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Telephone: +41 58 792 91 00, Facsimile: +41 58 792 91 10, www.pwc.ch 

PricewaterhouseCoopers SA is a member of the global PricewaterhouseCoopers network of firms, each of which is a separate and independent 
legal entity. 

Independent auditor’s report 
To the Shareholders of ShaMaran Petroleum Corp. 

Our opinion 

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects, the 
financial position of ShaMaran Petroleum Corp. and its subsidiaries (together, the Company) as at December 31, 
2019 and 2018 and its financial performance and its cash flows for the year then ended in accordance with 
International Financial Reporting Standards (IFRS). 

What we have audited 
The Company’s consolidated financial statements comprise: 

the consolidated statement of comprehensive income for the years ended December 31, 2019 and 2018; 

the consolidated balance sheet as at December 31, 2019 and 2018; 

the consolidated statement of cash flows for the years then ended; 

the consolidated statements of changes in equity for the years then ended; and 

the notes to the consolidated financial statements, which include a summary of significant accounting 
policies. 

Basis for opinion 

We conducted our audit in accordance with Canadian generally accepted auditing standards. Our responsibilities 
under those standards are further described in the Auditor’s responsibilities for the audit of the consolidated 
financial statements section of our report. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our 
opinion. 

Independence 
We are independent of the Company in accordance with the ethical requirements that are relevant to our audit of 
the consolidated financial statements in Canada. We have fulfilled our other ethical responsibilities in accordance 
with these requirements. 

Other information

Management is responsible for the other information. The other information comprises the Management’s 
Discussion & Analysis and Annual Information Form. 
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Our opinion on the consolidated financial statements does not cover the other information and we do not and will 
not express an opinion or any form of assurance conclusion thereon. 

In connection with our audit of the consolidated financial statements, our responsibility is to read the other 
information identified above and, in doing so, consider whether the other information is materially inconsistent 
with the consolidated financial statements or our knowledge obtained in the audit, or otherwise appears to be 
materially misstated. 

If, based on the work we have performed on the other information, we conclude that there is a material 
misstatement of this other information, we are required to report that fact. We have nothing to report in this 
regard. 

Responsibilities of management and those charged with governance for the consolidated 
financial statements 

Management is responsible for the preparation and fair presentation of the consolidated financial statements in 
accordance with IFRS, and for such internal control as management determines is necessary to enable the 
preparation of consolidated financial statements that are free from material misstatement, whether due to fraud or 
error. 

In preparing the consolidated financial statements, management is responsible for assessing the Company’s ability 
to continue as a going concern, disclosing, as applicable, matters related to going concern and using the going 
concern basis of accounting unless management either intends to liquidate the Company or to cease operations, or 
has no realistic alternative but to do so. 

Those charged with governance are responsible for overseeing the Company’s financial reporting process.  

Auditor’s responsibilities for the audit of the consolidated financial statements 

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole 
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes 
our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in 
accordance with Canadian generally accepted auditing standards will always detect a material misstatement when 
it exists. Misstatements can arise from fraud or error and are considered material if, individually or in the 
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of 
these consolidated financial statements. 

As part of an audit in accordance with Canadian generally accepted auditing standards, we exercise professional 
judgment and maintain professional skepticism throughout the audit. We also: 

 Identify and assess the risks of material misstatement of the consolidated financial statements, whether due 
to fraud or error, design and perform audit procedures responsive to those risks, and obtain audit evidence 
that is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material 
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve 
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control. 
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 Obtain an understanding of internal control relevant to the audit in order to design audit procedures that 
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness 
of the Company’s internal control. 

 Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates 
and related disclosures made by management. 

 Conclude on the appropriateness of management’s use of the going concern basis of accounting and, based 
on the audit evidence obtained, whether a material uncertainty exists related to events or conditions that 
may cast significant doubt on the Company’s ability to continue as a going concern. If we conclude that a 
material uncertainty exists, we are required to draw attention in our auditor’s report to the related 
disclosures in the consolidated financial statements or, if such disclosures are inadequate, to modify our 
opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor’s report. 
However, future events or conditions may cause the Company to cease to continue as a going concern.  

 Evaluate the overall presentation, structure and content of the consolidated financial statements, including 
the disclosures, and whether the consolidated financial statements represent the underlying transactions 
and events in a manner that achieves fair presentation. 

 Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business 
activities within the Company to express an opinion on the consolidated financial statements. We are 
responsible for the direction, supervision and performance of the group audit. We remain solely responsible 
for our audit opinion. 

We communicate with those charged with governance regarding, among other matters, the planned scope and 
timing of the audit and significant audit findings, including any significant deficiencies in internal control that we 
identify during our audit.  

We also provide those charged with governance with a statement that we have complied with relevant ethical 
requirements regarding independence, and to communicate with them all relationships and other matters that 
may reasonably be thought to bear on our independence, and where applicable, related safeguards. 

The engagement partner on the audit resulting in this independent auditor’s report is Luc Schulthess. 

PricewaterhouseCoopers SA 

 

 

Luc Schulthess Colin Johnson 
 
March 3, 2020 

CoCoCoCoColililililin n nn n JoJoJoJoJohnhnhnhnhnsososososonnnnnLuLuLuLuLuc c c c c ScScScScSchuhuhuhuhultltltltlthehehehehessssssssss
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Consolidated Statement of Comprehensive Income 
For the year ended December 31, 
 

 

 
  For the year ended December 31, 

Expressed in thousands of United States dollars Note 2019 2018 

    

Revenues 7 70,291 69,600 

Cost of goods sold:    

   Lifting costs 8 (21,640) (12,047) 

   Other costs of production 8 (2,897) (1,854) 

   Depletion 8 (25,722) (28,171) 

Gross margin on oil sales  20,032 27,528 

Depreciation and amortization expense  (103) (8) 

Share based payments expense 22 (944) - 

General and administrative expense 9 (8,432) (4,564) 

Income from operating activities  10,553 22,956 

    

Finance income 10 790 2,091 

Finance cost 11 (25,389) (23,114) 

Net finance cost  (24,599) (21,023) 

    

Bargain purchase gain 6 9,500 - 

Acquisition related costs 6 (8,750) - 

Net gain on Atrush acquisition  750 - 

    

(Loss) / income before income tax expense   (13,296) 1,933 

Income tax expense  12 (101) (64) 

(Loss) / income for the year  (13,397) 1,869 

    

Other comprehensive income 
 

  

Items that may be reclassified to profit or loss: 
 

  

  Currency translation differences  29 18 

Items that will not be reclassified to profit or loss:    

  Re-measurements on defined pension plan  409 357 

Total other comprehensive income  438 375 

    

Total comprehensive (loss) / income for the year  (12,959) 2,244 

 
 

(Loss) / income in dollars per share:    

Basic and diluted  (0.01) - 

 
The accompanying Notes are an integral part of these consolidated financial statements.  
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Consolidated Balance Sheet 
As at December 31, 
 

 

 

Expressed in thousands of United States dollars Note 2019 2018 

ASSETS    

Non-current assets    

Property, plant and equipment 13 207,903 195,908 

Intangible assets 14 67,649 67,829 

Loans and receivables 16 21,386 25,184 

Right-of-use asset 15 309 - 

  297,247 288,921 

Current assets    

Loans and receivables 16 55,931 36,099 

Cash and cash equivalents, unrestricted  15,480 24,586 

Other current assets 17 307 2,286 

Cash and cash equivalents, restricted 19 50 67,884 

  71,768 130,855 

TOTAL ASSETS  369,015 419,776 

 

LIABILITIES  

  

Non-current liabilities    

Borrowings 19 174,546 236,717 

Provisions 20 15,715 9,559 

Pension liability 23 969 1,330 

Lease liability 15 171 - 

Other long-term liabilities 22 155 - 

  191,556 247,606 

Current liabilities    

Borrowings 19 15,000 - 

Accrued interest expense on bonds 19 11,147 14,080 

Accounts payable and accrued expenses 18 9,002 3,875 

Lease liability 15 132 - 

Current tax liabilities  42 16 

  35,323 17,971 

 

EQUITY   

  

Share capital 21 637,688 637,538 

Share based payments reserve  7,241 6,495 

Cumulative translation adjustment  17 (12) 

Accumulated deficit  (502,810) (489,822) 

  142,136 154,199 

TOTAL EQUITY AND LIABILITIES 
 

369,015 419,776 

 
The accompanying Notes are an integral part of these consolidated financial statements. 

 
 
 
Signed on behalf of the Board of Directors 

 
/s/Terry Allen  /s/Keith Hill 

Terry L. Allen, Director  Keith C. Hill, Director 
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Consolidated Statement of Cash Flow 
For the year ended December 31, 
 

 

 

  For the year ended December 31, 

Expressed in thousands of United States dollars Note 2019 2018 

Operating activities    

   (Loss) / income for the year  (13,397) 1,869 

  Adjustments for:    

Depreciation, depletion and amortization expense  25,825 28,179 

Borrowing costs – net of amount capitalized  25,346 23,084 

Share based payment expense  944 - 

Re-measurements on defined pension plan  409 357 

Foreign exchange loss 11 55 26 

Unwinding discount on decommissioning provision  (14) 5 

Interest income 10 (790) (2,091) 

Bargain purchase gain 6 (9,500) - 

Changes in accounts payable and accrued expenses  5,127 (952) 

Changes in other current assets  1,979 (2,074) 

Changes in current tax liabilities  26 16 

Changes in pension liability  (377) (438) 

Changes in accounts receivables on Atrush oil sales  (21,004) (574) 

 Net cash inflows from operating activities  14,629 47,407 

    

Investing activities    

Loans and receivables – payments received  21,735 18,029 

Interest received on cash deposits 10 375 720 

Credits/(Purchases) of intangible assets  176 (632) 

Loans and receivables – payments issued  - (394) 

Purchase of additional interest in Atrush 7 (18,431) - 

Purchase of property, plant and equipment  (18,975) (12,259) 

Net cash (outflows to) / inflows from investing activities  (15,120) 5,464 

    

Financing activities    

Net proceeds received on bonds issued  - 100,376 

Principal element of lease payments  (81) - 

Payments to bondholders - interest 19 (26,350) (15,575) 

Bonds retired 19 (50,000) (50,437) 

Net cash (outflows to) / inflows from financing activities  (76,431) 34,364 

    

Effect of exchange rate changes on cash and cash equivalents  (18) (21) 

    

 Change in cash and cash equivalents  (76,940) 87,214 

 Cash and cash equivalents, beginning of the year  92,470 5,256 

 Cash and cash equivalents, end of the year*  15,530 92,470 

 
*Inclusive of restricted cash  50 67,884 

 

The accompanying Notes are an integral part of these consolidated financial statements. 
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Consolidated Statement of Changes in Equity 
For the year ended December 31, 
 

 
 

 

 

 

 

Expressed in thousands of United States dollars 

 
 
 

Share 
capital 

 
Share 
based 

payments 
reserve 

 
 

Cumulative 
translation 
adjustment 

 
 
 

Accumulated 
deficit 

 
 
 
 

Total 

Balance at January 1, 2018 637,538 6,495 (30) (492,048) 151,955 

Total comprehensive income for the year:      

  Income for the year - - - 1,869 1,869 

  Other comprehensive income - - 18 357 375 

 - - 18 2,226 2,244 

Balance at December 31, 2018 637,538 6,495 (12) (489,822) 154,199 

Total comprehensive (loss) / income for the year:      

  Loss for the year - - - (13,397) (13,397) 

  Other comprehensive income - - 29 409 438 
Transactions with owners in their capacity as 
owners:      

  Bond transaction costs 150 - - - 150 

  Share based payments expense (excluding DSU) - 746 - - 746 

 150 746 29 (12,988) (12,063) 

Balance at December 31, 2019 637,688 7,241 17 (502,810) 142,136 

 

 
The accompanying Notes are an integral part of these consolidated financial statements. 
 

