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Important Notices
This Replacement Prospectus is dated 12 March 2013 and a copy of this Replacement Prospectus
was lodged with the ASIC on that date. This Replacement Prospectus replaces a prospectus dated
and lodged with ASIC on 1 March 2013. For the purposes of this document, this replacement
prospectus will be referred to as “this Prospectus”.
The ASIC and ASX and their respective officers take no responsibility for the content of this
Prospectus.
This Replacement Prospectus has been issued to:


provide additional disclosure in relation to petroleum operations in Kenya and Tanzania and
provide an overview of the production sharing agreement between the Kenyan Government,
Swala Kenya and Tullow Kenya (12B PSC) and the production sharing agreements between
the Tanzanian Government and SOGTL (Tanzanian PSCs). See Section 3.4;



clarify the risks associated with the 12B PSC and Tanzanian PSCs. See Section 3.9;



update the status of the recent Kenyan presidential election. See Section 3.9;



update the indicative timetable and clarify the proposed timing of the issue of the Consideration
Securities under the Share Sale Agreement. See Sections 3.2, 3.11 and 4.2;



amend disclosure in relation to the refund of application monies to clarify that all monies will be
refunded in respect of Applications that are not accepted or where a lesser dollar amount of
Shares than the amount applied for is allocated. See Section 4.7;



include cautionary wording for investors in relation to statements regarding the chance of play
within the East African Projects and any analogies made with reference to the recent success
within the East African Rift System. See Sections 5.4 and 5.6; and



update the status of the Share Sale Conditions and confirm that, as at the date of this
Prospectus, the Company does not intend to waive any of the Share Sale Conditions. See
Sections 3.5 and 7.1.

The expiry date of the Prospectus is 13 months after the date this Prospectus was lodged with the
ASIC (Expiry Date). No Shares will be allotted or issued on the basis of this Prospectus after the
Expiry Date.
Application will be made for the listing of the Shares offered by this Prospectus on the ASX.
The fact that ASX may list the Shares of the Company is not to be taken in any way as an
indication of the merits of the Company or the listed Shares. ASX takes no responsibility for
the contents of this Prospectus, makes no representations as to its accuracy or completeness
and expressly disclaims any liability whatsoever for any loss howsoever arising from or in
reliance upon any part of the contents of this Prospectus.
Applications for Shares offered pursuant to this Prospectus can only be submitted on an original
Application Form, which accompanies this Prospectus.
The distribution of this Prospectus in jurisdictions outside Australia may be restricted by law and
therefore persons into whose possession this document comes should seek advice on and observe
any such restrictions. Any failure to comply with these restrictions may violate securities laws.
Applicants who are resident in countries other than Australia should consult their professional
advisers as to whether any governmental or other consents are required or whether any other
formalities need to be considered and followed.
This Prospectus does not constitute an offer of Shares in any jurisdiction where, or to any person to
whom, it would be unlawful to issue this Prospectus.
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No person is authorised to give information or to make any representation in connection with this
Prospectus, which is not contained in the Prospectus. Any information or representation not so
contained may not be relied on as having been authorised by the Company in connection with this
Prospectus.
Conditional Offer
The Offer is conditional on satisfaction or waiver of all of the conditions precedent to the Share Sale
Agreement entered into between the Company, Swala BVI and the Swala BVI Shareholders on or
before 30 April 2013 or such other date as may be agreed by the Company and Dr David Mestres
Ridge (as the representative for the Swala BVI Shareholders) in writing (End Date). Please refer to
Section 7.1 for a summary of the terms and conditions of the Share Sale Agreement.
In the event that all conditions precedent to the Share Sale Agreement are not satisfied or waived in
accordance with the terms of the Share Sale Agreement, the Offer will not proceed and investors will
be refunded their application monies. No interest will be paid on this money.
Exposure Period
The Corporations Act prohibits the Company from processing Applications in the 7 day period after
the date of lodgement of the Prospectus, which may be extended by ASIC by up to a further 7 days
pursuant to section 727(3) of the Corporations Act (Exposure Period).
This Prospectus will be circulated during the Exposure Period. The purpose of the Exposure Period is
to enable this Prospectus to be examined by market participants prior to the raising of funds.
Potential investors should be aware that this examination may result in the identification of
deficiencies in the Prospectus and, in those circumstances, any application that has been received
may need to be dealt with in accordance with section 724 of the Corporations Act.
Applications for Shares under this Prospectus will not be processed by the Company until after the
expiry of the Exposure Period. No preference will be conferred on persons who lodge applications
prior to the expiry of the Exposure Period.
Electronic Prospectus
A copy of this Prospectus can be downloaded from the website of the Company at www.swalaenergy.com. Any person accessing the electronic version of this Prospectus for the purpose of
making an investment in the Company must be an Australian resident and must only access this
Prospectus from within Australia.
The Corporations Act prohibits any person passing onto another person an Application Form unless it
is attached to a hard copy of this Prospectus or it accompanies the complete and unaltered version of
this Prospectus. Any person may obtain a hard copy of this Prospectus free of charge by contacting
the Company.
The Company reserves the right not to accept an Application Form from a person if it has reason to
believe that when that person was given access to the Application Form it was not provided together
with the electronic Prospectus and any relevant supplementary or replacement Prospectus or any of
those documents were incomplete or altered.
Foreign Jurisdictions
This Prospectus does not constitute an offer in any place in which, or to any person to whom, it would
not be lawful to make such an offer. No action has been taken to register or qualify the Shares or the
Offer, or to otherwise permit a public offering of the Shares in any jurisdiction outside Australia.
The distribution of this Prospectus outside Australia may be restricted by law and persons who come
into possession of this Prospectus outside Australia should observe any such restrictions. Any failure
to comply with such restrictions may constitute a violation of applicable securities laws. Applicants
who are resident in countries other than Australia should consult their professional advisers as to
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whether any governmental or other consents are required or whether any other formalities need to be
considered and followed.
United States
In particular, the Shares have not been, and will not be, registered under the United States Securities
Act of 1933, as amended (US Securities Act) and may only be offered or sold:


in the United States to “qualified institutional buyers”, as defined under Rule 144A of the US
Securities Act, in transactions exempt from, or not subject to, the registration requirements of
the US Securities Act; and



outside the United States in “offshore transactions” in compliance with Regulation S under the
US Securities Act and applicable local law.

