15 million outstanding. The
amended loan agreement is secured by the assets of our Gabon subsidiary, VAALCO Gabon S.A. and is guaranteed by VAALCO as the
parent company. The amended loan agreement provides for quarterly principal and interest payments on the amounts currently
outstanding through June 30, 2019, with interest accruing at a rate of LIBOR plus 5.75%. The amended loan agreement also provided for
an additional $5 million (the “Additional Term Loan”), which could be requested in a single draw, subject to the IFC’s approval through
March 15, 2017. As of the date of this filing, no borrowings have been made of the Additional Term Loan.
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Compared to the $15.0 million carrying value of debt, the estimated fair value of the term loan is $15.0 million when measured using a
discounted cash flow model over the life of the current borrowings at forecasted interest rates. The inputs to this model are Level 3 in the
fair value hierarchy.
Covenants
Under the amended loan agreement, quarter-end net debt to EBITDAX (as defined in the loan agreement) must be no more than 3.0 to
1.0. However, the quarter-end net debt to EBITDAX limitation was raised to 5.0 to 1.0 for all periods through the end of 2016.
Additionally, our debt service coverage ratio must be greater than 1.2 to 1.0 at each quarter end. Certain of VAALCO’s subsidiaries are
contractually prohibited from making payments, loans or transferring assets to the Parent Company or other affiliated entities.
Specifically, under the terms of our IFC Term Loan, VAALCO Gabon S.A. could be restricted from transferring assets or making
dividends, if the positive and negative covenants are not in compliance with the Term Loan. Forecasting our compliance with these and
other financial covenants in future periods is inherently uncertain; therefore, we can make no assurance that we will be able to comply
with our term loan covenants in future periods. Factors that could impact our quarter-end financial covenants in future periods include
future realized prices for sales of oil and natural gas, estimated future production, returns generated by our capital program, and future
interest costs, among others. We were in compliance with all financial covenants as of December 31, 2016 and 2015.
Interest
Until June 29, 2016, under the terms of the original revolving credit facility, we paid commitment fees on the undrawn portion of the
total commitment. Commitment fees were equal to 1.5% of the unused balance of the senior tranche of $50.0 million and 2.3% of the
unused balance of the subordinated tranche of $15.0 million when a commitment was available for utilization. With the execution of the
Supplemental Agreement with the IFC on June 29, 2016, from June 29, 2016 through March 15, 2017, commitment fees are 2.3% of the
undrawn Additional Term Loan of $5 million.
We capitalize interest and commitment fees related to expenditures made in connection with exploration and development projects that
are not subject to current depletion. Interest and commitment fees are capitalized only for the period that activities are in progress to
bring these projects to their intended use.
The table below shows the components of the Interest expense line of our consolidated statements of operations and the average effective
interest rate, excluding commitment fees, on our borrowings:
Year Ended December 31,
2016

Interest incurred, including commitment fees
Deferred finance cost amortization
Deferred finance cost write-off due to loan modification
Capitalized interest
Other interest not related to debt
Interest expense

$

$

Average effective interest rate, excluding commitment fees

2015

1,353
319
869
75
2,616
5.52%

(in thousands)
$
1,496 $
304
(771)
308
$
1,337 $
4.09%

2014

1,161
(1,161)
4.32%

9. COMMITMENTS AND CONTINGENCIES
Litigation
Butcher settlement
On October 3, 2016, the Court approved a Stipulation and Order of Dismissal entered into by the parties in a stockholder class action
lawsuit against the Company and all of its directors alleging that a previously terminated shareholder rights agreement, no longer in
effect, and certain provisions of the former Chief Executive Officer’s and former Chief Financial Officer’s employment agreements
securing change-in-control severance benefits were invalid under Delaware law, case number C.A. No. 12277-VCL, filed on April 29,
2016, in the Court. After the Company and its directors moved to dismiss the lawsuit, the Plaintiff Daniel Butcher agreed to dismiss the
lawsuit as moot, and the Company agreed to settle Plaintiff’s application for an award of attorneys’ fees, all of which were covered by
our directors and officers insurance as a covered claim.
McDonough litigation
On December 7, 2016, a lawsuit was filed against the Company alleging that a former worker on the Company’s oil and gas platforms off
the coast of Gabon was terminated because of his age in violation of the Age Discrimination in Employment Act and the Texas
Commission on Human Rights Act. The Plaintiff seeks damages for lost wages and benefits as well as attorneys’ fees. The case is
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pending in the U.S. District Court for the Southern District of Texas and is styled as McDonough v. VAALCO Energy, Inc., No.
4:17-cv-00361. In a February 2017 demand letter, the plaintiff made a demand for $361,000 to settle this claim. We intend to defend the
claim vigorously, and we do not expect that this claim will have a material effect on our financial condition, results of operations or
liquidity.
FPSO charter
In connection with the charter of the FPSO, we, as operator of the Etame Marin block, guaranteed the full charter payments through
contract term, which goes until September 2020. At our election, the charter may be extended for two one-year periods beyond
September 2020. We obtained guarantees from each of our partners for their shares of the charter payment. Our net share of the charter
payment is 31.1%. Although, we believe the need for performance under the charter guarantee is remote, we have recorded a liability of
$0.7 million and $1.0 million at December 31, 2016 and 2015, respectively, representing the guarantee’s fair value.
Estimated future minimum obligations through the end of the FPSO charter are as follows:
Full
Charter
Payment

(in thousands)
Year

2017
2018
2019
2020
Total

$

$

31,294
31,294
31,294
22,634
116,516

VAALCO
Net

$

$

9,719
9,719
9,719
7,029
36,186

The charter payment includes a $0.93 per barrel charter fee for production up to 20,000 barrels of oil per day and a $2.50 per barrel
charter fee for those barrels produced in excess of 20,000 barrels of oil per day. VAALCO’s net share of payments was $11.2 million,
$10.9 million and $11.8 million for the years ended December 31, 2016, 2015 and 2014, respectively.
Other lease obligations
In addition to the FPSO, we have operating lease obligations, as follows:
Gross
Obligation