7



 
 
Notes to the Consolidated Financial Statements  
For the year ended December 31, 2019 
Expressed in thousands of United States dollars 
 
 

 
 

1. General information 

ShaMaran Petroleum Corp. (“ShaMaran” and together with its subsidiaries the “Company”) is incorporated 
under the Business Corporations Act, British Columbia, Canada. The address of the registered office is 25th Floor, 
666 Burrard Street, Vancouver, British Columbia V6C 2X8. The Company’s shares trade on the TSX Venture 
Exchange and NASDAQ First North Growth Market (Sweden) under the symbol “SNM”. 

The Company is engaged in the business of oil and gas exploration and holds an interest in the Atrush Block 
production sharing contract (“Atrush PSC”) related to a petroleum property located in the Kurdistan Region of 
Iraq (“Kurdistan”). The Atrush Block is currently in the development period and oil production on the Atrush 
Block commenced in July 2017. 
 
 
2. Basis of preparation and going concern 

a. Basis of preparation 

These consolidated financial statements have been prepared in accordance with International Financial 
Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”) and the IFRS 
Interpretations Committee. The significant accounting policies of the Company have been applied consistently 
throughout the year. The policies applied in these consolidated financial statements are based on IFRS which 
were outstanding and effective as of March 3, 2020, the date these consolidated financial statements were 
approved and authorized for issuance by the Company’s board of directors (“the Board”). 

b. Going concern 

These consolidated financial statements have been prepared on the going concern basis which assumes that the 
Company will be able to realise its assets and liabilities in the normal course of business as they come due in the 
foreseeable future.  
 
 

3. Significant accounting policies 

(a) Basis of consolidation 

The consolidated financial statements incorporate the financial statements of the Company and its subsidiaries, 
entities controlled by the Company which apply accounting policies consistent with those of the Company. 
Control is achieved where the Company has the power to govern the financial and operating policies of an 
investee entity to obtain benefits from its activities. Subsidiaries are fully consolidated from the date on which 
control is obtained by the Company and are de-consolidated from the date that control ceases.  

Intercompany balances and unrealised gains and losses on intercompany transactions are eliminated upon 
consolidation. 

(b) Interest in joint operations 

A joint operation is a contractual arrangement whereby the Company and other parties undertake an economic 
activity that is subject to joint control. 

Where the Company undertakes its activities under joint operation arrangements directly, the Company’s share 
of jointly controlled operations and any liabilities incurred jointly with other joint operations are recognised in 
the financial statements of the relevant company and classified according to their nature.  

Liabilities and expenses incurred directly in respect of interests in jointly controlled operations are accounted 
for on an accrual basis. Income from the sale or use of the Company’s share of the output of jointly controlled 
operations and its share of the joint operations are recognised when it is probable that the economic benefit 
associated with the transactions will flow to/from the Company and the amount can be reliably measured.  
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Notes to the Consolidated Financial Statements  
For the year ended December 31, 2019 
Expressed in thousands of United States dollars 
 
 

 
 

(c) Business combinations 

The acquisition method of accounting is used to account for business combinations. The consideration 
transferred is measured at the aggregate of the fair values at the date of acquisition of assets given, liabilities 
incurred or assumed and equity instruments issued by the Company in exchange for control of the acquiree. 
Acquisition related costs are expensed as incurred. The identifiable assets, liabilities and contingent liabilities 
that meet the conditions for recognition under IFRS 3 Business Combinations are recognised at their fair value 
at the acquisition date.  

If the Company acquires control of an entity in more than one transaction the related investment held by the 
Company immediately before the last transaction when control is acquired is considered sold and immediately 
repurchased at the fair value of the investment on the date of acquisition. Any difference between the fair value 
and the carrying amount of the investment results in income or loss recognised in the statement of 
comprehensive income. 

(d) Foreign currency translation 

Functional and presentation currency 

Items included in the financial statements of each of the Company’s subsidiaries are measured using the 
currency of the primary economic environment in which the subsidiary operates (the “functional currency”). The 
functional and presentation currency of the Company is the United States dollar (“USD”). 

The results and financial position of subsidiaries that have a functional currency different from the presentation 
currency are translated into the presentation currency as follows: 

▪ Assets and liabilities are translated at the closing exchange rate at the date of that balance sheet. 

▪ Income and expenses are translated at the average exchange rate for the period in which they were incurred 
as a reasonable approximation of the cumulative effect of rates prevailing on transaction dates. 

▪ All resulting exchange differences are recognised in other comprehensive income as part of the cumulative 
translation reserve. 

Transactions and balances 

Transactions in currencies other than the functional currency are recorded in the functional currency at the 
exchange rates prevailing on the dates of the transactions or valuation where items are re-measured. At each 
balance sheet date, monetary assets and liabilities that are denominated in foreign currencies are translated at 
the rates prevailing at the balance sheet date. Exchange differences are recognised in the statement of 
comprehensive income during the period in which they arise.  

(e) Exploration and evaluation costs and other intangible assets 

Exploration and evaluation assets  

The Company applies the full cost method of accounting for exploration and evaluation (“E&E”) costs in 
accordance with the requirements of IFRS 6 Exploration for and Evaluation of Mineral Resources. All costs of 
exploring and evaluating oil and gas properties are accumulated and capitalised to the relevant property contract 
area and are tested on a cost pool basis as described below.  

Pre-license costs: 

Costs incurred prior to having obtained the legal rights to explore an area are expensed directly to the statement 
of comprehensive income.   
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Notes to the Consolidated Financial Statements  
For the year ended December 31, 2019 
Expressed in thousands of United States dollars 
 
 

 
 

Exploration and evaluation costs: 

All E&E costs are initially capitalised as E&E assets and include payments to acquire the legal right to explore, 
costs of technical services and studies, seismic acquisition, exploratory drilling and testing.  

Tangible assets used in E&E activities such as the Company’s vehicles, drilling rigs, seismic equipment and other 
property, plant and equipment (“PP&E”) used by the Company’s exploration function are classified as PP&E. To 
the extent that such tangible assets are consumed in exploring and evaluating a property the amount reflecting 
that consumption is recorded as part of the cost of the intangible asset. Such intangible costs include directly 
attributable overhead including the depreciation of PP&E utilised in E&E activities together with the cost of other 
materials consumed during the E&E phases such as tubulars and wellheads.  

E&E costs are not depreciated prior to the commencement of commercial production.  

Treatment of E&E assets at conclusion of appraisal activities: 

E&E assets are carried forward until commercial viability has been established for a contractual area which 
normally coincides with the commencement of commercial production. The E&E assets are then assessed for 
impairment and the carrying value after any impairment loss is then reclassified as oil and gas assets within 
PP&E. Until commercial viability has been established E&E assets remain capitalised at cost and are subject to 
the impairment test set out below.  

Other intangible assets 

Other intangible assets are carried at measured cost less accumulated amortisation and any recognised 
impairment loss and are amortised on a straight-line basis over their expected useful economic lives as follows:  

▪ Computer software and associated costs  3 years 

(f) Property, plant and equipment 

Oil and gas assets 

Oil and gas assets comprise of development and production costs for areas where technical feasibility and 
commercial viability have been established and include any E&E assets transferred after conclusion of appraisal 
activities as well as costs of development drilling, completion, gathering and production infrastructure, directly 
attributable overheads, borrowing costs capitalised and the cost of recognising provisions for future restoration 
and decommissioning. Oil and gas costs are accumulated separately for each contract area.  

Depletion of oil and gas assets: 

Oil and gas assets are depleted using the unit of production method based on proved and probable reserves 
using estimated future prices and costs and accounting for future development expenditures necessary to bring 
those reserves into production. The reserves correspond to the Company’s entitlement to oil under the terms 
of the PSC. Changes to depletion rates due to changes in reserve quantities and estimates of future development 
expenditure are reflected prospectively. 

Other property, plant and equipment 

Other property, plant and equipment include expenditures that are directly attributable to the acquisition of an 
asset. Subsequent costs are included in the assets’ carrying value or recognised as a separate asset as 
appropriate only when it is probable that future economic benefits associated with the item will flow to the 
Company and the cost can be measured reliably. 

Repairs and maintenance costs are charged to the statement of comprehensive income during the period in 
which they are incurred.  

The carrying amount of an item of PP&E is derecognised on disposal or when no future economic benefits are 
expected from its use or disposal. The gain or loss arising on the disposal or retirement of an asset is determined 
as the difference between the sales proceeds and the carrying amount of the asset and is recognised in the 
statement of comprehensive income during the period.  

  

10



 
 
Notes to the Consolidated Financial Statements  
For the year ended December 31, 2019 
Expressed in thousands of United States dollars 
 
 

 
 

Other property, plant and equipment assets are carried at cost less accumulated depreciation and any 
recognised impairment loss and are depreciated on a straight-line basis over their expected useful economic 
lives as follows: 

▪ Furniture and office equipment   5 years 

▪ Computer equipment    3 years 

(g) Impairment of non-financial assets 

E&E assets and oil and gas assets are assessed for impairment when facts and circumstances suggest that the 
carrying amount may exceed its recoverable amount. Such indicators include: 

▪ The period for which the Company has the right to explore in the specific area has expired during the period 
or will expire in the near future and is not expected to be renewed. 

▪ Substantive expenditure on further exploration for and evaluation of mineral resources in the specific area 
is neither budgeted nor planned. 

▪ Exploration for and evaluation of resources in the specific area have not led to the discovery of commercially 
viable quantities of mineral resources and the Company has decided to discontinue such activities in the 
specific area. 

▪ Sufficient data exists to indicate that, although a development in the specific area is likely to proceed, the 
carrying amount of either of the E&E or the oil and gas assets is unlikely to be recovered in full from successful 
development or by sale. 

▪ Extended decreases in prices or margins for oil and gas commodities or products. 

▪ A significant downwards revision in estimated volumes or an upward revision in future development costs. 