United Kingdom
This Prospectus does not constitute a prospectus for the purposes of the Prospectus Rules published
by the United Kingdom Financial Services Authority (FSA) and has not been approved by, or filed
with, the FSA or the United Kingdom Listing Authority. Furthermore, this Prospectus contains no offer
to the public within the meaning of section 102B of the UK Financial Services and Markets Act 2000
(FSMA), the Companies Act 2006 (UK Companies Act) or otherwise.
This Prospectus is being supplied in the United Kingdom only to persons who are (i) a “qualified
investor” within the meaning of section 86(7) of the FSMA and (ii) a “professional client” or an “eligible
counterparty” within the meaning of COBS 3.5.1 and COBS 3.6.1, respectively of the FSA Conduct of
Business Sourcebook and (iii) have professional experience in matters relating to investments and
who are investment professionals as specified in Article 19(5) of the Financial Services and Markets
Act 2000 (Financial Promotion) Order 2005 (the Order) or who are high net worth companies,
unincorporated associations and others as specified in Article 49(2) of the Order. Any investment or
investment activity to which this Prospectus relates is available only to such persons and will be
engaged in only with such persons. Persons who do not have professional experience in matters
relating to investments should not rely on this Prospectus.
This Prospectus is exempt from the general restriction on the communication of invitations or
inducements to enter into investment activity and has therefore not been approved by an authorised
person as would otherwise be required by section 21 of the FSMA. It is a condition of any application
for Shares pursuant to the Offer by any person in the United Kingdom that such person falls within,
and warrants and undertakes to the Company that it falls within, one of the categories of persons
described above.
Hong Kong
WARNING: This document has not been, and will not be, registered as a prospectus under the
Companies Ordinance (Cap. 32) of Hong Kong (Companies Ordinance), nor has it been authorised
by the Securities and Futures Commission in Hong Kong pursuant to the Securities and Futures
Ordinance (Cap. 571) of the Laws of Hong Kong (SFO). No action has been taken in Hong Kong to
authorise or register this document or to permit the distribution of this document or any documents
issued in connection with it. Accordingly, the Shares have not been and will not be offered or sold in
Hong Kong by means of any document, other than (i) to "professional investors" (as defined in the
SFO) or (ii) in other circumstances that do not result in this document being a "prospectus" (as
defined in the Companies Ordinance) or that do not constitute an offer to the public within the
meaning of that ordinance. No advertisement, invitation or document relating to the Shares has been
or will be issued, or has been or will be in the possession of any person for the purpose of issue, in
Hong Kong or elsewhere that is directed at, or the contents of which are likely to be accessed or read
by, the public of Hong Kong (except if permitted to do so under the securities laws of Hong Kong)
other than with respect to Shares that are or are intended to be disposed of only to persons outside
Hong Kong or only to professional investors (as defined in the SFO and any rules made under that
ordinance). No person allotted Shares may sell, or offer to sell, such Shares in circumstances that
amount to an offer to the public in Hong Kong within six months following the date of issue of such
Shares.
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Website
No document or information included on the Company’s website is incorporated by reference into this
Prospectus.
Forward-looking statements
This Prospectus contains forward-looking statements which are identified by words such as ‘may’,
‘could’, ‘believes’, ‘estimates’, ‘targets’, ‘expects’ or ‘intends’ and other similar words that involve risks
and uncertainties.
These statements are based on an assessment of present economic and operating conditions, and
on a number of assumptions regarding future events and actions that, as at the date of this
Prospectus, are expected to take place.
Such forward-looking statements are not guarantees of future performance and involve known and
unknown risks, uncertainties, assumptions and other important factors, many of which are beyond the
control of the Company, the Directors and the management.
The Company cannot and does not give any assurance that the results, performance or
achievements expressed or implied by the forward-looking statements contained in this Prospectus
will actually occur and investors are cautioned not to place undue reliance on these forward-looking
statements.
The Company has no intention to update or revise forward-looking statements, or to publish
prospective financial information in the future, regardless of whether new information, future events or
any other factors affect the information contained in this Prospectus, except where required by law.
These forward-looking statements are subject to various risk factors that could cause the Company’s
actual results to differ materially from the results expressed or anticipated in these statements. These
risk factors are set out in Sections 3.9 and 6.
Photographs and Diagrams
Photographs used in this Prospectus which do not have descriptions are for illustration only and
should not be interpreted to mean that any person endorses the Prospectus or its contents or that the
assets shown in them are owned by the Company. Diagrams used in this Prospectus are illustrative
only and may not be drawn to scale.
Defined terms and interpretation
Certain terms or abbreviations used in this Prospectus have defined meanings which are explained in
Section 15. A reference to a Section is a reference to a section in this Prospectus.
Competent Person’s Statement
The information in this Prospectus that relates to the East African Projects is based on information
that has been compiled by Neil C. Taylor, who is a full time employee of the Company with over 30
years’ experience in oil and gas exploration and a member of the Petroleum Exploration Society of
Australia. Mr Taylor consents to the inclusion in this Prospectus of the matters based on his
information in the form and context in which they appear.
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Chairman’s Letter

Dear Investor,
On behalf of the Directors, it is my pleasure to invite you to invest in Swala Energy Limited (Company
or Swala). Following its acquisition of Swala BVI, the Company intends to focus on the exploration of
hydrocarbons in sub-Saharan Africa and position itself to take advantage of the recent success in
exploration within the East African Rift System and the exploration work recently undertaken by Swala
BVI.
The Company, by way of this Prospectus, is offering for subscription 55,000,000 Shares at
$0.20 each to raise $11,000,000 (before costs and expenses).
As detailed in this Prospectus, the Company is proposing to acquire all of the issued shares of Swala
Energy Limited (a company incorporated with limited liability under the laws of the British Virgin
Islands with company number 1604418) (Swala BVI) pursuant to the Share Sale Agreement. Swala
BVI’s subsidiaries have interests in three oil and gas exploration blocks covering a net area of
approximately 22,000 square kilometres in the East African Rift System in onshore Kenya and
Tanzania (the East African Projects).
The Offer, made pursuant to this Prospectus, is conditional on satisfaction or waiver of all of the
conditions precedent to the Share Sale Agreement on or before the End Date. This Prospectus
provides detailed information regarding the Offer, Swala BVI’s assets, the Company’s proposed
activities following completion of the Acquisition and the risk factors associated with investing in the
Company.
Both Kenya and Tanzania have seen considerable increase in demand for access by international oil
exploration companies in recent times. The Directors believe that following completion of the Offer,
Swala will be well positioned to take advantage of this heightened interest.
The funds raised pursuant to the Offer, together with the Company’s existing cash reserves, will be
applied towards satisfying the minimum work program to be undertaken on the East African Projects,
including carrying out 2D seismic surveys over the East African Projects and, subject to the outcome
and success of the exploration program in respect of Block 12B, the drilling of one exploratory well in
Block 12B. Further details relating to the proposed use of funds raised from the Offer are set out in
Section 3.13.
Swala has an experienced management and technical team, strong in-country connections and is
working diligently to expand on its asset base. Assuming the successful completion of the Acquisition,
the Directors believe that these factors maximise the Company’s strategic position to take advantage
of any exploration success resulting from its proposed exploration activities within the East African
Projects.
Investors should be aware however that the Company’s activities and an investment in the Company
are speculative due to the nature of oil exploration and there is no guarantee that exploration of the
East African Projects will be successful. The key risks associated with an investment in Swala are set
out in Sections 3.9 and 6.
I recommend that you read this Prospectus in its entirety prior to making a decision to invest in the
Company. It will provide a clear review of the assets in question and the proposed direction of the
Company.
On behalf of the Board, I look forward to welcoming you as a Shareholder of Swala Energy Limited.
Yours sincerely

Ken Russell
Non-Executive Chairman
Swala Energy Limited
Swala Energy Limited – Prospectus
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Investment Overview

3.1

Important Notice
This Section is a summary only and not intended to provide full information for investors
intending to apply for Shares offered pursuant to this Prospectus. This Prospectus should be
read and considered in its entirety. The Shares offered under this Prospectus carry no
guarantee in respect of return of capital, return on investment, payment of dividends or the
future value of the Shares.