(in thousands)
Year

2017
2018
2019
2020
2021
Thereafter
Total

$

$

8,918
2,419
407
340
12,084

VAALCO
Net

$

$

3,112
1,035
407
340
4,894

We incurred rent expense of $4.5 million, $4.3 million and $3.9 million under operating leases for 2016, 2015 and 2014.
Rig commitment
Not included in the lease obligations for 2017 above are the remaining costs for the Constellation II drilling rig that was under a
long-term contract for the multi-well development drilling campaign offshore Gabon. The campaign included the drilling of several
development wells and workovers of existing wells in the Etame Marin block. As of December 31, 2015, the remaining rig commitment
was $32.2 million ($9.8 million net to VAALCO). We began demobilization in January 2016 and released the drilling rig in February
2016, prior to the original July 2016 contract termination date, because we no longer intended to drill any wells in 2016 on our Etame
Marin block offshore Gabon. In June 2016, we reached an agreement with the drilling contractor to pay $5.1 million net to VAALCO’s
interest for unused rig days under the contract. We are paying this amount, plus the demobilization charges, in seven equal monthly
installments which began in July 2016. As of December 31, 2016, the remaining amount to pay was $1.0 million net to VAALCO’s
interest. The full expense is reported in the “Other operating expense” line of our consolidated statements of operations in the year ended
December 31, 2016.
Gabon domestic market obligation and other investment obligations
Under the terms of the Etame PSC, effective in April 2016, the consortium is required to provide to the local government refinery a
volume of crude at a 15% discount to market price (the “Gabon DMO”). Prior to April 2016, the discount was 25%. The volume required
to be furnished is the amount of the Etame Marin block production divided by total Gabon production times the volume of oil refined by
the refinery per year. In 2016, we paid $1.7 million for our share of the 2015 obligation. In 2015, we paid $2.3 million for our share of the
2014 obligation. In 2014, we paid $3.3 million for our share of the 2013 obligation. We accrue an amount for the Gabon DMO based on
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management’s best estimate of the volume of crude required, because the refinery does not publish throughput figures. The amount
accrued at December 31, 2016, for our share of the 2016 obligation was $1.1 million. The amount accrued at December 31, 2015, for our
share of the 2015 obligation was $1.8 million. These costs are cost recoverable under the terms of the Etame PSC. Also, beginning in
April 2016, the consortium is required to pay an additional 1% of revenues for provisions for diversified investments (“PID”) and for
investments in hydrocarbons (“PIH”). The amount accrued at December 31, 2016, for our share of the 2016 obligation was $0.4 million.
75% of PID and PIH costs are cost recoverable under the terms of the Etame PSC.
Abandonment funding
As part of securing the first of two five-year extensions to the Etame field production license to which we are entitled from the
government of Gabon, we agreed to a cash funding arrangement for the eventual abandonment of all offshore wells, platforms and
facilities on the Etame Marin block. The agreement was finalized in the first quarter of 2014 (effective 2011) providing for annual
funding over a period of ten years at 12.14% of the total abandonment estimate for the first seven years and 5.0% per year for the last
three years of the production license. The amounts paid will be reimbursed through the cost account and are non-refundable. The
abandonment estimate used for this purpose is approximately $61.1 million ($19.0 million net to VAALCO) on an undiscounted basis.
Through December 31, 2016, $27.4 million ($8.5 million net to VAALCO) on an undiscounted basis has been funded. This cash funding
is reflected under “Other noncurrent assets” as “Abandonment funding” on our consolidated balance sheet. Future changes to the
anticipated abandonment cost estimate could change our asset retirement obligation and the amount of future abandonment funding
payments.
Audits
We are subject to periodic routine audits by various government agencies in Gabon, including audits of our petroleum cost account,
customs, taxes and other operational matters, as well as audits by other members of the contractor group under our joint operating
agreements.
As of December 31, 2016, we had accrued $1.0 million net to VAALCO in “Accrued liabilities and other” on our consolidated balance
sheet for certain payroll taxes in Gabon which were not paid pertaining to labor provided to us over a number of years by a third-party
contractor. While the payroll taxes were for individuals who were not our employees, we could be deemed liable for these expenses as
the end user of the services provided. These liabilities were substantially resolved at the accrued amount by January 2017.
In 2016, the government of Gabon conducted an audit of our operations in Gabon, covering the years 2013 through 2014. We received
the findings from this audit and responded to the audit findings in January 2017. We do not anticipate that the ultimate outcome of this
audit will have a material effect on our financial condition, results of operations or liquidity.

Employment agreements
Our Chief Executive Officer and certain other officers have employment agreements which provide for payments of annual salary,
incentive compensation and certain other benefits if their employment is terminated without cause. We have also entered into change of
control agreements with certain officers providing for additional payments in the event that their employment is terminated without
cause just for a specified period after a change of control of the Company.
10. DERIVATIVES AND FAIR VALUE
Throughout the year ended December 31, 2016, we executed crude oil put contracts as market conditions allowed in order to
economically hedge anticipated 2016 and 2017 cash flows from crude oil producing activities. Premiums totaling $2.9 million were paid
during 2016 as a result of these option agreements. While these crude oil puts are intended to be an economic hedge to mitigate the
impact of a decline in oil prices, we have not elected hedge accounting. The contracts are being measured at fair value each period, with
changes in fair value recognized in net income. These changes in fair value have no cash flow impact. The impact to cash flow occurs
upon settlement of the underlying contract. We do not enter into derivative instruments for speculative or trading proposes.
As of December 31, 2016, we had unexpired oil puts covering 792,000 barrels of anticipated sales volumes for the period from January
2017 through December 31, 2017 at a weighted average price of $48.46. Our put contracts are subject to agreements similar to a master
netting agreement under which we have the legal right to offset assets and liabilities. At December 31, 2016, the fair value of all of the
put contracts were assets. We had neither derivative instruments outstanding as of December 31, 2015 nor derivative instrument activity
during 2015 or 2014.
The following table sets forth, by level within the fair value hierarchy and location on our consolidated balance sheets, the reported
values of derivative instruments accounted for at fair value on a recurring basis:
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Balance at December 31, 2016
Carrying
Derivative Item