For impairment testing the assets are aggregated into cash generating unit (“CGU”) cost pools based on their 
ability to generate largely independent cash flows. The recoverable amount of a CGU is the greater of its fair 
value less costs to sell and its value in use. Fair value is determined to be the amount for which the asset could 
be sold in an arm’s length transaction. Value in use is determined by estimating the present value of the future 
net cash flows expected to be derived from the continued use of the asset or CGU.  

Where conditions giving rise to the impairment subsequently reverse the effect of the impairment charge is also 
reversed as a credit to the statement of comprehensive income net of any depreciation that would have been 
charged since the impairment.  

(h) Financial instruments 

Financial assets and liabilities are recognised in the Company’s balance sheet when the Company becomes a 
party to the contractual provisions of the instrument. Financial assets are derecognised when the contractual 
rights to cash flows from the assets expire or the Company transfers the financial asset and substantially all the 
risks and rewards of ownership. Gains and losses on derecognition are generally recognized in the consolidated 
statement of income. The Company derecognises financial liabilities when the Company’s obligations are 
discharged, cancelled or expelled. The difference between the carrying amount of the financial liability 
derecognized and the consideration paid and payable, including any non‐cash assets transferred or liabilities 
assumed, is recognized in the consolidated statement of income. 
 

Classification and measurement  

The Company classifies its financial assets and liabilities at initial recognition in the following categories: 

▪ Financial Assets at Amortized Cost – Assets that are held for collection of contractual cash flows where those 
cash flows represent solely payments of principal and interest are measured at amortized cost. This includes 
the Company’s loans and receivables which consist of fixed or determined cash flows related solely to 
principal and interest amounts or contractual sales of oil. The Company’s intent is to hold these receivables 
until cash flows are collected. Financial assets at amortised cost are recognized initially at fair value, net of 
any transaction costs incurred and subsequently measured at amortized cost using the effective interest 
method. The Company recognizes a loss allowance for any expected credit losses on a financial asset that is 
measured at amortized cost. 
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Notes to the Consolidated Financial Statements  
For the year ended December 31, 2019 
Expressed in thousands of United States dollars 
 
 

 
 

▪ Financial Assets at Fair Value through Profit or Loss (“FVTPL”) – Financial assets measured at FVTPL are assets 
which do not qualify as financial assets at amortized cost or at fair value through other comprehensive 
income. The Company does not currently have any financial assets measured at FVTPL. 

▪ Financial Liabilities at Amortized Cost – Financial liabilities are measured at amortized cost using the effective 
interest method, unless they are required to be measured at FVTPL, or the Company has opted to measure 
them at FVTPL. Borrowings and accounts payable are recognized initially at fair value, net of any transaction 
costs incurred, and subsequently at amortized cost using the effective interest method.  

▪ Financial Liabilities at FVTPL – Financial liabilities measured at FVTPL are liabilities which include embedded 
derivatives and cannot be classified as amortized cost. The Company does not currently have any financial 
liabilities measured at FVTPL. 

Impairment of financial assets 

The Company measures impairment of financial assets based on expected credit losses (“ECL”). Where financial 
assets have a significant financing component they are asses and a lifetime ECL is determined and measured, 
and recognized at the date of initial recognition of the loans and receivables. For its loans and receivables, the 
Company applies the simplified approach to providing for ECLs. In estimating the lifetime ECL provision, the 
Company considers historical industry default rates as well as the history of its customer. 

(i) Cash and cash equivalents 

Cash and cash equivalents are comprised of cash on hand and demand deposits and other short-term liquid 
investments that are readily convertible to a known amount of cash within three months or less from the 
acquisition date. Restricted cash is cash held in a trust account for a specific purpose and is therefore not 
available for general business use. Additional disclosure related to the Company’s restricted  cash is included in 
Note 19. 

(j) Borrowings 

Borrowings are recognised initially at fair value, net of any transaction costs incurred. Borrowings are 
subsequently carried at amortised cost using the effective interest rate method.  

General and specific borrowing costs directly attributable to the acquisition or construction of qualifying assets 
are capitalised together with the qualifying assets. Once a qualified asset is fully prepared for its intended use 
and is producing borrowing costs are no longer capitalised. All other borrowing costs are recognised in profit or 
loss in the period in which they are incurred. 

(k) Taxation 

The income tax expense comprises current income tax and deferred income tax. 

The current income tax is the expected tax payable on the taxable income for the period. It is calculated based 
on the tax laws enacted or substantively enacted at the balance sheet date and includes any adjustment to tax 
payable in respect of previous years.  

Deferred income tax is the tax recognised in respect of temporary differences between the carrying amounts of 
assets and liabilities in the financial statements and the corresponding tax bases and is accounted for using the 
balance sheet liability method. Deferred income tax liabilities are generally recognised for all taxable temporary 
differences and deferred income tax assets are recognised to the extent that it is probable that taxable profits 
will be available against which deductible temporary differences can be utilised. Deferred income tax is not 
recorded if it arises from the initial recognition of an asset or liability in a transaction other than a business 
combination that, at the time of the transaction, affects neither the accounting profit nor loss.  

Deferred income tax liabilities are recognised for taxable temporary differences arising on investments in 
subsidiaries and associates and interests in joint ventures except where the Company can control the reversal 
of the temporary difference and it is probable that the temporary difference will not reverse in the foreseeable 
future.  

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent 
that it is no longer probable that sufficient taxable profits will be available to allow all or part of the asset to be 
recovered.  
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Notes to the Consolidated Financial Statements  
For the year ended December 31, 2019 
Expressed in thousands of United States dollars 
 
 

 
 

Deferred income tax is calculated at the tax rates that are expected to apply in the year when the deferred tax 
liability is settled or the asset is realised. Deferred tax is charged or credited in the statement of comprehensive 
income except when it relates to items charged or credited directly to equity in which case the deferred tax is 
also recognised directly in equity. Deferred tax assets and liabilities are offset when there is a legally enforceable 
right to offset current tax assets against current tax liabilities and when they relate to income taxes levied by the 
same taxation authority and the Company intends to settle its current tax assets and liabilities on a net basis.  

Income tax arising from the Company’s activities under production sharing contracts is settled by the KRG at no 
cost and on behalf of the Company. However, the Company is not able to measure with sufficient accuracy the 
tax that has been paid on its behalf and consequently revenue is not reported gross of income tax paid. 

(l) Provisions 

Provisions are recognised when the Company has a present obligation, legal or constructive, due to a past event 
when it is probable that the Company will be required to settle the obligation and a reliable estimate can be 
made of the obligation. 

The amount recognised as a provision is the best estimate of the consideration required to settle the present 
obligation at the balance sheet date, accounting for the risks and uncertainties surrounding the obligation. When 
a provision is measured using the cash flow estimates to settle the present obligation its carrying amount is the 
present value of those cash flows.  

Decommissioning and site restoration 

Provisions for decommissioning and site restoration are recognised when the Company has a present legal or 
constructive obligation to dismantle and remove production, storage and transportation facilities and to carry 
out site restoration work. The provision is calculated as the net present value of the Company’s share of the 
expenditure expected to be incurred at the end of the producing life of each field using a discount rate that 
reflects the market assessment of the time value of money at that date. Unwinding of the discount on the 
provision is charged to the statement of comprehensive income within finance costs during the period. The 
amount recognised as the provision is included as part of the cost of the relevant asset and is charged to the 
statement of comprehensive income in accordance with the Company’s policy for depreciation and 
amortisation. 

Changes in the estimated timing of decommissioning and site restoration cost estimates are dealt with 
prospectively by recording an adjustment to the provision and a corresponding adjustment to the relevant asset.  

(m) Pension obligations 

The Company’s Swiss subsidiary, ShaMaran Services SA, has a defined benefit pension plan that is managed 
through a private pension plan. Independent actuaries determine the cost of the defined benefit plan on an 
annual basis, and ShaMaran Services SA pays the annual insurance premium. The pension plan provides benefits 
coverage to the employees of ShaMaran Services SA in the event of retirement, death or disability. ShaMaran 
Services SA and its employees jointly finance retirement and risk benefits. Employees of ShaMaran Services SA 
pay 40% of the savings contributions, of the risk contributions and of the cost contributions and ShaMaran 
Services SA contributes the difference between the total of all required pension plan contributions and the total 
of all employees’ contributions. 

(n) Share capital 

Common shares are classified as equity. Incremental costs directly attributable to the issue of new shares or 
share options are shown in equity as a deduction, net of tax, from the proceeds. 

(o) Share-based payments 

The Company issues equity-settled share-based payments to certain directors, employees and third parties. The 
fair value of the equity settled share-based payments is measured at the date of grant. The total expense is 
recognised over vesting period, which is the period over which all conditions to entitlement are to be satisfied. 
The cumulative expense recognised for equity-settled share-based payments at each balance sheet date 
represents the Company’s best estimate of the number of equity instruments that will ultimately vest. The 
charge or credit for the period and the corresponding adjustment to contributed surplus during the period 
represents the movement in the cumulative expense recognised for all equity instruments expected to vest. The 
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fair value of equity-settled share-based payments is determined using the Black-Scholes option pricing model. 

(p) Revenue recognition 

Sales of oil Production: 

Revenue for sales of oil is recognised when the significant risks and rewards of ownership are deemed to have 
been transferred to the KRG, the amount can be measured reliably and it is assessed as probable that economic 
benefit associated with the sale will flow to the Company. This occurs when oil reaches the delivery point at the 
Atrush Block boundary in route to the KRG’s main export pipeline.  

Revenue is recognised at fair value which is comprised of the Company’s entitlement production due under the 
terms of the Atrush Joint Operating Agreement and the Atrush PSC which has two principal components: cost 
oil, which is the mechanism by which the Company recovers qualifying costs it has incurred in exploring and 
developing an asset, and profit oil, which is the mechanism through which profits are shared between the 
Company, its partners and the KRG. The Company pays capacity building payments on profit oil, which are due 
for payment once the Company has received the related profit oil proceeds. Profit oil revenue is reported net of 
any related capacity building payments.  

The Company’s oil sales are made to the KRG under the terms of a sales agreement which allows for Atrush oil 
volumes to be sold to the KRG at the Atrush Block boundary at a discount to the Dated Brent oil price for 
estimated oil quality adjustments and all local and international transportation costs. The Company’s single 
performance obligation in its contract with its customer is the delivery of crude oil at a pre-determined netback 
adjustment to Dated Brent and the control is transferred to the buyer at the metering point when the revenue 
is recognised. 

Interest income: 

Interest income is recognised when it is probable that the economic benefits associated with the transaction will 
flow to the entity and the amount of the income can be measured reliably. Interest income is recognised using 
the effective interest method. The effective interest rate exactly discounts estimated future cash payments or 
receipts through the expected life of the financial instrument or, when appropriate, a shorter period to the net 
carrying amount of the financial asset or financial liability. 