3.2

The Company
Swala Energy Limited (Company) is a public company limited by shares and incorporated on
17 January 2013. It is based in Perth, Western Australia.
The Company has entered into a share sale agreement (Share Sale Agreement) with certain
shareholders of Swala BVI (Swala BVI Shareholders) to acquire up to 100% of the issued
shares of Swala BVI from the Swala BVI Shareholders (Acquisition) in consideration for the
issue of:
(a)

60,000,000 Shares; and

(b)

15,000,000 Performance Shares,

(together, the Consideration Securities) to the Swala BVI Shareholders, to be distributed in
proportion to their respective interests in the shares of Swala BVI. Further details of the terms
and conditions of the Performance Shares are set out in Sections 13.2 and 13.3.
Completion of the Acquisition is to occur concurrently with the issue of Shares under the Offer,
details of which are set out in Section 3.10. As at the date of this Prospectus, the intention of
the Company is that both the Consideration Securities and the Shares to be issued pursuant to
the Offer will be issued on or about 5 April 2013.
Swala BVI
Swala Energy Limited (a limited liability company incorporated under the laws of the British
Virgin Islands with company number 1604418) (Swala BVI) is an unlisted private company that
was incorporated in the British Virgin Islands on 10 September 2010.
Swala BVI explores for oil and gas in sub-Saharan Africa, with a particular focus on eastern
and central Africa. Swala BVI’s African subsidiaries, Swala Oil and Gas (Tanzania) Limited
(SOGTL) (a company in which Swala BVI holds a 65.13% interest) and Swala Energy (Kenya)
Limited (Swala Kenya) own participating interests in Block 12B (Kenya), the Pangani Licence
(Tanzania) and the Kilosa-Kilombero Licence (Tanzania) (together, the East African Projects).
A summary of each of the licences comprising the East African Projects is set out in Section
3.3.
Following completion of the Acquisition and assuming all Swala BVI Shareholders execute the
Share Sale Agreement, the Swala BVI Shareholders will become shareholders of the Company
and Swala BVI will become a wholly-owned subsidiary of the Company. Accordingly, the
Swala Group’s corporate structure will be as set out below. For further information regarding
the implications that may arise if not all Swala BVI Shareholders execute the Share Sale
Agreement, please refer to the heading ‘Execution of the Share Sale Agreement’ in Section 3.9.
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100%

65.13%

50%

100%

50%

84.11%

100%

50%

Following completion of the Acquisition, the Company will focus on the exploration of
hydrocarbons in sub-Saharan Africa and position itself to take advantage of the recent success
in exploration within the East African Rift System and the exploration work recently undertaken
by Swala BVI. Specifically, the Company intends to undertake a series of 2D seismic surveys
on the East African Projects and, subject to the outcome and success of the exploration
program in respect of Block 12B, drill one exploratory well in Block 12B.
In addition to a focus on the East African Projects in Kenya and Tanzania, the Company
intends to pursue additional hydrocarbon licences in sub-Saharan Africa, with a particular focus
on the Democratic Republic of Congo, Kenya, Malawi, Mozambique, Tanzania, Uganda and
Zambia.
3.3

Summary of the licences comprising the East African Projects
Block 12B (Kenya)
Swala Kenya holds a 50% participating interest in Block 12B. The remaining 50% participating
interest is held by Tullow Kenya, the operator of the licence.
Block 12B is located on the eastern edge of Lake Victoria in Kenya and has a gross area of
8,000km2. It covers part of the eastern branch of the East African Rift System.
During 2012, Tullow Kenya acquired 3,500km of airborne gravity-magnetic data and a further
2,500km of low level, detailed magnetic data. This data was analysed in conjunction with a
geochemical analysis of a soil sample from a water well reportedly contaminated by oil, plus an
on-going review of over 250 water well reports to confirm whether such potential contamination
has been reported elsewhere in Block 12B. In December 2012, Tullow Kenya applied for, and
was granted, a 6 month extension to the Contract Year 1 activities under the 12B PSC to allow
further investigation of the basin, which will include accelerated weight drop (AWD) seismic
works.

Swala Energy Limited – Prospectus

page | 8

Block 12B
Participating Interest of Swala Kenya

50%

Net working interest of the Company

50%

Partner

Tullow Kenya (50%)

Operator

Tullow Kenya

Gross area

8,000 km2

Kilosa-Kilombero Licence (Tanzania)
SOGTL is both the operator of, and the holder of a 50% participating interest in, the KilosaKilombero Licence. The remaining 50% participating interest is held by Otto Energy (Tanzania)
Limited.
The Kilosa-Kilombero Licence covers a gross area of 17,675km2 in Tanzania across a portion
of the East African Rift System and remains largely unexplored. To date, there have been no
wells drilled or seismic data acquired over the licence.
During 2012, SOGTL acquired over 13,500km of combined airborne gravity and magnetic data
and carried out remote sensing activities and a field reconnaissance to the licence area. Based
on the results of that work, SOGTL and Otto Energy (Tanzania) Limited have decided to
progress to the second year of the initial exploration period, which will involve the acquisition of
300km of 2D seismic and geochemical sampling.
Kilosa-Kilombero Licence
Participating Interest of SOGTL (of which
Swala BVI holds a 65.13% interest)

50%

Net working interest of the Company

32.6%

Partner

Otto Energy (Tanzania) Limited (50%)