Balance Sheet Line

Fair Value Measurements Using

Value

Level 1

Level 2

Level 3

(in thousands)

Crude oil puts

Prepayments and other

$

1,227 $

- $

1,227 $

-

The crude oil put contracts are measured at fair value using the Black’s option pricing model. Level 2 observable inputs used in the
valuation model include market information as of the reporting date, such as prevailing Brent crude futures prices, Brent crude futures
commodity price volatility and interest rates. The determination of the put contract fair value includes the impact of the counterparty’s
non-performance risk.
To mitigate counterparty risk, we enter into such derivative contracts with creditworthy financial institutions deemed by management as
competent and competitive market makers.
The following table sets forth the gain (loss) on derivative instruments on our consolidated statements of operations:
Gain (Loss)
Year Ended December 31,
Derivative Item

Statement of Operations Line

2016

2015

2014

(in thousands)

Crude oil puts

Other, net

$

(1,711) $

- $

-

Subsequent to December 31, 2016 through March 13, 2017, we have not entered into additional derivative contracts.
11. SHAREHOLDERS’ EQUITY (DEFICIT)
Preferred stock – Authorized preferred stock consists of 500,000 shares with a par value of $25 per share. No shares of preferred stock
were issued and outstanding as of December 31, 2016 or 2015.
Treasury stock – In the years ended December 31, 2016, 2015 and 2014, we withheld 40,926, 120,455 and 231,142 shares, respectively,
in cashless stock option exercises and to satisfy tax withholding obligations related to stock option exercises.
12. STOCK-BASED COMPENSATION AND OTHER BENEFIT PLANS
Our stock-based compensation has been granted under several stock incentive and long-term incentive plans. The plans authorize the
Compensation Committee of our Board of Directors to issue various types of incentive compensation. Currently, we have issued stock
options, restricted shares and SARs from the 2014 Long-Term Incentive Plan (“2014 Plan”). At December 31, 2016, 2,810,605 shares
were authorized for future grants under this plan.
For each stock option granted, the number of authorized shares under the 2014 Plan will be reduced on a one-for-one basis. For each
restricted share granted, the number of shares authorized under the 2014 Plan will be reduced by twice the number of restricted shares.
We have no set policy for sourcing shares for option grants. Historically the shares issued under option grants have been new shares.
We record non-cash compensation expense related to stock-based compensation as general and administrative expense. For the years
ended December 31, 2016, 2015 and 2014, non-cash compensation expense was $0.2 million, $3.8 million and $3.3 million, related to
the issuance of stock options and restricted stock. Because we do not pay significant United States federal income taxes, no amounts
were recorded for tax benefits.
Stock options
Stock options have an exercise price that may not be less than the fair market value of the underlying shares on the date of grant. In
general, stock options granted to participants will become exercisable over a period determined by the Compensation Committee of our
Board of Directors, which in the past has been a five year life, with the options vesting over a service period of up to five years. In
addition, stock options will become exercisable upon a change in control, unless provided otherwise by the Compensation Committee.
There were no cash proceeds from the exercise of stock options in 2016 and 2015. For 2014 there were cash proceeds from the exercise
of stock options of $5.7 million. A portion of the stock options granted in the years ended December 31, 2016, 2015 and 2014 were
vested immediately with the remainder vesting over a two-year or three-year period.
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We use the Black-Scholes model to calculate the grant date fair value of stock option awards. This fair value is then amortized to expense
over the vesting period of the option. During 2016, 2015 and 2014, the weighted average assumptions shown below were used to
calculate the weighted average grant date fair value of option grants. Because we have not paid cash dividends and do not anticipate
paying cash dividends on the common stock in the foreseeable future, no expected dividend yield was input to the Black-Scholes model.












2016

Weighted average exercise price - ($/share)
Expected life in years
Average expected volatility
Risk-free interest rate
Weighted average grant date fair value - ($/share)

$

$









2015

1.14 $
3.0 years
71%
1.10%
0.49 $

2014

4.41 $
2.5 years
61%
0.88%
1.65 $

7.05
2.5 years
58%
0.52%
2.43

Stock option activity for the year ended December 31, 2016 is provided below:
Number of
Shares
Underlying
Options
(in thousands)

Outstanding at January 1, 2016
Granted
Forfeited/expired
Outstanding at December 31, 2016

4,144 $
1,894
(3,394)
2,644

Exercisable at December 31, 2016

1,622

Weighted
Average
Exercise Price
Per Share

Weighted
Average
Remaining
Contractual
Term
(in years)

Aggregate
Intrinsic
Value
(in thousands)

6.41
1.14
5.52
3.92

2.98

$

-

5.35

2.18

$

-

The intrinsic value of a stock option is the amount by which the current market value of the underlying stock exceeds the exercise price
of the option. There were no exercises of stock options in 2016 and the intrinsic value of stock options exercised in 2015 and 2014 was
$0.3 million and $4.1 million.
As of December 31, 2016, unrecognized compensation cost related to stock options was $0.3 million which is expected to be recognized
over a weighted average period of 1.1 years.
Restricted shares
Restricted stock granted to employees will vest over a period determined by the Compensation Committee which is generally a
threeͲyear period, vesting in three equal parts on the first three anniversaries of the date of the grant. Share grants to directors vest
immediately and are not restricted. The following is a summary of activity in unvested restricted stock in 2016.