(q) Changes in accounting policies 

IFRS 16: Leases 

IFRS 16: Leases has replaced IAS 17 Leases and requires assets and liabilities arising from all leases, with some 
exceptions, to be recognized on the balance sheet. The new standard is effective for annual periods beginning 
on or after January 1, 2019.   The Company has one lease that must be recognised on the balance sheet under 
IFRS 16. This lease was undertaken in 2019 and therefore no adjustment to the opening balances as of January 
1, 2019 was required.  

In accordance with IFRS 16: Leases, the office lease must be recognised on the balance sheet as a right-of-use 
asset with a corresponding lease liability. The right-of use asset has been initially recorded at the initial value of 
the lease liability. The lease liability is measured at an amount equal to the present value of the lease payments 
during the lease term that are not yet paid and is then amortised over the lease term using the effective interest 
method. The right-of-use asset is depreciated over the lease term on a straight-line basis.  

Refer also to note 15. 

Other standards, amendments, and interpretations, which are effective for the financial year beginning on 
January 1, 2019, have been assessed and do not have a material impact to the Company. 

(r) Accounting standards issued but not yet applied 

There are no new accounting standards which will come into effect for annual periods beginning on or after 
January 1, 2020, that would be expected to have a material impact on the entity in the current or future reporting 
periods and on foreseeable future transactions. 
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4. Critical accounting judgments and key sources of estimation uncertainty  

In the application of the Company’s accounting policies, which are described in Note 3, management has made 
judgments, estimates and assumptions about the carrying amounts of the assets, liabilities, revenues, expenses 
and related disclosures. These estimates and associated assumptions are based on historical experience, current 
trends and other factors that management believes to be relevant at the time these consolidated financial 
statements were prepared. Actual results may differ as future events and their effects cannot be determined 
with certainty and such differences could be material. Management reviews the accounting policies, underlying 
assumptions, estimates and judgments on an on-going basis to ensure that the financial statements are 
presented fairly in accordance with IFRS.  

The following are the critical judgments and estimates that management has made in the process of applying 
the Company’s accounting policies in these consolidated financial statements:  

(a) Revenue Recognition 

As explained in Note 3(p) the Company recognises revenues when oil reaches the delivery point at the Atrush 
Block boundary on the basis that control is deemed to have passed to the buyer and that the transaction price 
has been agreed upon. The conclusion that the economic benefits will flow to the Company at this point is based 
on management’s evaluation of the reliability of the KRG’s payments to the international oil companies 
operating in Kurdistan in exchange for their oil deliveries. In February 2016 of the KRG announced its intention 
to apply the PSC terms to pay Kurdistan oil exporters regularly for Kurdish oil sales. At the date these financial 
statements were approved the Company has received payments for its share of all oil deliveries made from July 
2017, when Atrush production began, through September 2019. 

(b) Oil and gas reserves and resources 

The business of the Company is the exploration and development of oil and gas reserves in Kurdistan. Estimates 
of commercial oil and gas reserves are used in the calculations for impairment, depreciation and amortisation 
and decommissioning provisions. Changes in estimates of oil and gas reserves resulting in different future 
production profiles will affect the discounted cash flows used for impairment purposes, the anticipated date of 
site decommissioning and restoration and the depreciation charges based on the unit of production method. 

In February 2020 the Company received an independent reserves and resources report from McDaniel & 
Associates Consultants Ltd. (“McDaniel”) which estimates the Proven plus Probable Oil Reserves on a Company 
gross basis for the Atrush Block as of December 31, 2019, have increased from 21.3 million barrels reported as 
at December 31, 2018, to 29.9 million barrels as of December 31, 2019, a 40% increase. Total unrisked best 
estimate contingent oil resources on a Company gross basis for Atrush increased from the 2018 estimate of 53.9 
million barrels to 67.2 million barrels as of December 31, 2019. 

(c) Loans and receivables 

The Company has reported receivables of $77.3 million comprised of the Company’s share of Atrush oil sales 
and the Atrush Exploration Costs receivables, which relate to a share of the KRG’s development costs carried by 
ShaMaran prior to the year 2016 and deemed to be exploration costs under the Atrush PSC, and which are repaid 
through an accelerated petroleum cost recovery arrangement. The recovery of these amounts depends on 
several factors, including: the continued production and exports of petroleum from the Atrush Block; oil price, 
and; the financial environment in Kurdistan and the financial budget of the KRG. Since February 1, 2016, when 
the KRG announced an interim measure whereby monthly payments to IOCs would be made based on an agreed 
mechanism, up to the date these financial statements were approved the Company has received payments from 
the KRG for its entitlement revenues in respect of petroleum production up to September 2019. 

In the year 2020 up to the date these financial statements were approved the Company received a total of $14 
million in payments relating to the loans and receivables balances outstanding at December 31, 2019. Under the 
terms of the relevant agreements the loans and receivable balances are recoverable in several ways including 
by cash settlement and or through payment in kind of petroleum production. 

Management expects the Company’s receivables balances at year end to be fully collected in line with the 
agreements relating to the Company’s interest in the Atrush Block oil and gas asset. Therefor the Company has 
not recognized an ECL provision related to the receivables. Refer also to Note 16.  
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(d) Impairment of assets 

IAS 36 Impairment of Assets and IFRS 6 Exploration of and Evaluation of Mineral Resources require that a review 
for impairment be carried out if events or changes in circumstances indicate that the carrying amount of an asset 
may not be recoverable. As described in Notes 3(g) and 3(h) management has considered whether there is any 
objective evidence to indicate that the carrying value of any of its Atrush related assets as at the balance sheet 
date were impaired and has concluded that facts and circumstances do not suggest that the carrying amount 
exceeds its recoverable amount. In reaching its conclusion management has considered factors which could 
impact the ability of the assets to generate future cash flows including the following key items: 

• The acquisition of an additional 7.5% participating interest in Atrush: accounting for the business 

combination in May 2019, under IFRS 3, a market participant view was applied when determining the 
fair value of assets acquired. For impairment purposes under IAS 36 the higher of the fair value less cost 
of disposal and value in use is to be considered. The purchase price paid and the value assigned to PP&E, 
under IFRS 3, were significantly below the fair value of the asset that would be considered for the 
purpose of an impairment assessment. The discounted sales price, and low fair value attributed to 
assets acquired, were due to unique factors surrounding the sale. Therefore no indicator for 
impairment was identified as a result of the transaction. 

• Reserves: there has been an increase, taking into account 2019 production, in the Company’s share of 
the latest estimated proved and probable reserves for Atrush and the related production curve 
estimates as determined by McDaniel. 

• NPV calculations: the net present value of the Company’s share of 2P reserves, as determined by 
McDaniel and based on a forecasted Brent oil price, supports the book value of oil and gas assets 
included in property plant and equipment. 

• Costs per barrel: the forecasted costs per barrel required to recover the Atrush oil reserves have 

remained consistent to last year; 

• Cash collection: the collectability of cash for sales of Atrush oil which has remained stable since 
production commenced. 

• Market: there continues to be an active market and capacity for Atrush oil sales as demonstrated by 
the current and future expected levels of oil exports from Kurdistan. 

• Independent valuations: the average fair value of the Atrush asset as published by an independent 

market broker, support the carrying values of the Atrush oil and gas assets. 

Refer also to Notes 6,13, 14 and 16. 

(e) Decommissioning and site restoration provisions 

The Company recognises a provision for decommissioning and site restoration costs expected to be incurred to 
remove and dismantle production, storage and transportation facilities and to carry out site restoration work. 
The provisions are estimated taking into consideration existing technology and current prices after adjusting for 
expected inflation and discounted using rates reflecting current market assessments of the time value of money 
and where appropriate, the risks specific to the liability. The Company makes an estimate based on its experience 
and historical data. Refer also to Note 20. 

(f) Fair value of assets acquired and liabilities assumed in the increase of participating interest 

The fair value of assets acquired and liabilities assumed in the increase of participating interest in the Atrush 
block, as described in Note 6, is estimated based on information available at the date of acquisition. Various 
valuation techniques are applied for measuring fair value including market comparables and discounted cash 
flows which rely on assumptions such as forward commodity prices, reserves and resources estimates, 
production costs and discount rates. Changes in these variables could significantly impact the carrying value of 
the net assets. The Company already holds an interest in the Atrush block and has a reasonable basis for 
establishing the fair value of the assets and liabilities acquired in this transaction. 
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5. Business and geographical segments 

The Company operates in one business segment, the exploration and development of oil and gas assets, in one 
geographical segment, Kurdistan. As a result, in accordance with IFRS 8: Operating Segments, the Company has 
presented its financial information collectively for one operating segment.  
 
 
6. Increase of participating interest in the Atrush block  

On May 30, 2019, ShaMaran completed its acquisition of an additional 7.5% participating interest in the Atrush 
block. Under two separate sale and purchase agreements, done in contemplation of one another, (“SPA”s) 
ShaMaran’s wholly owned subsidiary, General Exploration Partners, Inc. (“GEP”), acquired directly Marathon Oil 
KDV B.V.’s (“MOKDV”) full 15% participating interest in the Atrush Block and immediately thereafter sold a 7.5% 
Atrush participating interest to TAQA Atrush B.V. (“TAQA” and Operator of the Atrush Block) , bringing the 
Company’s total interest in Atrush up to 27.6%. The total consideration paid to complete the acquisition was 
$27.2 million, comprised of $17.4 million paid to Marathon, $1 million of PSC capacity building bonuses accounts 
payable paid to the Kurdistan Regional Government of Iraq (“KRG”) on direct behalf of MOKDV and in 
conjunction with the payment to MODKV, and $8.8 million of net acquisition related costs. The $8.8 million of 
net acquisition related costs were comprised of $9.5 million of PSC capacity building bonuses paid to the KRG 
and $750 thousand of payments received from TAQA and were not considered part of the purchase price of the 
acquisition in line with IFRS 3 and have been expensed as incurred within the Statement of Comprehensive 
Income. The fair value of the net identifiable assets and liabilities acquired exceeded the $18.4 million purchase 
price paid resulting in a bargain purchase gain. 

This acquisition has been accounted for as an increase in the participating interest in a joint operation (following 
the guidance for a business combination in accordance with IFRS 3) and the purchase price has been allocated 
as follows: 

Purchase price paid for 7.5% (total cash paid less net acquisition related costs) 18,431 

Identifiable assets and liabilities acquired at fair value*:  

Property, plant and equipment  (11,549) 

Atrush Exploration costs receivable (12,550) 

Accounts receivable on Atrush oil sales (7,378) 

Atrush Development Cost loan (1,764) 

Atrush Feeder Pipeline loan (1,087) 

Provision for decommissioning and site restoration** 4,003 

Accounts payable and accrued liabilities 2,393 

Bargain purchase gain  9,500 

Acquisition related costs – net (8,750) 

Net gain on Atrush acquisition 750 
 
*IFRS 3 requires to fair value all assets and liabilities acquired. This included the fair market value of the property, 
plant and equipment acquired, which the company has approximated with reference to the $18.4million price 
paid in the acquisition and other market indicators of the value of the property. All other fair values correspond 
to payment terms fixed by contract or, due to the short-term nature, are readily convertible to or settled with 
cash and cash equivalents. 