Operator

SOGTL

Gross area

17,675 km2

Pangani Licence (Tanzania)
SOGTL is also both the operator of, and the holder of a 50% participating interest in, the
Pangani Licence. The remaining 50% participating interest is held by Otto Energy (Tanzania)
Limited.
The Pangani Licence covers a gross area of 17,156km2 in Tanzania across a portion of the
East African Rift System and remains largely unexplored. The recent nature of the rift is
highlighted by satellite gravity data but the basin is filled by recent alluvial sediments and the
underlying geology is currently unknown. To date, there have been no wells drilled or seismic
data acquired over the licence.
During 2012, SOGTL acquired over 8,000km of combined airborne gravity and magnetic data
and carried out remote sensing activities and a field reconnaissance to the licence area. Based
on the results of that work, SOGTL and Otto Energy (Tanzania) Limited have decided to
progress to the second year of the initial exploration period, which will involve the acquisition of
200km of 2D seismic and geochemical sampling.
Pangani Licence
Participating Interest of SOGTL (of which
Swala BVI holds a 65.13% interest)

50%

Net working interest of the Company

32.6%

Partner

Otto Energy (Tanzania) Limited (50%)
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Operator

SOGTL

Gross area

17,156 km2

Please refer to Section 5.6 for further details relating to the East African Projects.
3.4

Overview of petroleum operations and regulations in Kenya and Tanzania
Kenya
All petroleum in Kenya in its natural state vests in the Government of the Republic of Kenya
(Kenyan Government). The Kenyan Government, through the Ministry of Energy, conducts
petroleum operations through oil companies established by the Kenyan Government and
contractors in accordance with petroleum agreements. Such agreements are based on the
model petroleum agreements issued under the Kenyan Petroleum (Exploration and Production)
Act.
Swala Kenya and Tullow Kenya have been granted exclusive rights to conduct petroleum
operations on Block 12B pursuant to a production sharing agreement between the Kenyan
Government, Swala Kenya and Tullow Kenya (12B PSC).
Under the terms of the 12B PSC, Swala Kenya and Tullow Kenya are authorised to conduct
exploration operations on the area to which Block 12B is situated (Licence Area) for an initial
term of 2 years commencing on 16 May 2012, with two options to extend the exploration period
for a further 2 years each, upon application by Swala Kenya and Tullow Kenya and provided all
previous commitments have been satisfied. At the end of the second extension period, the 12B
PSC terminates to the extent that those areas within Block 12B have not been covered by a
development licence.
Swala Kenya and Tullow Kenya have also agreed to perform and fund the minimum exploration
work program set out in the 12B PSC during the term of the exploration period and progression
to the next year within the exploration period is only permitted if the work commitments which
are the subject of that year have been honoured. Each annual work commitment also has an
associated minimum expenditure commitment. A summary of these commitments is set out in
Section 7.4(b).
A summary of the key terms of the 12B PSC and the risks relating to the 12B PSC are set out
in Sections 7.4 and 3.9, respectively. For further information relating to the petroleum legislation
and regulations in Kenya, please refer to section 6 of the Kenyan Advocate’s Report at
Section 12.
Tanzania
Similarly, all title and control over petroleum on any land in Tanzania vests with the government
of the United Republic of Tanzania (Tanzanian Government) and is regulated by the
Tanzanian Petroleum Development Corporation (TPDC), a state-owned corporation
established by the Tanzanian Government. As a matter of policy and general practice, all
licences for exploration blocks in Tanzania are issued to the TPDC, following a bidding process
by oil and gas companies. TPDC then engages the investor to carry out the petroleum
operations on its behalf, by granting it exclusive rights over an exploration block under a
production sharing agreement.
The Kilosa-Kilombero Licence and the Pangani Licence are issued in the name of the TPDC in
accordance with usual practice in Tanzania and exclusive rights granted in relation to each of
the Kilosa-Kilombero Licence and the Pangani Licence have been granted to SOGTL under
production sharing agreements between the Tanzanian Government and SOGTL (Tanzanian
PSCs). On 21 February 2012, SOGTL assigned a 50% interest in all of its rights, interests and
benefits in and to each of the Tanzanian PSCs to Otto Energy (Tanzania) Limited.
Under the terms of the Tanzanian PSCs, SOGTL and Otto Energy (Tanzania) Limited are
granted an exclusive right to conduct, on behalf of TDPC as licence holder, petroleum
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are situated (Licence Areas) for an initial term of 4 years, with two options to extend the
exploration period, upon application by SOGTL and Otto Energy (Tanzania) Limited and
provided all previous commitments have been satisfied, for a further 4 years and 3 years,
respectively. At the end of the second extension period, each of the Tanzanian PSCs
terminates to the extent that those areas within the Licence Areas have not been covered by a
development licence.
SOGTL and Otto Energy (Tanzania) Limited have agreed to perform and fund the minimum
exploration work program set out in the Tanzanian PSCs during the term of the exploration
period and progression to the next year within the exploration period is only permitted if the
work commitments which are the subject of that year have been honoured. Each annual work
commitment also has an associated minimum expenditure commitment. If SOGTL and Otto
Energy (Tanzania) Limited do not complete that work commitment then under the terms of the
relevant Tanzanian PSC, they are required to pay compensation to TPDC in the amount of the
unspent balance of the financial obligations. A summary of these commitments is set out in
Section 7.6(b).
A summary of the key terms of the Tanzanian PSCs and the risks relating to these agreements
are set out in Sections 7.6 and 3.9, respectively. For further information relating to the
petroleum legislation and regulations in Tanzania, please refer to sections 7.15 to 7.20 of the
Tanzanian Solicitor’s Report at Section 11.
3.5

Conditional Offer
The Offer is conditional on satisfaction or waiver of all of the conditions precedent to the Share
Sale Agreement on or before 30 April 2013 or such other date as may be agreed by the
Company and Dr David Mestres Ridge (as the representative for the Swala BVI Shareholders)
in writing (End Date).
In the event that all conditions precedent to the Share Sale Agreement are not satisfied or
waived in accordance with the terms of the Share Sale Agreement, the Offer will not proceed
and investors will be refunded their application monies. No interest will be paid on this money.
Completion of the Acquisition remains subject to the following conditions precedent:


each of the Company, Dr David Mestres Ridge, Neil Taylor, Jeff Hume, Chris Opperman,
OCRA Trustees (Isle of Man) Limited as trustee for the Kauri Trust and Swala BVI
executing, in a form reasonably satisfactory to the Company, a deed of termination and
release terminating the shareholders’ agreement dated 2 November 2010 (as amended)
between Swala BVI, Dr David Mestres Ridge, Neil Taylor, Jeff Hume and Chris
Opperman. As at the date of this Prospectus, this condition has been satisfied; and



Swala BVI obtaining, in a form reasonably satisfactory to the Company, all statutory and
regulatory approvals and any other third party consents or waivers which are necessary
or desirable to complete the Acquisition.