Restricted
Stock

Non-vested shares outstanding at January 1, 2016
Awards granted
Awards vested
Awards forfeited
Non-vested shares outstanding at December 31, 2016

Weighted
Average
Grant Price

419,888 $
542,330
(488,115)
(222,250)
251,853

3.83
1.11
2.05
3.95
1.31

In the year ended December 31, 2016, 40,926 shares were added to treasury due to tax withholding on vesting restricted shares.
The total vest-date fair value of restricted stock awards which vested during 2016, 2015 and 2014 was $0.6 million, $0.7 million and $0.4
million, respectively. The weighted average grant date fair value per share of restricted stock awards was $1.11, $3.34 and $6.98 for the
years ended December 31, 2016, 2015 and 2014, respectively.
As of December 31, 2016, unrecognized compensation cost related to restricted stock totaled $0.3 million and is expected to be
recognized over a weighted average period of 1.8 years.
Stock appreciation rights (“SARs”)
SARs are granted under the VAALCO Energy, Inc. 2016 Stock Appreciation Rights Plan. A SAR is the right to receive a cash amount
equal to the spread with respect to a share of common stock upon the exercise of the SAR. The spread is the difference between the SAR
price per share specified in a SAR award on the date of grant (which may not be less than the fair market value of our common stock on
the date of grant) and the fair market value per share on the date of exercise of the SAR. SARs granted to participants will become
exercisable over a period determined by the Compensation Committee of our Board of Directors. In addition, SARs will become
exercisable upon a change in control, unless provided otherwise by the Compensation Committee of our Board of Directors.
F-21

400

The 815,355 SARs granted in the three months ended March 31, 2016 vest over a three-year period with a life of 5 years and have a
maximum spread of 300% of the $1.04 SAR price per share specified in a SAR award on the date of grant. Compensation payable related
to these awards through December 31, 2016 is not significant.
SAR activity for the year ended December 31, 2016 is provided below:
Number of
Shares
Underlying
Options
(in thousands)

Outstanding at January 1, 2016
Granted
Forfeited/expired
Outstanding at December 31, 2016
Exercisable at December 31, 2016

Weighted
Average
Remaining
Contractual
Term
(in years)

Weighted
Average
Exercise Price
Per Share

- $
815,355
(635,775)
179,580
-

1.04
1.04
1.04
-

4.21
-

Aggregate
Intrinsic
Value
(in thousands)

$
$

-

Other benefit plans
We sponsor a 401(k) plan, with a company match feature, for our employees. Costs incurred in the years ended December 31, 2016,
2015 and 2014 for administering the plan, including the company match feature, were approximately $316,000, $444,000 and $464,000,
respectively.
13. INCOME TAXES
VAALCO and its domestic subsidiaries file a consolidated United States income tax return. Certain subsidiaries’ operations are also
subject to foreign income taxes.
Provision for income taxes related to income (loss) from continuing operations consists of the following:
Year Ended December 31,
(in thousands)

2016

U.S. Federal:
Current
Deferred
Foreign:
Current
Deferred
Total

$

$

2015

9,248
9,248

$

$

2014

1,349
13,238
14,587

$

$

22,486
22,486

The primary differences between the financial statement and tax bases of assets and liabilities resulted in deferred tax assets associated
with continuing operations at December 31, 2016 and 2015 are as follows:
(in thousands)

2016

Deferred tax assets:
Basis difference in fixed assets
Foreign tax credit carryforward
Alternative minimum tax credit carryover
U.S. federal net operating losses
Foreign net operating losses
Asset retirement obligations
Basis difference in receivables
Other
Total deferred tax assets
Valuation allowance
Net deferred tax assets

$

$
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89,016 $
50,339
1,349
30,230
25,543
6,514
1,824
6,952
211,767
(211,767)
- $

2015

98,890
58,290
1,349
13,878
29,182
5,658
4,148
(648)
210,747
(210,747)
-

Foreign tax credits will start to expire between the years 2017 and 2024. The alternative minimum tax credits do not expire, and foreign
net operating losses (“NOLs”) are not subject to expiry dates. The NOL for our United Kingdom subsidiary can be carried forward
indefinitely, while the NOLs for our Gabon subsidiaries are included in the respective subsidiaries’ cost oil accounts, which will be
offset against future taxable revenues. The U.S federal NOL can be carried forward until 2036. Management assesses the available
positive and negative evidence to estimate if existing deferred tax assets will be utilized. We do not anticipate utilization of the foreign
tax credits prior to expiration nor do we expect to generate sufficient taxable income to utilize other deferred tax assets. On the basis of
this evaluation, valuation allowances of $211.8 million, $210.7 million and $147.7 million have been recorded as of December 31, 2016,
2015 and 2014. Valuation allowances reduce the deferred tax asset to the amount that is more likely than not to be realized.
As a result of activity in the U.S. in 2015, a full valuation allowance was recorded related to AMT credits and our expectation is that
these credits will not be utilized in the foreseeable future.
The Company recognizes the financial statement benefit of a tax position only after determining that they are more likely than not to
sustain the position following an audit. The Company believes that its income tax positions and deductions will be sustained on audit
and therefore no reserves for uncertain tax positions have been established. Accordingly, no interest or penalties have been accrued as
of December 31, 2016 and 2015. The Company’s policy is to include interest and penalty related to unrecognized tax benefits as a
component of income tax expense.
Income (loss) from continuing operations before income taxes is attributable as follows:
Year Ended December 31,
(in thousands)