**The fair value of the provision for decommissioning and site restoration at the acquisition date was based on 
the estimated future cash flows to retire the acquired portion of the oil and gas property at the end of its useful 
life. The discount rate used to determine the net present value of the provision was a rate of 1.71 percent. 

Refer also to Notes 7, 8, 13, 17 and 20. 
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7. Revenues

Revenues relate entirely to the Company’s entitlement share of oil from Atrush sold to the KRG during the year. 
The Company held a 20.1% interest in Atrush up to May 30, 2019 when the Company increased its interest to 
27.6%.  Production from the Atrush field was delivered to the KRG’s Feeder Pipeline at the Atrush block boundary 
for onward export through Ceyhan, Turkey. Gross exported oil volumes from Atrush in the year 2019 were 
11.8MMbbls (2018: 8.1MMbbls) and the Company’s entitlement share was approximately 1.5MMbbls (2018: 
1.3MMbbls) which were sold with an average netback price of $48.48 per barrel (2018: $54.52). Export prices 
are based on Dated Brent oil price with a discount for estimated oil quality adjustments and all local and 
international transportation costs. ShaMaran’s oil entitlement share is based on export prices and on PSC terms 
covering allocation of profit oil, cost oil and capacity building bonuses owed to the KRG. The Company’s 
entitlement share was significantly inflated in the year 2018 due to a sharing arrangement with TAQA, which 
provided the Company with a priority share of the initial exploration cost oil. 

Refer also to Notes 6 and 16. 

8. Cost of goods sold

Lifting costs are comprised of the Company’s share of expenses related to the production of oil from the Atrush 
Block including operation and maintenance of wells and production facilities, insurance, and the operator’s 
related support costs.  The significant increase in 2019 lifting costs over the amount in 2018 was due to higher 
production volumes, a higher working interest in Atrush and increased costs for well workovers and salt related 
issues. A key determinant to the variance between 2018 and 2019 is there were no incremental lifting costs in 
2018 related to the priority share of the initial exploration cost oil revenues. Other costs of production include 
the Company’s share of production bonuses paid to the KRG, heavy oil extended well test operating costs and 
its share of other costs prescribed under the Atrush PSC.  

Oil and gas assets are depleted using the unit of production method based on proved and probable reserves 
using estimated future prices and costs and accounting for future development expenditures necessary to bring 
those reserves into production. 

Refer also to Note 6 and 7. 

9. General and administrative expense

General and administrative expenses principally include the Company’s cost of technical and administrative 
personnel, travel, office, business development and stock exchange listing and regulatory related costs. The 
higher general and administrative expense incurred in the quarter and the year 2019 compared to the same 
periods of 2018 was principally due to higher costs related to value-added initiatives to streamline and 
strengthen the Company’s core business technical capacity, corporate structure and business development 
function resulting in added management and consulting fees as well as travel. The Company also incurred 
additional costs related to strengthening number of staff in the Company’s Swiss service office, benefits relat ing 
to the Company’s short-term incentive plan, and one-off costs incurred in relocating the Swiss office. 
The Company notes that approximately $1.4 million of the increase in costs in 2019 related to a change in 
executive management, office relocation and one-off capacity building initiatives. 
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10. Finance income  

   For the year ended December 31, 

   2019 2018 

Interest on deposits   375 720 

Interest on Atrush Development Cost Loan   242 836 

Interest on Atrush Feeder Pipeline Cost Loan   173 535 

Total finance income   790 2,091 

Refer to Note 16 for further information on interest on the Atrush Development Cost Loan and the Feeder 
Pipeline Cost Loan. Interest on deposits represents bank interest earned on cash, investments and restricted 
cash held in interest bearing term deposits. 
 
 
11. Finance cost 

   For the year ended December 31, 

   2019 2018 

Interest charges on bonds at coupon rate   23,417 25,428 

Re-measurement of bond debt   2,131 - 

Amortization of bond transaction costs   848 1,087 

Call premium on early retirement of bonds   - 1,427 

Total borrowing costs   26,396 27,942 

Foreign exchange loss   55 26 

Lease – interest expense   2 - 

Unwinding discount on decommissioning provision   (14) 5 

Total finance costs before borrowing costs capitalized   26,439 27,973 

Borrowing costs capitalized   (1,050) (4,859) 

Finance cost   25,389 23,114 

Amendments to the ShaMaran Bonds agreement in February 2019, including the repayment of $50 million of 
ShaMaran Bonds, changed future cashflows which resulted in the re-measurement of the carrying value of the 
remaining debt in line with IFRS 9: Financial Instruments. The value of the ShaMaran Bonds has been determined 
based on the net present value of future cash flows, which no longer includes original transaction costs incurred 
in 2018, discounted at the original effective interest rate resulting in a loss of $2.1 million in the first quarter of 
2019. 

Amortisation of bond transaction costs in the year ended December 31, 2019, includes a loss of $671 thousand 
related to the partial settlement of debt in the period. 

Borrowing costs directly attributable to the acquisition and preparation of Atrush development assets for their 
intended use have been capitalised together with the related Atrush oil and gas assets. All other borrowing costs 
are recognised in profit or loss in the period in which they are incurred. The capitalisation of borrowing costs has 
ceased for a significant number of development projects, which have been completed for their intended use, 
leading to less borrowing costs being capitalised. 

Refer also to Notes 15, 19 and 20. 
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12. Taxation 

(a) Income tax expense 

The income tax expense reflects an effective tax rate which differs from Canadian Federal and Provincial 
statutory tax rates. The main differences are as follows: 

   For the year ended December 31, 

   2019 2018 

(Loss) / Income from continuing operations before income tax (13,296) 1,933 
 Corporate income tax rate  27.0% 27.0% 
 Computed (recovery) / income tax expense  (3,590) 522 
 Increase / (decrease) resulting from:    

Non-deductible losses on foreign operations  28,803 - 
Other expense  300 25 
Effect of changes in foreign exchange rates  256 (57) 
Non-deductible compensation expense  255 - 
Non-taxable foreign exchange gain  9 3 
Effect of changes in tax rates  - (243) 
Share issuance costs charged to share capital  (41) - 
Foreign tax rate differences  (1,318) (1,213) 
Change in deferred tax assets  (24,573) 1,027 

Income tax expense  101 64 

The Company’s income tax expense relates to income taxes on service income generated in Switzerland and is 
calculated at the effective tax rate of 24% prevailing in this jurisdiction. 

(b) Tax losses carried forward  

The Company has tax losses and costs which are available to apply to future taxable income as follows: 

   For the year ended December 31, 

   
2019 2018 

Canadian losses from operations  65,218 36,310 

Canadian exploration expenses  2,427 2,486 

Canadian unamortised share issue costs  492 829 

Dutch losses from operations  - 161,288 

U.S. Federal losses from operations  173,327 173,320 

U.S. Federal tax basis in excess of carrying values of properties 3,654 3,654 

Total tax losses carried forward  245,118 377,887 

The Canadian losses from operations may be used to offset future Canadian taxable income and will expire over 
the period from 2026 to 2039. The Canadian exploration expenses may be carried forward indefinitely to offset 
future taxable Canadian income. Canadian unamortised share issue costs may offset future taxable Canadian 
income of years 2020 to 2022. The Dutch tax losses ceased to exist during 2019 due to the windup of ShaMaran 
Petroleum Holdings Coöperatief U.A. as part of the Company’s initiative to eliminate redundancies in its legal 
structure. The U.S. Federal losses are available to offset future taxable income in the United States through 2032. 

The Company has not recognised any deferred tax assets amounting to approximately $66 million (2018: $91 
million) as it is not probable that these amounts will be realised. 

 
  

20



 
 
Notes to the Consolidated Financial Statements  
For the year ended December 31, 2019 
Expressed in thousands of United States dollars 
 
 

 
 

13. Property, plant and equipment 

  
Oil and gas 

assets 

 
Computer  

equipment 

Furniture  
and office 

equipment  

 
 

Total  

At January 1, 2018 
    

Cost 192,683 266 156 193,105 
Accumulated depletion and depreciation (7,765) (263) (156) (8,184) 

Net book value 184,918 3 - 184,921 

For the year ended December 31, 2018     
Opening net book value 184,918 3 - 184,921 
Additions  17,356 11 1 17,368 
Reclass from intangible E&E asset 21,794 - - 21,794 
Depletion and depreciation expense (28,171) (4) - (28,175) 

Net book value 195,897 10 1 195,908 

At December 31, 2018     
Cost 231,833 274 156 232,263 
Accumulated depletion and depreciation (35,936) (264) (155) (36,355) 
Net book value 195,897 10 1 195,908 

For the year ended December 31, 2019     
Opening net book value 195,897 10 1 195,908 
Additions  25,971 43 181 26,195 
Acquisition of additional Atrush interest 11,549 - - 11,549 
Depletion and depreciation expense (25,722) (10) (17) (25,749) 

Net book value 207,695 43 165 207,903 

At December 31, 2019     
Cost 269,353 317 337 270,007 
Accumulated depletion and depreciation (61,658) (274) (172) (62,104) 

Net book value 207,695 43 165 207,903 

The net book value of property, plant and equipment (“PP&E”) is principally comprised of development costs 
related to the Company’s share of Atrush PSC proved and probable reserves as estimated by McDaniel, less the 
cumulative depletion costs corresponding to commercial production. During the year 2019 movements in PP&E 
were comprised of additions of $37.7 million (2018: $17.4 million), which included the $11.5 million of additional 
interest in Atrush acquired from MOKDV and measured at fair value and capitalized borrowing costs of $1.0 
million (2018: $5.0 million) net of depletion and depreciation of $25.7 million (2018: $28.2 million) which 
resulted in a net increase to PP&E assets of $12.0 million.  

Refer also to Note 6. 
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14. Intangible assets 

 Exploration and 
evaluation assets 

Other intangible 
 assets 

 
Total 

At January 1, 2018 
   

Cost 89,113 307 89,420 

Accumulated amortisation - (301) (301) 

Net book value 89,113 6 89,119 

For the year ended December 31, 2018    

Opening net book value 89,113 6 89,119 
Additions 506 3 509 
Reclass to PP&E (21,794) - (21,794) 

Amortisation expense - (5) (5) 

Net book value 67,825 4 67,829 

At December 31, 2018    

Cost 67,825 307 68,132 

Accumulated amortisation - (303) (303) 

Net book value 67,825 4 67,829 

For the year ended December 31, 2019    
Opening net book value 67,825 4 67,829 
(Credits)/additions (209) 39 (170) 

Amortisation expense - (10) (10) 

Net book value 67,616 33 67,649 

At December 31, 2019    
Cost 67,616 346 67,962 
Accumulated amortisation - (313) (313) 

Net book value 67,616 33 67,649 

The net book value of intangible assets is principally comprised of exploration and evaluation (“E&E”) assets 
which represent the Atrush Block exploration and appraisal costs related to the Company’s share of Atrush Block 
contingent resources as estimated by McDaniel.  
 