The above conditions are for the sole benefit of the Company and may be waived by the
Company at any time. The parties must use their best endeavours to ensure satisfaction of the
above conditions as soon as reasonably practicable and if any of the above conditions are not
satisfied (or waived) on or before the End Date, any party may terminate the Share Sale
Agreement. The Company believes that Swala BVI will obtain all statutory and regulatory
approvals and any other third party consents or waivers which are necessary or desirable to
complete the Acquisition before the Closing Date of the Offer. Accordingly, as at the date of this
Prospectus, the Company does not have any current intention to waive this condition.
Completion of the Share Sale Agreement is to occur on the date which is the later of 2
Business Days after the satisfaction or waiver of the last of the above conditions and the date
of issue of Shares under the Offer (or such other date as agreed to by the Company and Dr
Mestres Ridge as the representative for the Swala BVI Shareholders).
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A summary of the Share Sale Agreement is set out in Section 7.1.
3.6

Business Model
Upon completion of the Acquisition, the Company intends to focus on the exploration for
hydrocarbons in sub-Saharan Africa and position itself to take advantage of the recent success
in exploration within the East African Rift System and the exploration work recently undertaken
by Swala BVI.

3.7

Objectives
The Company's main objectives on completion of the Offer and the Acquisition are to:
(a)

focus the Company’s operations primarily on the exploration for hydrocarbons in subSaharan Africa;

(b)

conduct 2D seismic surveys on the East African Projects; and

(c)

subject to the outcome and success of the exploration program in respect of Block 12B,
drill one exploratory well in Block 12B.

Further details of the Company’s proposed use of funds raised from the Offer (together with
existing cash reserves) are included in Section 3.13.
3.8

Key Investment Highlights
The key investment highlights include the following:

3.9

(a)

the eastern arm of the East African Rift System has been the scene of a number of
recent oil and gas discoveries highlighting the desirability of the oil and gas exploration
licences awarded in this region. Following the recent award of such exploration licences
in 2012, there are currently no more available exploration licences in the eastern arm of
the East African Rift System;

(b)

Swala BVI acquired the East African Projects prior to the oil and gas discoveries within
the region during 2012, and has succeeded in establishing a significant footprint in an
area that is currently the subject of intense exploration activity;

(c)

Swala BVI has completed its first year of exploration operations on its Tanzanian
licences and is due to complete the same on Block 12B in August 2013. Seismic
surveys will be carried out on all three licences comprising the East African Projects
during the course of 2013. Seismic surveys can identify structures that could potentially
be hydrocarbon-bearing and the Directors believe that such work will mature the
technical understanding of the East African Projects; and

(d)

upon completion of the Acquisition, the Directors believe that the Company will be well
positioned to continue to grow in sub-Saharan Africa and build on the success of Swala
BVI. It is proposed that the Company will expand its portfolio within the region by
pursuing applications for additional licences.

Key Risks
The business assets and operations of the Company are subject to certain risk factors that
have the potential to influence the operating and financial performance of the Company in the
future. These risks can impact on the value of an investment in the securities of the Company.
The Board aims to manage these risks by carefully planning its activities and implementing risk
control measures. Some of the risks are, however, highly unpredictable and the extent to which
it can effectively manage them is limited.
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Set out below are key risks that the Company is exposed to. Further risks associated with an
investment in the Company are outlined in Section 6.
Conditional Offer
The Offer is conditional on satisfaction or waiver of all of the conditions precedent to the Share
Sale Agreement entered into between the Company, Swala BVI and the Swala BVI
Shareholders on or before the End Date. Please refer to Section 7.1 for a summary of the
terms and conditions of the Share Sale Agreement.
There can be no guarantee that all conditions precedent to the Share Sale Agreement will be
waived or satisfied on or before the End Date. In the event that all conditions precedent to the
Share Sale Agreement are not satisfied or waived in accordance with the terms of the Share
Sale Agreement, the Offer will not proceed and investors will be refunded their application
monies. No interest will be paid on this money.
Execution of the Share Sale Agreement
The Company has entered into the Share Sale Agreement, the key terms of which are
summarised in Section 7.1. Pursuant to the Share Sale Agreement, the rights, obligations and
liabilities of each party to the Share Sale Agreement will not be affected by the fact that any
other person who is intended to execute the Share Sale Agreement has not done so or has not
done so effectively.
As at the date of this Prospectus, not all Swala BVI Shareholders have entered into the Share
Sale Agreement. Specifically, Swala BVI Shareholders holding an aggregate total of 90.70% of
the issued Swala BVI Shares have executed the Share Sale Agreement (as at the date of this
Prospectus). While the Company is in the process of arranging for its execution by each of the
remaining Swala BVI Shareholders, there can be no assurance that all of the Swala BVI
Shareholders who have not already signed the Share Sale Agreement will agree to sell their
Swala BVI Shares pursuant to the Share Sale Agreement.
To the extent that Swala BVI Shareholders do not execute the Share Sale Agreement, the
Company will not acquire their Swala BVI Shares upon completion of the Acquisition.
However, upon completion of the Acquisition, the Company (as a holder of at least 90% of the
votes of the outstanding shares of Swala BVI entitled to vote) will be entitled under applicable
British Virgin Islands law to direct Swala BVI to redeem all Swala BVI Shares held by the
remaining Swala BVI Shareholders.
In the event that not all Swala BVI Shareholders execute the Share Sale Agreement, it is the
Company’s intention to pursue the statutory redemption process as soon as possible following
completion of the Acquisition. It is estimated that completion of the statutory redemption
process could take up to 2 months following completion of the Acquisition. However, this
process will not impact the Company’s work programme and business targets.
There is a risk that, in following the statutory redemption procedures under applicable British
Virgin Islands law, Swala BVI may be required to redeem some or all of the remaining Swala
BVI Shares at a higher price than that offered under the Share Sale Agreement.
Risks associated with the 12B PSC and the Tanzanian PSCs
Upon completion of the Acquisition and the Offer, the ability of the Company to develop and
exploit oil and gas reserves on the East African Projects depends on the continued compliance
by Swala Kenya and SOGTL (as the case may be) with their obligations under the 12B PSC
and the Tanzanian PSCs respectively, including their obligations with respect to the minimum
expenditure commitments.
The 12B PSC and the Tanzanian PSCs play a major role in the ongoing operations of Swala
BVI’s business. Accordingly, any failure by Swala Kenya or SOGTL to perform their respective
obligations or any breakdown in relations between Swala Kenya and the Kenyan Government
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or SOGTL and the Tanzanian Government (as the case may be), could have an adverse effect
on the Company and its interests in the East African Projects.
In the event of production of petroleum on any of the licences comprising the East African
Projects:


60% of all crude oil produced from Block 12B during that fiscal year and not used
in production operations is set aside to cover Swala Kenya and Tullow Kenya’s
operation costs and the Kenyan Government will then be entitled to between 5070% of the remaining products extracted from Block 12B, depending on the daily
total production rates. In addition, if the value of crude oil exceeds US$50 per
barrel, the Kenyan Government will also be entitled to receive from Swala Kenya
and Tullow Kenya, a windfall profits payment based on Swala Kenya and Tullow
Kenya’s share of profit oil; and



TPDC must deliver to the Tanzanian Government a royalty payment of 12.5% of
the total crude oil/natural gas production from the Kilosa-Kilombero Licence and
the Pangani Licence and no more than 50% of the remaining production must be
set aside to cover SOGTL and Otto Energy (Tanzania) Limited’s operating,
exploration and development expenses. The TPDC will then be entitled to
between 45-70% of oil and 60-85% of gas extracted from the Kilosa-Kilombero
Licence and the Pangani Licence, depending on the daily total production rates.