2016

United States
Foreign

$
$

2015

(9,893) $
874
(9,019) $

(15,177) $
(90,790)
(105,967) $

2014

(6,349)
(44,918)
(51,267)

The reconciliation of income tax expense attributable to income (loss) from continuing operations to income tax on income (loss) from
continuing operations at the U.S. statutory rate is as follows:
Year Ended December 31,
(in thousands)

2016

Tax provision computed at U.S. statutory rate
Foreign taxes not offset in U.S. by foreign tax credits
Effect of change in foreign statutory rates
Permanent differences
Foreign tax credit adjustments
Increase/(decrease) in valuation allowance
Other
Total income tax expense

$

$

(3,156) $
6,319
2,394
4,505
(802)
(12)
9,248 $

2015

(37,089) $
(394)
3,014
1,803
47,253
14,587 $

2014

(17,944)
6,331
12
135
8,417
25,535
22,486

At December 31, 2016, 2015 and 2014, we were subject to foreign and U.S. federal taxes only, with no allocations made to state and
local taxes. The following table summarizes the tax years that remain subject to examination by major tax jurisdictions:
Jurisdiction

Years

United States
Gabon

2009-2016
2007-2016

F-23

402

14. EARNINGS PER SHARE
Basic earnings per share is calculated using the average number of shares of common stock outstanding during each period. For the
calculation of diluted shares, we assume that restricted stock is outstanding on the date of vesting, and we assume the issuance of shares
from the exercise of stock options using the treasury stock method.
A reconciliation from basic to diluted shares follows:

2016

Basic weighted average shares outstanding
Effect of dilutive securities
Diluted weighted average shares outstanding
Stock options and unvested restricted stock grants excluded from dilutive
calculation because they would be anti-dilutive

Year Ended December 31,
2015
(in thousands)

2014

58,384
58,384

58,289
58,289

57,229
57,229

4,363

5,586

2,329

Because we recognized net losses for the years ended December 31, 2016, 2015 and 2014, there were no dilutive securities for these
years.
15. SEGMENT INFORMATION
Our operations are based in Gabon, Equatorial Guinea and the U.S. Each of our three reportable operating segments is organized and
managed based upon geographic location. Our Chief Executive Officer, who is the chief operating decision maker, and management
review and evaluate the operation of each geographic segment separately primarily based on Operating income (loss). The operations of
all segments include exploration for and production of hydrocarbons where commercial reserves have been found and developed.
Revenues are based on the location of hydrocarbon production. Corporate and other is primarily corporate and operations support costs
which are not allocated to the reportable operating segments.
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Segment activity of continuing operations for the years ended December 31, 2016, 2015 and 2014 and long-lived assets and segment
assets at December 31, 2016 and 2015 are as follows:

(in thousands)

Revenues-oil and natural gas sales
Depreciation, depletion and amortization
Impairment of proved properties
Bad debt expense and other
Operating income (loss)
Interest income (expense), net
Income tax expense
Additions to property and equipment

Year Ended December 31, 2016
Equatorial
Corporate
Guinea
U.S.
and Other

Gabon

$

59,460 $
6,531
1,222
3,901
(2,614)
9,248
(4,242)

- $
(384)
-

324 $
151
88
(72)
-

- $
244
(7,836)
1
181

Total

59,784
6,926
88
1,222
(4,391)
(2,613)
9,248
(4,061)

Year Ended December 31, 2015
(in thousands)

Revenues-oil and natural gas sales
Depreciation, depletion and amortization
Impairment of proved properties
Bad debt expense and other
Operating income (loss)
Interest income (expense), net
Income tax expense
Additions to property and equipment

Equatorial
Guinea

Gabon

$

79,947 $
32,125
78,080
2,968
(87,243)
(1,144)
13,238
66,269

- $
(1,342)
-

U.S.

Corporate
and Other

498 $
633
3,242
(4,366)
-

- $
240
(10,155)
(181)
1,349
150

Total

80,445
32,998
81,322
2,968
(103,106)
(1,325)
14,587
66,419

Year Ended December 31, 2014
(in thousands)

Revenues-oil and natural gas sales
Depreciation, depletion and amortization
Impairment of proved properties
Bad debt expense and other
Operating income (loss)
Interest income (expense), net
Income tax expense
Additions to property and equipment

Equatorial
Guinea

Gabon

$

(in thousands)

126,322 $
19,079
98,341
2,400
(42,105)
42
22,486
83,170

- $
(1,525)
-

Equatorial
Guinea

Gabon

U.S.

1,369 $
901
(119)
8

U.S.

Corporate
and Other

- $
94
(6,856)
33
816

Corporate
and Other

Total

127,691
20,074
98,341
2,400
(50,605)
75
22,486
83,994

Total

Long lived assets from continuing operations:
as of December 31, 2016
as of December 31, 2015

$

17,291 $
21,329

10,000 $
10,000

- $
1,234

728 $
794

28,019
33,357

Total assets from continuing operations:
as of December 31, 2016
as of December 31, 2015

$

64,478 $
98,858

10,122 $
10,200

382 $
1,470

3,911 $
5,045

78,893
115,573

Information about our most significant customers
Prior to the second quarter in 2014, we sold oil from Gabon under contracts with Mercuria Trading NV (“Mercuria”) beginning with the
calendar year 2011. Beginning in the second quarter of 2014 and through April 2015, we switched to an agency model by contracting
with a third party, The Vitol Group, to sell our crude oil on the spot market for a fixed per barrel fee. Beginning in May 2015, we sold our
crude oil production from Gabon under a term contract with pricing based upon an average of Dated Brent in the month of lifting,
adjusted for location and market factors. The contracted purchasers were TOTSA Total Oil Trading SA (“Total”) for May through July
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of 2015 and Glencore Energy UK Ltd. (“Glencore”) for August of 2015 through December of 2016. The contract with Glencore U.K.
ends in January 2018. Sales of oil to Glencore were 99.9% of total revenues for 2016, with less than 1% related to U.S. production.
SELECTED QUARTERLY FINANCIAL INFORMATION (UNAUDITED)
Our unaudited quarterly results for years ended December 31, 2016 and 2015 were prepared in accordance with accounting principles
generally accepted in the United States of America, and reflect all adjustments that are, in the opinion of management, necessary for a
fair statement of the results. These adjustments are of a normal recurring nature. Quarterly income per share is based on the weighted
average number of shares outstanding during the quarter. Because of changes in the number of shares outstanding during the quarters
due to the exercise of stock options and issuance of common stock, the sum of quarterly earnings per share may not equal earnings per
share for the year.
Three Months Ended
March 31,