 
15. Right-of-use asset and lease liability 

The right-of-use asset relates to the three-year office lease for the Company’s technical and administrative 
services office in Vésenaz, Switzerland.  At December 31, 2019, the balance sheet shows a value of $309 
thousand for the right-of-use asset, $384 thousand initial value less $75 thousand depreciation, and a lease 
liability value of $303 thousand, $132 thousand as a current liability and $171 thousand as a non-current liability. 
The income statement in the year 2019, includes the depreciation charge of the right-of-use asset of $75 
thousand plus an interest expense of $2 thousand included in the finance cost. For the year 2018 there were no 
leases. 
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16. Loans and receivables 

The Company was owed amounts for its entitlement share of oil deliveries made to the KRG during the last five 
months of the year (2018: last three months of the year).  The Atrush Exploration Costs receivables, which relate 
to a share of the KRG’s development costs carried by ShaMaran prior to the year 2016 and deemed to be 
exploration costs under the Atrush PSC, are repaid through an accelerated petroleum cost recovery agreement 
made in 2016 with the KRG. Repayment in full of both the Atrush Development Cost Loan and the Atrush Feeder 
Pipeline Cost Loan was completed in October 2019, which were repaid with interest at 7% per annum. At year 
end the Company had loans and receivables outstanding as follows: 

 For the year ended December 31, 

 2019 2018 

Atrush Exploration Costs receivable 41,782 34,898 

Accounts receivable on Atrush oil sales 35,535 14,531 

Atrush Feeder Pipeline Cost Loan - 4,718 

Atrush Development Cost Loan - 7,136 

Total loans and receivables 77,317 61,283 

Current portion 55,931 36,099 

Non-current portion 21,386 25,184 

In the year 2019 the Company received principal plus interest payments totalling $9.8 million for Atrush 
Development Cost Loan and $6.1 million for the Atrush Feeder Pipeline Cost Loan, as well as $5.7 million of 
Atrush Exploration Cost receivables. The Company has assessed the need for an impairment and determined 
none to be necessary. Therefore no impairments have been recorded. 

In the year 2020 up to when these financial statements were approved the Company received $14.1 million in 
total payments for loans and receivables balances outstanding at December 31, 2019, comprised of $12 million 
in total payments for its entitlement share of oil sales for the months of August and September 2019, and $2.1 
million in reimbursements of the Atrush Exploration Costs receivable. The Atrush Development Cost Loan and 
the Atrush Feeder Pipeline Cost Loan have been fully repaid in October 2019. 

Refer also to Notes 6, 7 and 10. 
 
 
17. Other current assets 

 For the year ended December 31, 

 
2019 2018 

Prepaid expenses 229 176 

Other receivables 78 110 

Deposit on purchase of additional Atrush interest - 2,000 

Total other current assets 307 2,286 

Refer also to Note 6. 
 
 
18. Accounts payable and accrued expenses 

 For the year ended December 31, 

 2019 2018 

Payables to joint operations partner 6,828 2,734 

Accrued expenses 1,511 859 

Trade payables 663 282 

Total accounts payable and accrued expenses 9,002 3,875 

Refer also to Note 6. 
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19. Borrowings  

The ShaMaran bonds have a five-year maturity without amortization and carry 12% fixed semi-annual coupon 
and mature on July 5, 2023. On January 5, 2019 the Company issued the first semi-annual interest payment to 
ShaMaran bondholders in the amount of $14.4 million. On February 1, 2019, bondholders approved of certain 
amendments to the ShaMaran Bonds agreement principally as follows: 

• the repayment of $50 million of ShaMaran Bonds plus accrued interest; 
• the Company will reduce the aggregate outstanding amount of the Bond Issue to a maximum of $175 million 

on or before July 2020;  
• the release to the Company of $14.4 million of Company cash from a debt service retention account 

(“DSRA”) pledged to the bondholders as security for the Company’s obligations under the ShaMaran bonds; 
• the Liquidity Guarantee remains in force until such time as the Company funds the DSRA with an amount 

equal to 12 months of bond coupon interest.  

On February 8, 2019 the Company repaid $50 million of ShaMaran Bonds and $550 thousand of related accrued 
interest. On July 5, 2019 the Company issued the second semi-annual interest payment to ShaMaran 
bondholders in the amount of $11.4 million. The Company paid a total of $26.4 million in cash for interest 
payments to the bondholders in 2019 which was comprised of the January 5, 2019 coupon interest payment of 
$14.4 million on the 240 million of bonds outstanding at that time plus the $550 thousand and $11.4 million 
payments mentioned in the preceding sentence. At December 31, 2019, there were $190 million of ShaMaran 
Bonds outstanding. 

Nemesia S.à.r.l. (“Nemesia”), a company controlled by a trust settled by the estate of the late Adolf H. Lundin, 
agreed to guarantee the Company’s obligations under the ShaMaran Bonds agreement (the “Liquidity 
Guarantee”) up to an amount of $22.8 million. In exchange for providing the Liquidity Guarantee the Company 
issued Nemesia 2,000,000 common shares of ShaMaran on January 23, 2019. The fair value of the shares issued 
of $150 thousand has been accounted for as bond transaction costs and is being amortised over the term of the 
bonds. In case of a draw down on the Liquidity Guarantee, the Company is required to issue to Nemesia a further 
50,000 shares of ShaMaran for each $500 thousand drawn down per month until the drawn amount is repaid. 

The movements in borrowings are explained as follows: 

 For the year ended December 31, 

 2019 2018 

Opening balance 250,797 188,491 

Interest charges at coupon rate 23,417 25,428 

Re-measurement of bond debt 2,131 - 

Amortization of bond transaction costs 848 1,087 

Bond issued – net of transaction costs - 236,361 

Call premiums on early retirement of bonds - 1,427 

Bond transaction costs (150) - 

Payments to Bondholders – interest and call premiums (26,350) (15,575) 

Bonds retired (50,000) (186,422) 

Ending balance 200,693 250,797 

Current portion: borrowings plus accrued bond interest expense 26,147 14,080 

Non-current portion: borrowings 174,546 236,717 

The release of the $50 million from the Marathon Pledged Account plus the release on March 8, 2019 from the 
DSRA of $14.4 million resulted in a net decrease in restricted cash of $67.8 million in the year ending 
December 31,2019.  

  

24



 
 
Notes to the Consolidated Financial Statements  
For the year ended December 31, 2019 
Expressed in thousands of United States dollars 
 
 

 
 

The remaining contractual obligations under the amended ShaMaran Bonds, which are comprised of the 
repayment of principal and interest expense based on undiscounted cash flows at payment date and are based 
on the current $190 million of bonds outstanding until July 2020 when ShaMaran Bonds outstanding will be 
reduced to $175 million following the completion by the Company of its obligation to pay down $15 million of 
bonds,  identified as a current liability on the balance sheet, are as follows: 

 
 

Less than one year  37,800 

From one to two years  42,000 

From three to four years  196,000 

Total  275,800 

Refer also to Notes 11 and 21. 
 
 

20. Provisions 

The provision relates to the Company’s share of future decommissioning and site restoration costs in respect of 
the Company’s 27.6% interest in the Atrush Block and assumes these works will commence in the year 2032. 
The estimated costs have been discounted to net present value using a Bank of Canada long term bond yield 
rate of 1.76% (2018 year-end: 2.18%) and an inflation rate of 2.285% (2018 year-end: 1.91%).  

 For the year ended December 31, 

 2019 2018 

Opening balance 9,559 9,427 

Changes in estimates and obligations incurred 4,830 290 

Changes in discount and inflation rates 1,340 (163) 

Unwinding discount on decommissioning provision (14) 5 

Total decommissioning and site restoration provisions 15,715 9,559 

The changes in estimates and obligations incurred in 2019 includes an increase of $4 million due to the 
acquisition of an additional 7.5% participating interest in the Atrush block. 

Refer to Note 6. 
 
 
21. Share capital 

The Company is authorised to issue an unlimited number of common shares with no par value. The Company’s 
issued share capital is as follows: 

Number of shares Share capital 

At January 1, 2018 2,158,631,534 637,538 

At December 31, 2018 2,158,631,534 637,538 

Bond transaction cost 2,000,000 150 

At December31, 2019 2,160,631,534 637,688 

 
On January 23, 2019, the Company issued to Nemesia 2,000,000 common shares of ShaMaran in accordance 
with the terms of the Liquidity Guarantee.  

Refer also to Notes 11 and 19. 
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Earnings per share 

The earnings per share amounts were as follows: 

 For the year ended December 31, 

 
2019 2018 

   
Net income / (loss), in dollars (13,397,000) 1,869,000 
Weighted average number of shares outstanding during the year 2,160,505,507 2,158,631,534 
Weighted average diluted number of shares outstanding during the year 2,222,115,719 2,183,631,534 
Basic and diluted income / (loss( per share, in dollars (0.01) 0.00 

 
 
22. Share based payments expense 

The Company has established share unit plans and a share purchase option plan whereby a committee of the 
Company’s Board may, from time to time, grant up to a total of 10% of the issued share capital to directors, 
officers, employees or consultants. The number of shares issuable under these plans at any specific time to any 
one recipient shall not exceed 5% of the issued and outstanding common shares of the Company.  Under the 
share unit plans the Company may grant performance share units (“PSU”), restricted share units (“RSU”) or 
deferred share units (“DSU”).   PSU grants may be awarded annually to employees, directors or consultants 
(“Participants”) based on the fulfilment of defined Company and individual performance parameters. RSU grants 
may be awarded to Participants annually based on the fulfilment of defined Company performance parameters.  
RSUs and PSUs will vest based on the conditions described in the relevant grant agreement and, in any case, no 
later than the end of the third calendar year following the date of the grant.  DSU’s may be awarded annually to 
non-employee directors of the Company based on the performance of the Company and vest immediately at 
the time of grant; however DSUs may not be redeemed until a minimum period of three months has passed 
following the end of service as a director of the Company. The share unit plans provide for redemption of the 
share units by way of payment in cash, shares or a combination of cash and shares. Under the option plan the 
term of any options granted under the option plan will be fixed by the Board and may not exceed five years from 
the date of grant. A four month hold period may be imposed by the stock exchange from the date of grant. 
Vesting terms are at the discretion of the Board. All issued share options have terms of five years and vest over 
two years from grant date. The exercise prices reflect trading values of the Company’s shares at grant date.  