In addition, under the 12B PSC and the Tanzanian PSCs, if a development plan for a
development area within one of the licences comprising the East African Projects is validly
adopted, the Kenyan Government or the Tanzanian Government (as the case may be, or their
respective appointees) has to right to take up to a 10% equity interest (in the case of Block
12B) and up to a 20% equity interest (in the case of the Kilosa-Kilombero Licence and the
Pangani Licence) in the petroleum operations in the development area. In the event that the
Kenyan Government or the Tanzanian Government (as the case may be) elects to participate,
Swala Kenya’s interest in Block 12B will decrease by 5% and SOGTL’s interest in the KilosaKilombero Licence and the Pangani Licence will decrease by 10%, respectively.
A summary of the 12B PSC and the Tanzanian PSCs are set out in Sections 7.4 and 7.6,
respectively.
Contractual Risk
Pursuant to the Share Sale Agreement, the key terms of which are summarised in Section 7.1,
the Company has agreed to acquire 100% of the issued shares of Swala BVI subject to the
fulfilment of certain conditions precedent.
In addition, Swala BVI (through its African subsidiaries, Swala Kenya and SOGTL) has entered
into various production sharing contracts and joint operating agreements with third parties
(including the Kenyan and Tanzanian governments) relating to the East African Projects, all of
which currently play a major role in the ongoing operations of Swala BVI’s business. If there
was a breakdown in relations between Swala Kenya or SOGTL (as the case may be) and a
counterparty to a production sharing contract or joint operating agreement or a counterparty
failed to perform its obligations under the relevant agreement, such risks could have a negative
impact on the Company and its interests in the East African Projects. A summary of the
production sharing contracts and joint operating agreements to which Swala Kenya and
SOGTL are party is set out in Section 7.
The ability of the Company to achieve its stated objectives will depend on the performance by
the counterparties to these contracts of their respective obligations. If any of them default in the
performance of their obligations, the relevant contracts may be terminated and it may be
necessary for the Company to approach a court to seek a legal remedy. Legal action can be
costly and there can be no guarantee that a legal remedy will ultimately be granted on
appropriate terms.
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Tanzanian tax implications
As indicated above, Swala BVI holds a 65.13% interest in SOGTL, a company incorporated in
Tanzania and which is considered to be tax resident in Tanzania.
Section 56 of the Tanzanian Income Tax Act (ITA) deals with the Tanzanian income tax
consequences of a change in the underlying ownership of a Tanzanian-resident entity (such as
SOGTL) by more than 50%. Section 56(1) of the ITA provides that “where the underlying
ownership of an entity changes by more than fifty percent as compared with the ownership at
any time during the previous three years, the entity shall be treated as realizing any assets
owned and any liabilities owed by it immediately before the change”. This applies whether or
not there is continuity in the business activities carried on by the Tanzanian entity.
The income tax liability which arises on a deemed disposal triggered by section 56 of the ITA is
attached to the Tanzanian company (i.e. in this case, SOGTL). This is not the tax liability of the
direct or indirect owners of the shares.
Section 56 of the ITA does not prescribe the value at which assets and liabilities would be
deemed to be disposed. However, section 39(h) of the ITA deals with deemed disposals under
section 56 and section 42 of the ITA prescribes that the value to be attributed to the deemed
disposal of assets and liabilities should be the fair market value. The assets and liabilities in
question are treated as immediately reacquired by the company at that value.
The capital gains arising from the deemed disposal will be calculated as the difference between
the deemed disposal value (i.e. the market value) and the cost of the assets and liabilities
(balance sheet value of the assets and liabilities). The capital gains tax will be computed at the
rate of 30% of the capital gain.
If, for example, the value of the licence interests reflected in the balance sheet is at a nominal
value and there is subsequently significant success in exploration activities, the market value of
the licence interests is likely to be substantially higher, and this may give rise to substantial
capital gains. The new balance sheet cost of the assets and liabilities post the section 56 event
will be the market value of the assets at the point of the deemed disposal. Therefore, although
the transaction will have capital gains tax implications on the entity, the base cost of its assets
and liabilities will be “stepped up” to the market value after the deemed realisation.
There are no exemptions available in respect of the implications of section 56(1) of the ITA.
Accordingly, a change in the shareholding of Swala BVI or the Company could trigger tax
consequences for SOGTL under section 56 of the ITA.
Implications of section 56 of the ITA on the Acquisition
Completion of the Acquisition under the Share Sale Agreement will not trigger the provisions of
section 56 of the ITA, as the underlying ownership of SOGTL will not change by more than 50%
(i.e. the Swala BVI Shareholders will own more than 50% of the Company upon completion of
the Acquisition).
Implications of section 56 of the ITA on the issue of Shares under the Offer and Convertible
Note Deeds
However, if the shareholding of the Company was to change such that new investors acquire
more than 77% of the Company’s issued capital, there would be a change of more than 50% of
the underlying ownership of SOGTL and section 56 of the ITA could be triggered. Upon
completion of the Offer, the underlying ownership of SOGTL will not change by more than 50%
and accordingly, the issue of Shares pursuant to the Offer and the Convertible Note Deeds will
not trigger the provisions of section 56 of the ITA.
Implications of section 56 of the ITA on future capital raisings by the Company
Depending on the Company’s exploration success and future capital requirements, the
Company may undertake equity capital raisings in the future.
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If such equity capital raisings result in the direct or indirect ownership of SOGTL changing by
more than 50% as compared with that ownership at any time during the previous three years,
SOGTL could, on a technical reading of section 56 of the ITA, be treated as realizing any
assets owned and any liabilities owed by it immediately before the change under section 56(1)
of the ITA. As at the date of this Prospectus, the Tanzanian Revenue Authority has not applied
this broad interpretation of section 56 of the ITA and it is unclear whether or how it would apply
such an interpretation in the future.
Major Controlling Shareholders
Following completion of the Acquisition and the Offer, the Swala BVI Shareholders will
collectively hold:
(a)