June 30,

September 30,

December 31,

(in thousands of dollars except per share information)

2016:
Total revenues
Total operating costs and expenses
Operating income (loss)
Income (loss) from continuing operations
Income (loss) from discontinued operations
Net income (loss)
Basic net income (loss) per share
Diluted net income (loss) per share
2015:
Total revenues
Total operating costs and expenses
Operating income (loss)
Income (loss) from continuing operations
Income (loss) from discontinued operations
Net income (loss)
Basic net income (loss) per share
Diluted net income (loss) per share
(1)

(2)

$

$
$

$

$
$

10,976 $
24,509 (1)
(13,515)(1)
(15,430)(1)
7,806 (1)
(7,624)(1)
(0.13)(1) $
(0.13)(1) $

18,847 $
14,232 (1)
4,615 (1)
(498)(1)
(20)(1)
(518)(1)
(0.01)(1) $
(0.01)(1) $

14,635 $
10,919 (1)
3,690 (1)
1,016 (1)
(15,783)(1)
(14,767)(1)
(0.25)(1) $
(0.25)(1) $

15,326
14,249
819
(3,355)
(286)
(3,641)
(0.06)
(0.06)

18,239 $
25,997 (2)
(7,418)
(11,146)
(27,859)
(39,005)
(0.67) $
(0.67) $

27,137 $
27,241 (2)
(46)
(4,379)
(825)
(5,204)
(0.09) $
(0.09) $

17,546 $
48,497 (2)
(30,951)
(34,521)
853
(33,668)
(0.58) $
(0.58) $

17,523
80,724 (2)
(64,691)
(70,508)
(10,271)
(80,779)
(1.38)
(1.38)

As discussed in Note 4, in the fourth quarter of 2016 we adopted ASU 2016-09 related to stock-based compensation. Stock-based compensation
expense for the three months ended March 31, 2016, June 30, 2016 and September 30, 2016 have been increased (decreased) by ($0.4) million,
$0.3 million and ($0.8) million, respectively, from the amounts previously reported.
Significant cost and expense items that caused total operating costs and expenses to vary among the quarters are impairments of proved properties
and undeveloped leasehold costs, dry hole costs, bad debt expense and inventory write-offs.
x
x
x
x

Impairments of proved properties for the first through fourth quarters of 2015 were of $5.4 million, $5.8 million, $18.0 million, and $52.1
million. Impairments of undeveloped leasehold costs for the first through fourth quarters of 2015 were $2.7 million, $0.6 million, zero and
$8.8 million.
Dry hole costs were $9.0 million in the third quarter of 2015.
Bad debt expense was $2.7 million in the third quarter of 2015.
Equipment write-offs were $1.5 million in the fourth quarter of 2015.
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SUPPLEMENTAL INFORMATION ON OIL AND NATURAL GAS PRODUCING ACTIVITIES (UNAUDITED)
This supplemental information is presented in accordance with certain provisions of ASC Topic 932 – Extractive Activities- Oil and
Natural Gas. The geographic areas reported are the United States (North America), which includes our producing properties in the state
of Texas, and International, which includes our producing properties offshore Gabon (Africa).
Costs Incurred for Acquisition, Exploration and Development Activities
Year Ended December 31,

Costs incurred during the year:
International:
Exploration - capitalized
Exploration - expensed
Acquisition
Development
Total
United States:
Exploration - capitalized
Exploration - expensed
Acquisition
Development
Total

2016

2015

2014

(in thousands)

$

5
5,754
5,759

$
$

$

$

-

$

170
60,397
60,567

$

-

$

$

13,666
79,722
93,388

$
$

8
8

$

Capitalized Costs Relating to Oil and Natural Gas Producing Activities
Capitalized costs pertain to our producing activities in Gabon and the U.S and to undeveloped leasehold in Gabon, Equatorial Guinea
and the U.S.
December 31,
2016

Capitalized costs:
Properties not being amortized
Properties being amortized (1)
Total capitalized costs
Less accumulated depreciation, depletion, and amortization
Net capitalized costs
(1)

2015
(in thousands)

$

10,000 $
399,010
409,010 $
(380,991)
28,019 $

$
$

10,000
423,398
433,398
(400,041)
33,357

Includes $10.3 million and $8.7 million asset retirement cost in 2016 and 2015.