On August 12, 2019, the Company granted a total of 15,070,000 incentive stock options and 11,660,000 RSUs to 
certain senior officers and other eligible persons of the Company. The options vest over a period of two years 
and are exercisable over a period of five years at a strike price of CAD 0.08 per share.  On May 15, 2019, a grant 
of 10,000,000 share options was awarded to ShaMaran’s Chief Executive Officer. These two option grants 
resulted in total charges to the Statement of Comprehensive Income of $653 thousand for the year (2018: nil). 
The RSU’s vest over a period of three years and are redeemable in shares of the company over a period of five 
years at a price of CAD 0.08 per share. The RSU grant resulted in total charges to the Statement of 
Comprehensive Income of $92 thousand for the year (2018: nil).  

On May 30, 2019, the Company granted a total of 3,600,265 of deferred share units (“DSU”) to non-employee 
directors. The fair value of the DSU’s are fully expensed in the period granted, based on the grant date share 
price of CAD 0.075, at each quarter end the carrying value of the DSU liability is revalued based on the change 
in the share price, any gains or losses are charged to the Income Statement. At the end of the year this resulted 
in an overall credit of $1 thousand based on a share price of CAD 0.07 at December 31,2019. During the year 
720,053 DSUs were redeemed following the end of service of one of the Company’s directors. The DSU grant 
resulted in total charges to the Statement of Comprehensive Income of $199 thousand for the year (2018: nil).  

The carrying amount of the DSU liability at December 31, 2019, is $155 thousand. The DSUs may not be 
redeemed until a minimum period of three months has passed following the end of service as a director of the 
Company and will be settled in cash. 
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Movements in the Company’s outstanding share options are explained as follows:  

  Number of  
share options 

outstanding 

Weighted average  
exercise price 

CAD 

 At January 1, 2018  28,165,000 0.13 
 Expired in the year 2018  (3,165,000) 0.28 

 At December 31, 2018  25,000,000 0.12 
Granted in the year 2019  25,070,000 0.08 
 Expired in the year 2019  (3,000,000) 0.12 

At December 31, 2019  47,070,000 0.10 

Share options exercisable:  
   

 At December 31, 2018  25,000,000 0.12 

 At December 31, 2019  30,356,662 0.10 

Weighted average remaining contractual life of options: 
 

  

 At December 31, 2018  1.05 years  
 At December 31, 2019  1.28 years  

The Company recognises compensation expense on share options granted to both employees and non-
employees using the fair value method at the date of grant, which the Company records as an expense. The 
share-based payments expense is calculated using the Black-Scholes option pricing model. 

Option pricing models require the input of highly subjective assumptions including the expected price volatility. 
Changes in the subjective input assumptions can materially affect the fair value estimate and therefore the 
existing models do not necessarily provide a reliable single measure of the fair value of the Company’s share 
options. 

There were 25,070,000 options granted during the year 2019 (2018: nil) and 3,000,000 options expired (2018: 
3,165,000). Share based payments expense for options for the year ended December 31, 2019 was $653 
thousand (2018: $nil).  There were no grants of share units at the balance sheet date. On January 19, 2020, 
22,000,000 share options expired. 

Refer also to Note 28. 

 
 
  

27



 
 
Notes to the Consolidated Financial Statements  
For the year ended December 31, 2019 
Expressed in thousands of United States dollars 
 
 

 
 

23. Pension liability 

The Company operates a pension plan in Switzerland that is managed through a private pension plan and 
accounts for its pension plan in accordance with IAS 19. The amount recognized in the balance sheet associated 
with the Swiss pension plan is as follows: 

 For the year ended December 31, 

 2019 2018 

Present value of defined benefit obligation 2,352 7,376 

Fair value of plan assets (1,383) (6,046) 

Pension liability 969 1,330 

The movement in the defined benefit obligation over the year is as follows:  
 For the year ended December 31, 

 2019 2018 

Opening balance 7,376 8,082 

Current service cost 169 172 

Ordinary contributions paid by employees 102 106 

Interest expense on defined benefit obligation 62 56 

Foreign exchange loss / (gain) 26 (67) 

Administration costs 4 4 

Additional contributions paid by employees - 583 

Past service cost - (111) 

Actuarial gain on defined benefit obligation (420) (315) 

Benefits paid from plan assets (4,967) (1,134) 

Defined benefit obligation, ending balance 2,352 7,376 

The weighted average duration of the defined benefit obligation is 19.81 years. There is no maturity profile since 
the average remaining life before active employees reach final age according to the plan is 10.69 years. 

The movement in the fair value of the plan assets over the year is as follows:  

 For the year ended December 31, 

 2019 2018 

Opening balance 6,046 6,301 

Ordinary contributions paid by employer 153 159 

Ordinary contributions paid by employees 102 106 

Interest income on plan assets 51 44 

Foreign exchange gain / (loss) 9 (55) 

Additional contributions paid by employees - 583 

Return on plan assets excluding interest income (11) 42 

Benefits paid from plan assets (4,967) (1,134) 

Fair value of plan assets, ending balance 1,383 6,046 

The plan assets are under an insurance contract comprised entirely of free funds and reserves, such as 
fluctuation reserves and employer contribution reserves, for which there is no quoted price in an active market. 
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The amount recognized in the income statement associated with the Company’s pension plan is as follows: 

 For the year ended December 31, 

 2019 2018 

Current service cost 169 172 

Interest expense on defined benefit obligation 62 56 

Administration costs 4 4 

Past service cost - (111) 

Interest income on plan assets (51) (44) 

Total expense recognised 184 77 

The expense associated with the Company’s pension plan of $184 thousand was included within general and 
administrative expenses.  The Company also recognised in other comprehensive income a $409 thousand net 
actuarial gain on defined benefit obligations and pension plan assets.  

The principal actuarial assumptions used to estimate the Company’s pension obligation are as follows:  

 For the year ended December 31, 

 
2019 2018 

Discount rate 0.30% 0.85% 

Inflation rate 1.00% 1.00% 

Future salary increases 1.00% 1.00% 

Future pension increases 0.00% 0.00% 

Retirement ages, male (‘M’) and female (‘F’) M65/F64 M65/F64 

Assumptions regarding future mortality are set based on actuarial advice in accordance with the BVG 2015 GT 
generational published statistics and experience in Switzerland. The discount rate is determined by reference to 
the yield on high-quality corporate bonds. The rate of inflation is based on the expected value of future annual 
inflation adjustments in Switzerland. The rate for future salary increases is based on the expected average 
increase in salaries to be paid by the Company, and the rate of pension increases is based on the annual increase 
in risk, retirement and survivors’ benefits. Contributions to the Company’s pension plan during 2020 are 
expected to total $0.2 million. 

The sensitivity of the defined benefit obligation to changes in the weighted principal assumptions is:  

 Change in assumption Increase in assumption Decrease in assumption 

Discount rate 0.50% decrease by 9.3% increase by 10.8% 

Salary growth rate 0.50% increase by 0.8% decrease by 0.8% 

Life expectancy 1 year increase by 1.8% decrease by 1.9% 

The above sensitivity analyses are based on a change in an assumption while holding all other assumptions 
constant. In practice, this is unlikely to occur, and changes in some of the assumptions may be correlated. When 
calculating the sensitivity of the defined benefit obligation to significant actuarial assumptions, the same method 
has been applied as when calculating the pension liability recognized within the consolidated balance sheet. 
There have been no changes to the sensitivity analysis method this year. 
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24. Financial instruments 

Financial assets 

The financial assets of the Company on the balance sheet dates were as follows: 

   Carrying and fair values ¹ 

   At December 31, 2019 At December 31, 2018 

Loans and receivables ²   35,535 26,385 

Cash and cash equivalents, unrestricted ²   15,480 24,586 

Other receivables ²   78 110 

Cash and cash equivalents, restricted ²   50 67,884 

Total financial assets   51,143 118,965 

 
Financial assets classified as other receivables are initially recognised at fair value and are subsequently 
measured at amortised cost using the effective interest method less any provision for impairment. 

Financial liabilities 

The financial liabilities of the Company on the balance sheet dates were as follows: 

  Fair value 
hierarchy ⁴ 

Carrying values 
   At December 31, 2019 At December 31, 2018 

Borrowings ³ Level 2 189,546 236,717 

Accrued interest on bonds  11,147 14,080 

Accounts payable and accrued expenses ²   9,002 3,875 

Current tax liabilities  42 16 

Total financial liabilities   209,737 254,688 

Financial liabilities are initially recognised at the fair value of the amount expected to be paid and are 
subsequently measured at amortised cost using the effective interest rate method.  

¹ The carrying amount of the Company’s financial assets approximate their fair values at the balance sheet dates. 

² No valuation techniques have been applied to establish the fair value of these financial instruments as they are 
either cash and cash equivalents, correspond to payment terms fixed by contract or, due to the short-term 
nature, are readily convertible to or settled with cash and cash equivalents. 

³ The fair value of the Company’s borrowings at the balance sheet date was $190 million (December 31, 2018: 
$240 million). The fair value has been determined based on quoted market prices of similar bonds held by similar 
companies within the industry. 

⁴ Fair value measurements 

IFRS 13 defines fair value as the price that would be received to sell an asset or paid to transfer a liability in an 
orderly transaction between market participants at the measurement date and establishes a fair value hierarchy 
of three levels to classify the inputs to valuation techniques used to measure fair value: 

▪ Level 1: fair value measurements are based on unadjusted quoted market prices; 
▪ Level 2: fair value measurements are based on valuation models and techniques where the significant inputs 

are derived from quoted prices or indices; 
▪ Level 3: fair value measurements are derived from valuation techniques that include inputs that are not 

based on observable market data. 

Capital risk management 

The Company manages its capital to ensure that entities within the Company will be able to continue as a going 
concern, while maximising return to shareholders. The capital structure of the Company consists of cash and 
cash equivalents and equity, comprising issued share capital, reserves and retained earnings as disclosed in the 
consolidated statement of changes in equity. The Company had debt relating to borrowings and accrued interest 
of $200.7 million as at December 31, 2019 (2018: $250.8 million). Refer also to Note 19. 
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Financial risk management objectives 

The Company’s management monitors and manages the Company’s exposure to financial risks facing the 
operations. These financial risks include market risk (including commodity price, foreign currency and interest 
rate risks), credit risk and liquidity risk. 

The Company does not presently hedge against these risks as the benefits of entering into such agreements is 
not considered to be significant enough as to outweigh the significant cost and administrative burden associated 
with such hedging contracts. 

Commodity price risk 

The prices that the Company receives for its oil and gas production may have a significant impact on the 
Company’s revenues and cash flows provided by operations. World prices for oil and gas are characterised by 
significant fluctuations that are determined by the global balance of supply and demand and worldwide political 
developments and, in particular, the price received for the Company’s oil and gas production in Kurdistan is 
dependent upon the Kurdistan government and its ability to export production outside of Iraq. A decline in the 
price of ICE Brent Crude oil, a reference in determining the price at which the Company can sell future oil 
production, could adversely affect the amount of funds available for capital reinvestment purposes as well as 
the Company’s value in use calculations for impairment test purposes. Refer also to Note 4(d). 