44.70% on an undiluted basis; and

(b)

if the Performance Shares held by Swala BVI Shareholders were to convert into Shares
in accordance with their terms and conditions, 50.26% on an undiluted basis,

assuming that no Swala BVI Shareholders subscribe for additional Shares pursuant to the
Offer.
Please refer to Section 3.18 for further details.
Recent Kenyan presidential election
The recent Kenyan presidential election held on 4 March 2013 resulted in the election of Uhuru
Kenyatta as the new President. The previous President and his cabinet were in power for the
last 10 years and, during such time, many of the exploration blocks were allocated to various oil
and gas exploration companies.
While it is not envisaged that the change in government will result in any risk to the validity and
enforceability of the 12B PSC, such transition can be fraught with political risk, particularly in
instances where the possibility of further oil discoveries exists.
Kenyan withholding tax implications
The Kenyan government has recently introduced amendments to the Kenyan Income Tax Act
that make the value or consideration from the sale of property or shares in respect of oil
companies, mining companies and mineral prospecting companies subject to a withholding tax.
A ‘sale of property or shares’ includes the assignment of rights, sale of companies and
businesses and takeovers or any other non-inventory assets.
The amendments to the Income Tax Act were made through the Finance Act, 2012 which was
assented to on 7 January 2013. The provisions on withholding tax came into effect on 1
February 2013.
The new law on withholding tax provides that income from the sale of property or shares in oil
companies, mining companies and mineral prospecting companies paid by a resident to a nonresident not having a permanent establishment in Kenya is subject to a withholding tax of 20%
and income paid to a resident in respect of the same is subject to a withholding tax of 10%.
The Income Tax Act provides that the withholding tax is payable on the gross value of income
realised from the sale of property or shares in respect of oil companies, mining companies or
mineral prospecting companies.
A resident, for tax purposes, in relation to a body of persons means:
(a)

that the body is a company incorporated under the laws of Kenya; or

(b)

that the management and control of the affairs of the body was exercised in Kenya in a
particular year of income under consideration; or

Swala Energy Limited – Prospectus

page | 16

(c)

that the body has been declared by the Minister by notice in the Gazette to be resident in
Kenya for any year of income.

A permanent establishment in relation to a person means a fixed place of business in which
that person carries on business and includes, a building site, or a construction or assembly
project, which has existed for six months or more. The reference to ‘person’ does not include a
partnership.
The withholding tax on oil, mining or mineral prospecting companies does not apply unless the
payment is incurred in the production of income accrued in or derived from Kenya in connection
with a business carried on or to be carried on, in whole or in part in Kenya OR if the payment is
made by the permanent establishment of a non-resident person to that non-resident person.
The withholding tax also only applies in respect of the income derived from the sale of property
or shares of oil, mining companies or mineral prospecting companies paid by a resident to
another resident person or to a non-resident person. It does not apply where the proceeds of
the sale of property or shares are made by a non-resident person to another non-resident
person.
The withholding tax provisions do not apply to payments made by a non-resident person to
another non-resident person in respect of the proceeds from the sale of property or shares of
an oil, mining or mineral prospecting company. Therefore, the Acquisition will not be subject to
the above mentioned provisions on withholding tax.
Kenyan local equity participation
Recently, the Kenyan Minister for Environment and Mineral Resources passed some
regulations which introduced a minimum local equity participation requirement of 35% for
mining operators. There are local equity participation requirements in industries such as
telecommunications and insurance. While the implementation of these regulations is currently
being considered by the industry, there is a risk that similar regulations are a possibility in the
future in the Kenyan oil and gas industry.
New Kenyan licensing rules on oil and gas
According to recent press reports, the Kenyan Government has announced new rules that are
aimed at increasing licensing fees and introducing tough penalties for non-adherence to
exploration schedules. The changes include higher royalties and taxes, and revocation of
mining and exploration licences of companies that do not keep to their exploration schedules.
The Kenyan Ministry of Energy has indicated that it intends to introduce the regulations under
the reviewed Petroleum Exploration Act by mid 2013. The rules have not yet been gazetted.
Risks Associated with Operating in Africa
The East African Projects lie within the Republics of Kenya and Tanzania and the Company will
be subject to the risks associated with operating in those countries. Such risks can include
economic, social or political instability or change, hyperinflation, currency non-convertibility or
instability and changes of law affecting foreign ownership, government participation, taxation,
working conditions, rates of exchange, exchange control, exploration licensing, export duties,
repatriation of income or return of capital, environmental protection, mine safety, labour
relations as well as government control over mineral properties or government regulations that
require the employment of local residents or contractors or require other benefits to be provided
to local residents.
There is a delay risk when dealing with Government agencies in Kenya and Tanzania, either
when it comes to application for the requisite licences or renewal. However, the Kenyan
Government has provided some assurances under the 12B PSC in trying to provide its
assistance in dealing with the environmental agency (NEMA), the immigration department and
in acquiring private land where the same may be required for exploration and production.
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Changes to exploration, mining or investment policies and legislation or a shift in political
attitude in the jurisdictions in which Swala BVI operates may adversely affect the Company’s
proposed operations and profitability. The Company might also be required by local authorities
to invest in social projects for the benefit of the local community. Additional social expenditures
in the future may have a negative impact on the Company’s profitability.
The Legal Systems
The legal systems in which Swala BVI operates are less developed than those in more
established countries and this could result in the following risks:


political difficulties in obtaining effective legal redress in the courts whether in respect of
a breach of law or regulation or in an ownership dispute;



a higher degree of discretion held by various government officials or agencies;



the lack of political or administrative guidance on implementing applicable rules and
regulations, particularly in relation to taxation and property rights;



inconsistencies or conflicts between and within various laws, regulations, decrees, orders
and resolutions; or



relative inexperience of the judiciary and court in matters affecting the Company.

The commitment from local business people, government officials and the judicial system to
abide by legal requirements and negotiated agreements may be more uncertain, creating
particular concerns with respect to licences and agreements for business. These may be
susceptible to revision or cancellation and legal redress may be uncertain or delayed. There
can be no assurance that the Share Sale Agreement between the Company and Swala BVI
and other legal arrangements will not be adversely affected by the actions of the government
authorities or others. As such, the effectiveness and enforcement of such arrangements
cannot be assured.
Early Stage Projects
As noted in the Independent Technical Specialist’s Report in Section 10, the East African
Projects are located in an attractive but largely unexplored section of the East African Rift
System. No wells have been drilled within the licences that constitute the East African Projects
and work to date has been limited to interpreting (and some reprocessing of) the legacy data
and in performing airborne gravity-magnetic surveys of the licences; therefore the mapping and
identification of potential prospects is still at a very early stage. As the East African Projects
are at a very early stage, there is a risk that planned exploration programs may be
unsuccessful and may not result in the discovery of commercial quantities of hydrocarbons.
Please refer to the Independent Technical Specialist’s Report set out in Section 10 for further
details.
Exploration and Development Risks
The business of oil and gas exploration, project development and production, by its nature,
contains elements of significant risk with no guarantee of success. The East African Projects
are still at a very early stage and there is no guarantee of development. Ultimate and
continuous success of activities is dependent on many factors such as:


the discovery and/or acquisition of economically recoverable reserves;



access to adequate capital for project development;



design and construction of efficient development and production infrastructure within
capital expenditure budgets;
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securing and maintaining title to interests;



obtaining regulatory consents and approvals necessary for the conduct of oil and gas
exploration, development and production;



securing plant and equipment, particularly given equipment utilisation rates are high in
the current period of global exploration/production activity, hence competition for such
equipment may also be high; and



access to competent operational management and prudent financial administration,
including the availability and reliability of appropriately skilled and experienced
employees, contractors and consultants.