Results of Operations for Oil and Natural Gas Producing Activities
International

United States

Year Ended December 31,

Year Ended December 31,

2016

2015

2014

2016

2015

2014

(in thousands)

Crude oil and natural gas sales
Production and other expense (1)
Depreciation, depletion and amortization
Exploration expenses
Impairment of proved properties
Other operating expense
Bad debt expense
Income tax
Results from oil and natural gas producing
(1)

$

$

59,460 $
(38,160)
(6,531)
(5)
(8,853)
(1,222)
(9,248)
(4,559) $

79,947 $
(42,399)
(32,125)
(9,159)
(78,080)
(2,700)
(13,238)
(97,754) $

126,322 $
(33,755)
(19,079)
(13,594)
(98,341)
(2,400)
(22,486)
(63,333) $

324 $
(166)
(151)
(88)
(81) $

498 $
(171)
(633)
(1,250)
(3,242)
(1,349)
(6,147) $

Includes local general and administrative expenses, but excludes corporate general and administrative expenses and allocated corporate overhead.
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1,369
(467)
(901)
1

Estimated Quantities of Proved Reserves
The estimation of net recoverable quantities of crude oil and natural gas is a highly technical process which is based upon several
underlying assumptions that are subject to change. See “Item 1A. Risk Factors” and “Item 7. Management’s Discussion and Analysis of
Financial Condition, Cash Flows and Liquidity – Critical Accounting Estimates – Estimated Quantities of Net Reserves”. For a
discussion of our reserve estimation process, including internal controls, see “Item 1. Business – Reserves”.
Proved reserves:
Balance at January 1, 2014
Production
Revisions of previous estimates
Extensions and discoveries
Balance at December 31, 2014
Production
Revisions of previous estimates
Balance at December 31, 2015
Production
Purchases of minerals in place
Sales of minerals in place
Revisions of previous estimates
Balance at December 31, 2016
*

Oil

Natural

(MBbls)

Gas (MMCF)

7,232
(1,351)
2,312
67
8,260
(1,659)
(3,746)
2,855
(1,518)
308
(12)
1,009
2,642

1,333
(227)
300
1,406
(181)
(172)
1,053
(124)
(929)
-

The natural gas reserves shown as of December 31, 2016 include natural gas liquids (“NGL”) expressed as gas volumes using a ratio of 4.9 MMcf to 1 MBbl of NGL.

Proved developed reserves:
Balance at January 1, 2014
Balance at December 31, 2014
Balance at December 31, 2015
Balance at December 31, 2016

Oil

Natural

(MBbls)

Gas (MMCF)

3,505
3,224
2,855
2,642

1,333
1,406
1,053
-

Our proved developed reserves are located offshore Gabon. In 2016, reserves increased as a result of estimated proved reserve quantities
related to our acquisition of the Sojitz working interest in Etame Marin block (308 MBbl) as well as upward revisions to our estimated
proved reserve quantities as a result of cost cutting efforts that had the impact of driving down operating cost projections and extending
economic limits, demonstration of the effectiveness of deploying lower cost hydraulic workover units to conduct workovers during 2016
and success in production optimization produced better-than-forecasted results from the prior year’s development program (1,575
MBbl). These positive developments were somewhat offset by the effects of an 18% reduction in the average realized price used to
determine reserves in 2016 versus 2015 (566 MBbl). The net negative revisions of previous estimates in 2015 were primarily a result of
the loss of 3.5 years of production due to lower oil prices (2,705 MBOE) and the removal of sour reserves (1,440 MBbl), partially offset
by positive revisions due to the performance of wells drilled in the 2014-2015 drilling campaign exceeding expectations (370 MBbl).
The net positive revisions in 2014 were primarily due to better reservoir performance at the Avouma/South Tchibala field (1,500 MBbls)
and a combination of better reservoir performance from existing wells at Etame, and revisions to proved undeveloped reserves at Etame
(1,100 MBbls). Ebouri proved undeveloped reserves were revised downward (300 MBbls) due to higher costs of developing the reserves
rendering them uneconomic. In 2014, the extensions and discoveries were associated with the booking of the Southeast Etame/North
Tchibala reserves.
We maintain a policy of not booking proved reserves on discoveries until such time as a development plan has been prepared for the
discovery. Additionally, the development plan is required to have the approval of our partners in the discovery. Furthermore, if a
government agreement that the reserves are commercial is required to develop the field, this approval must have been received prior to
booking any reserves.
Standardized Measure of Discounted Future Net Cash Flows Relating to Proved Oil Reserves
The information that follows has been developed pursuant to procedures prescribed U.S. GAAP and uses reserve and production data
estimated by independent petroleum consultants. The information may be useful for certain comparison purposes, but should not be
solely relied upon in evaluating us or our performance.
In accordance with the guidelines of the SEC, our estimates of future net cash flow from our properties and the present value thereof are
made using oil and natural gas contract prices using a twelve month average of beginning of month prices and are held constant
throughout the life of the properties except where such guidelines permit alternate treatment, including the use of fixed and determinable
contractual price escalations. The future cash flows are also based on costs in existence at the dates of the projections, excluding Gabon
royalties, and the interests of other consortium members. Future production costs do not include overhead charges allowed under joint
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operating agreements or headquarters general and administrative overhead expenses. All future development costs related to future
abandonment when the wells become uneconomic to produce.

International
2016

(In thousands)

Future cash inflows
Future production costs

$ 106,583 $ 140,190 $
(71,260)
(81,973)

Future development costs (1)
Future income tax expense
Future net cash flows
Discount to present value
at 10% annual rate
Standardized measure of
discounted future net
cash flows
(1)

2015

$

United States
2014

2016

Total

2015

814,059 $
(307,331)

-$
-

2014

3,086 $
(1,644)

2016

2015

9,598 $ 106,583 $ 143,276 $
(1,475)
(71,260)
(83,617)

2014

823,657
(308,806)

(10,887)
(16,346)
8,090

(10,900)
(21,598)
25,719

(136,137)
(177,924)
192,667

-

(259)
1,183

(359)
7,764

(10,887)
(16,346)
8,090

(11,159)
(21,598)
26,902

(136,137)
(178,283)
200,431

1,351

491

(47,528)

-

(252)

(3,516)

1,351

239

(51,044)

145,139 $

-$

27,141 $

149,387

9,441 $

26,210 $

931 $

4,248 $

9,441 $

Includes costs expected to be incurred to abandon the properties.