The table below summarises the effect that a change in the Dated Brent oil price would have had on the net loss 
during the year ended December 31, 2019: 

Net loss reported in the financial statements (13,397) (13,397) 
Possible shift - (decrease) / increase in Dated Brent oil price in % (10%) 10% 

Total (increase) / decrease in the net loss (9,073) 9,073 

The Company does not hedge against commodity price risk. 

Foreign currency risk  

The substantial portion of the Company’s operations require purchases denominated in USD, which is the 
functional and reporting currency of the Company and the currency in which the Company maintains the 
substantial portion of its cash and cash equivalents. Certain of its operations require the Company to make 
purchases denominated in foreign currencies, which are currencies other than USD and correspond to the 
various countries in which the Company conducts its business, most notably, Swiss Francs (“CHF”) and Canadian 
dollars (“CAD”). As a result, the Company holds some cash and cash equivalents in foreign currencies and is 
therefore exposed to foreign currency risk due to exchange rate fluctuations between the foreign currencies and 
the USD. The Company considers its foreign currency risk is limited because it holds relatively insignificant 
amounts of foreign currencies at any point in time and since its volume of transactions in foreign currencies is 
currently relatively low. The Company has elected not to hedge its exposure to the risk of changes in foreign 
currency exchange rates. 

The carrying amounts of the Company’s principal monetary assets, liabilities and equity denominated in foreign 
currency at the reporting date are as follows: 

 Assets Liabilities    Equity 
 December 31, December 31,    December 31, 
 2019 2018 2019 2018 2019 2018 

 Canadian dollars in thousands (“CAD 000”) 71 31 325 258 224,126 223,146 
 Swiss francs in thousands (“CHF 000”) 353 280 668 133 - - 
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Foreign currency sensitivity analysis 

The Company is exposed to movements in CHF and CAD against the USD, the presentational currency of the 
Company. Sensitivity analyses have been performed to indicate how the profit or loss would have been affected 
by changes in the exchange rates between the USD and CHF and CAD. The analysis below is based on a 
strengthening of the CHF and CAD by 1% against the USD in which the Company has assets, liabilities and equity 
at the end of respective period. A movement of 1% reflects a reasonably possible sensitivity when compared to 
historical movements over a three to five-year timeframe. The sensitivity analysis includes only outstanding 
foreign currency denominated monetary items and adjust their translation at the period end for a 1% change in 
foreign currency rates. 

A positive number in the table below indicates an increase in profit where USD weakens 1% against the CHF or 
CAD based on the CHF and CAD assets, liabilities and equity held by the Company at the balance sheet dates. 
For a 1% strengthening of the USD against the CHF or CAD there would be an equal and opposite impact on the 
profit or loss.  

     Assets Liabilities     Equity 
 2019 2018 2019 2018 2019 2018 

Statement of comprehensive income - CAD - - (2) (1) (1,323) (1,209) 
Statement of comprehensive income - CHF 4 3 (7) (1) - - 

Interest rate risk  

The Company earns interest income at variable rates on its cash and cash equivalents and is therefore exposed 
to interest rate risk due to a fluctuation in short-term interest rates. 

The Company’s policy on interest rate management is to maintain a certain amount of funds in the form of cash 
and cash equivalents for short-term liabilities and to have the remainder held on relatively short-term deposits. 

The Company is highly leveraged though financing at the project level, for the continuation of Atrush project, 
and at the corporate level due to the $190 million of bond which have been issued since July 2018. However, 
the Company is not exposed to interest rate risks associated with the bonds as the interest rate is fixed. 

Interest rate sensitivity analysis 

Based on exposure to the interest rates for cash and cash equivalents at the balance sheet date an increase or 
decrease of 0.5% in the interest rate would not have a material impact on the Company’s profit or loss for the 
year. An interest rate of 0.5% is used as it represents management’s assessment of the reasonably possible 
changes in interest rates. 

Credit risk  

Credit risk is the risk that a counterparty will default on its contractual obligations resulting in financial loss to 
the Company. The Company is primarily exposed to credit risk on its cash and cash equivalents, loans and 
receivables and other receivables. 

The Company manages credit risk by monitoring counterparty ratings and credit limits and by maintaining excess 
cash and cash equivalents on account in instruments having a minimum credit rating of R-1 (mid) or better (as 
measured by Dominion Bond Rate Services) or the equivalent thereof according to a recognised bond rating 
service. 

The carrying amounts of the Company’s financial assets recorded in the consolidated financial statements 
represent the Company’s maximum exposure to credit risk. 
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Liquidity risk  

Liquidity risk is the risk that the Company will have difficulties meeting its financial obligations as they become 
due. In common with many oil and gas exploration companies, the Company raises financing for its exploration 
and development activities in discrete tranches to finance its activities for limited periods. The Company seeks 
to acquire additional funding as and when required. The Company anticipates making substantial capital 
expenditures in the future for the acquisition, exploration, development and production of oil and gas reserves 
and as the Company’s project moves further into the development stage, specific financing, including the 
possibility of additional debt, may be required to enable future development to take place. The financial results 
of the Company will impact its access to the capital markets necessary to undertake or complete future drilling 
and development programs. There can be no assurance that debt or equity financing, or future cash generated 
by operations, would be available or sufficient to meet these requirements or, if debt or equity financing is 
available, that it will be on terms acceptable to the Company. 

The Company manages liquidity risk by maintaining adequate cash reserves and by continuously monitoring 
forecast and actual cash flows. Annual capital expenditure budgets are prepared, which are regularly monitored 
and updated as considered necessary. In addition, the Company requires authorisations for expenditure on both 
operating and non-operating projects to further manage capital expenditures. 

The maturity profile of the Company’s financial liabilities is indicated by their classification in the consolidated 

balance sheet as “current” or “non-current”. 

 
 
25. Commitments and contingencies 

As at December 31, 2019 the outstanding commitments of the Company were as follows: 

          For the year ended December 31,  

 2020 2021 2022 Thereafter Total 

Atrush Block development and 
PSC 65,246 166 166 1,656 67,234 

Office and other 139 124 51 - 314 

Total commitments 65,385 290 217 1,656 67,548 

Amounts relating to Atrush Block development represent the Company’s unfunded paying interest share of the 
approved 2020 work program and other obligations under the Atrush PSC.  

Under the terms of the Atrush PSC the Company will owe a share of production bonuses payable to the KRG 
when cumulative oil production from Atrush reaches production milestones defined in the Atrush PSC as follows: 
$13.3 million at 25 million barrels (ShaMaran share: $3.67 million); and $23.3 million at 50 million barrels 
(ShaMaran share: $6.43 million). The production bonuses represent an outflow of Company resources as an 
economic benefit to the KRG, rather than as an exchange for a service, and are therefore accounted for in 
accordance with IFRIC 21 Levies which requires that the obligation be recognized on the date at which the 
production milestone is reached.  Cumulative production from Atrush reached 25 million barrels early February 
2020. 

Refer also to Notes 19, 26 and 28. 
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26. Interests in joint operations and other entities 

Interests in joint operations - Atrush Block Production Sharing Contract 

ShaMaran holds a 27.6% direct interest in the Atrush PSC through GEP. TAQA Atrush B.V. is the Operator of the 
Atrush Block with a 47.4% direct interest and the KRG holds a 25% direct interest. TAQA, the KRG and GEP 
together are “the Contractors” to the Atrush PSC.  

Under the terms of the Atrush PSC the development period is for 20 years with an automatic right to a five-year 
extension and the possibility to extend for an additional five years. All qualifying petroleum costs incurred by 
the Contractors shall be recovered from a portion of available petroleum production, defined under the terms 
of the Atrush PSC. All modifications to the Atrush PSC are subject to the approval of the KRG. The Company is 
responsible for its pro-rata share of the costs incurred in executing the development work program on the Atrush 
Block which commenced on October 1, 2013.  

Refer also to Notes 6, 16 and 25. 

Information about subsidiaries 

The consolidated financial statements of the Company include: 
  Country of                  % equity interest as at 

Subsidiary Principal activities Incorporation 31 Dec 2019 31 Dec 2018 

ShaMaran Petroleum Holdings Coöperatief U.A. Oil exploration and production The Netherlands 0 100 
ShaMaran Ventures B.V. Oil exploration and production The Netherlands 100 100 
General Exploration Partners, Inc. Oil exploration and production Cayman Islands 100 100 
ShaMaran Petroleum B.V. Oil exploration and production The Netherlands 100 100 
ShaMaran Services S.A. Technical and admin. services Switzerland 100 100 
Bayou Bend Petroleum U.S.A. Ltd Inactive         United States 100 100 

During the year 2019 ShaMaran Petroleum Holdings Coöperatief U.A. was liquidated in conjunction with the 
Company’s initiative to eliminate redundancies in its legal structure.  
 

27. Related party transactions 

Transactions with corporate entities 

 Purchase of services 
During the year Amounts owing 

  at the balance sheet dates 
 2019 2018 2019 2018 

Namdo Management Services Ltd. 50 34 - - 

Bennett-Jones - 51 - - 

Lundin Petroleum AB - 104 - - 

Total 50 189 - - 

Namdo Management Services Ltd. is a private corporation affiliated with a shareholder of the Company and has 
provided corporate administrative support and investor relations services to the Company. 

The Company received services from various subsidiary companies of Lundin Petroleum AB (“Lundin”), a 
shareholder of the Company until June 21, 2018 when Lundin sold its ShaMaran shares. Lundin is not considered 
a related party in 2019. 

Bennett-Jones is a law firm in which an officer of the Company was a partner and has provided legal services to 
the Company. The officer retired from Bennett-Jones at the end of 2018 therefore Bennett-Jones is not 
considered a related party in 2019. 

Nemesia is a new related party in 2019 after the Company issued Nemesia 2,000,000 common shares of 
ShaMaran on January 23, 2019 in exchange for providing the Liquidity Guarantee. 

All transactions with related parties are in the normal course of business and are made on the same terms and 
conditions as with parties at arm’s length.  

Refer also to Note 19. 
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Key management compensation 

The Company’s key management was comprised of its directors and executive officers who have been 
remunerated as follows:  

 For the year ended December 31, 

 2019 2018 

Management’s salaries  845 881 

Management’s short-term benefits  1,227 464 

Management’s share-based payments  568 - 

Directors’ fees  282 166 

Directors’ share-based payments  199 - 

Management’s pension benefits  68 121 

Total  3,189 1,632 

Short-term employee benefits include non-equity incentive plan compensation and other short-term benefits. 
Share-based payments compensation represents the portion of the Company’s share-based payments expense 
incurred during the year attributable to the key management, accounted for in accordance with IFRS 2 ‘Share 
Based Payments’. 
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