International income taxes represent amounts payable to the Government of Gabon on profit oil as final payment of corporate income
taxes, and domestic income taxes (including other expenses treated as taxes), and domestic income taxes represent amounts payable for
severance and ad-valorem taxes in Texas.
Changes in Standardized Measure of Discounted Future Net Cash Flows
The following table sets forth the changes in standardized measure of discounted future net cash flows as follows:
2016

2015

2014

(in thousands)

Balance at beginning of period
Sales of oil and natural gas, net of production costs
Net changes in prices and production costs
Revisions of previous quantity estimates
Purchases
Divestitures of reserves
Changes in estimated future development costs
Development costs incurred during the period
Accretion of discount
Net change of income taxes
Change in production rates (timing) and other
Balance at end of period

$

$

27,141 $
(22,198)
(25,958)
19,558
3,400
(835)
4,657
4,052
(376)
9,441 $

149,387 $
(40,349)
(146,536)
(104,158)
(15,604)
60,004
27,312
104,303
(7,218)
27,141 $

137,436
(95,973)
(28,098)
74,497
2,188
31,686
24,163
(15,609)
19,097
149,387

There are numerous uncertainties inherent in estimating quantities of proved reserves and in projecting future rates of production and
timing of development expenditures, including many factors beyond our control. Reserve engineering is a subjective process of
estimating underground accumulations of oil and natural gas that cannot be measured in an exact manner, and the accuracy of any
reserve estimate is a function of the quality of available data and of engineering and geological interpretation and judgment. The
quantities of oil and natural gas that are ultimately recovered, production and operating costs, the amount and timing of future
development expenditures and future oil and natural gas sales prices may all differ from those assumed in these estimates. The
standardized measure of discounted future net cash flow should not be construed as the current market value of the estimated oil and
natural gas reserves attributable to our properties. The information set forth in the foregoing tables includes revisions for certain reserve
estimates attributable to proved properties included in the preceding year’s estimates. Such revisions are the result of additional
information from subsequent completions and production history from the properties involved or the result of a decrease (or increase) in
the projected economic life of such properties resulting from changes in product prices. Moreover, crude oil amounts shown for Gabon
are recoverable under a service contract and the reserves in place at the end of the contract period remain the property of the Gabon
government.
In accordance with the current guidelines of the SEC, estimates of future net cash flow from our properties and the present value thereof
are made using an unweighted, arithmetic average of the first-day-of-the-month price for each of the 12 months of the year adjusted for
quality, transportation fees and market differentials. Such prices are held constant throughout the life of the properties except where such
guidelines permit alternate treatment, including the use of fixed and determinable contractual price escalations. For 2016, such average
realized prices after adjustments used for our reserve estimates reflected consistently low prices during the year and were $40.35 per Bbl
for crude oil from Gabon. Further declines in prices could result in the estimated quantities and present values of our reserves being
reduced.
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Under the PSC in Gabon, the Gabonese government is the owner of all oil and natural gas mineral rights. The right to produce the oil and
natural gas is stewarded by the Directorate Generale de Hydrocarbures and the Production Sharing Contract was awarded by a decree
from the State. Pursuant to the contract, the Gabon government receives a fixed royalty rate of 13%. Originally, under the PSC,
Gabonese government was not anticipated to take physical delivery of its allocated production. Instead, we were authorized to sell the
Gabonese government’s share of production and remit the proceeds to the Gabonese government. Beginning in 2016, the Gabonese
government elected to take physical delivery of its allocated production and royalty volumes.
The consortium maintains a Cost Account, which entitles it to receive 70% of the production remaining after deducting the 13% royalty
so long as there are amounts remaining in the Cost Account (“Cost Recovery”). At December 31, 2016, there was $105.8 million in the
cost account net to our interest. As payment of corporate income taxes, the consortium pays the government an allocation of the
remaining “profit oil” production from the contract area ranging from 50% to 60% of the oil remaining after deducting the royalty and
Cost Recovery. The percentage of “profit oil” paid to the government as tax is a function of production rates. However, when the Cost
Account becomes substantially recovered, we only recover ongoing operating expenses and new project capital expenditures, resulting
in a higher tax rate. Also because of the nature of the Cost Account, decreases in oil prices result in a higher number of barrels required
to recover costs, therefore at higher oil prices, our net reserves after taxes would decrease, but at lower prices our Cost Recovery barrels
increase.
The Etame PSC allows for the carve-out of development areas which include all producing fields in the Etame Marin block. The Etame
development area has a term of 20 years and will expire in 2021. The Avouma/South Tchibala field development area has a term of 20
years and will expire in 2025. The Ebouri field development area has a term of 20 years and will expire in 2026. The balance of the
Etame Marin block comprises the exploration area, which expired in July 2014. This compares to the economic end date of reserves
under the current reserve report prepared by our independent reserve engineering firm of January 2019.
The Mutamba Iroru PSC entitles us to receive 70% of any future production remaining after deducting the royalty so long as there are
amounts remaining in the Cost Account. The Mutamba Iroru PSC provides for all commercial discoveries to be reclassified into a
development area with a term of twenty years. At December 31, 2016, we have no proved reserves related to the Mutamba Iroru block.
The PSC for Block P in Equatorial Guinea entitles us to receive up to 70% of any future production after royalty deduction so long as
there are amounts remaining in the Cost Account. Royalty rates are 10-16% depending on production rates. The consortium pays the
government an allocation of the remaining “profit oil” production from the contract area ranging from 10% to 60% of the oil remaining
after deducting the royalty and Cost Recovery. The percentage of “profit oil” paid to the government as tax is a function of cumulative
production. In addition, Equatorial Guinea imposes a 25% income tax on net profits. The Block P PSC provides for a discovery to be
reclassified into a development area with a term of 25 years. At December 31, 2016, we have no proved reserves related to Block P in
Equatorial Guinea.
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