There is no assurance that any exploration on current or future interests will result in the
discovery of an economic deposit of oil or gas. In particular, completed wells may never
produce oil or gas or may not produce sufficient quantities or qualities of oil or gas to be
profitable or commercially viable and may result in a total loss of the investments by the
Company.
Whether or not income will result from projects undergoing exploration and development
programs depends on successful exploration and establishment of production facilities.
Factors including costs, actual hydrocarbons and formations, flow consistency and reliability
and commodity prices affect successful project development and operations.
Drilling activities carry risk and as such, activities may be curtailed, delayed or cancelled as a
result of weather conditions, mechanical difficulties, shortages or delays in the delivery of drill
rigs or other equipment. In addition, drilling and operations include reservoir risk such as the
presence of shale laminations in the otherwise homogeneous sandstone porosity.
Industry operating risks include fire, explosions, unanticipated reservoir problems which may
affect field production performance, industrial disputes, unexpected shortages or increases in
the costs of consumables, spare parts, plant and equipment, mechanical failure or breakdown,
blow outs, pipe failures and environmental hazards such as accidental spills or leakage of
liquids, gas leaks, ruptures, discharges of toxic gases or geological uncertainty (such as lack of
sufficient sub-surface data from correlative well logs and/or formation core analyses). The
occurrence of any of these risks could result in legal proceedings against the Company and
substantial losses to the Company due to injury or loss of life, damage to or destruction of
property, natural resources or equipment, pollution or other environmental damage, clean-up
responsibilities, regulatory investigation, and penalties or suspension of operations. Damage
occurring to third parties as a result of such risks may give rise to claims against the Company.
In addition, the Company will be required to comply with the applicable governmental
regulations in each of the jurisdictions in which it operates in relation to licence conditions, the
environment and operational conduct.
Environmental Risk
The Company’s activities in eastern and central Africa will be subject to various regulations
regarding environmental matters and the environmental risks inherent in the oil and gas
industry including, without limitation, accidental spills, leakage or other circumstances that
could expose the Company to extensive liability.
In the event the Company undertakes oil field developments within the East African Projects a
rigorous environmental assessment would have to be conducted, a lengthy approval process
would need to be implemented and stringent conditions imposed on the Company’s well design
and operating practices. This may adversely affect the Company’s exploration and
development schedule.
Whilst the Company intends to conduct its activities in an environmentally responsible manner,
risks arise in relation to compliance with these regulations and approvals. The introduction of
more stringent regulations and conditions may also adversely affect the Company.
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No profit to date and uncertainty of future profitability
As the Company is newly incorporated, it is not possible to evaluate the Company’s future
prospects based on past performance. The Company expects to make losses in the
foreseeable future. Factors that will determine the Company’s future profitability are its ability
to manage its costs, its ability to execute its development and growth strategies, the success of
its activities in a competitive market, the actions of competitors and regulatory developments.
As a result, the extent of future profits, if any, and the time required to achieve sustainable
profitability, is uncertain. In addition, the level of any such future profitability (or loss) cannot be
predicted and may vary significantly from period to period.
The risk factors set out in Section 6, and other general risks applicable to all investments in
listed securities not specifically referred to, may also affect the value of the Securities in the
future. Accordingly, an investment in the Company should be considered highly speculative.
3.10 The Offer
The Company invites applications for 55,000,000 Shares at an issue price of $0.20 per Share
to raise $11,000,000 (before costs and expenses).
The minimum subscription under this Prospectus is $11,000,000.
The key information relating to the Offer and references to further details are set out below.
3.11 Indicative timetable
An indicative timetable of events relating to the transaction is outlined below.
Event

Indicative Date

Lodgement of Prospectus with the ASIC

12 March 2013

Opening Date of Offer

18 March 2013

Closing Date of Offer

2 April 2013

Issue of Consideration Securities pursuant to the Share Sale
1
Agreement

5 April 2013

Issue of Shares under this Prospectus

5 April 2013

Anticipated date of admission to the official list of ASX

12 April 2013

Note:
1.

Completion of the Acquisition is to occur on the date which is the later of 2 Business Days after the
satisfaction or waiver of the last of the conditions precedent to the Share Sale Agreement and the date of
issue of Shares under this Prospectus (or such other date as agreed to by the Company and Dr Mestres
Ridge as the representative for the Swala BVI Shareholders). The Company expects that completion of the
Acquisition will occur on the same date as the issue of Shares under this Prospectus. Please refer to a
summary of the terms and conditions of the Share Sale Agreement in Section 7.1 for further details.

The above dates are indicative only and may change without notice. The Company reserves
the right to extend the Closing Date or close the Offer early without notice.
3.12 Purpose of the Offer
The purpose of the Offer is to provide additional funds to enable the Company to:
(a)

conduct 2D seismic surveys on the East African Projects and, subject to the outcome
and success of the exploration program in respect of Block 12B, the drilling of an
exploratory well in Block 12B, the further details of which are included in Section 3.13;

(b)

provide sufficient working capital to meet the Company’s anticipated business
development, overhead and administration expenses; and
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(c)

meet the expenses of the Offer.

On completion of the Offer, the Board believes that funds raised from the Offer will provide the
Company with sufficient funds to achieve the Company’s objectives as set out above.
3.13 Use of Proceeds
The Company intends to apply funds raised from the Offer, together with existing cash
reserves, following admission of the Company to the official list of ASX, as follows:
Funds Available

Minimum subscription
$11,000,000

Existing cash reserves of Swala

1

$300,000

Funds raised from the Offer

$11,000,000
TOTAL

$11,300,000

Accelerated Weight Drop (AWD) seismic programme on Block
2
12B (Kenya)

$820,072

Use of Funds

3

2D seismic surveys on the East African Projects:


Block 12B (Kenya)

$2,079,538



Kilosa-Kilombero Licence (Tanzania)

$2,262,659



Pangani Licence (Tanzania)

$1,306,600

Drilling one exploratory well in Block 12B (Kenya)
Expenses of the Offer

3, 4

$2,935,818

5

$1,115,532

Working capital, administration expenses and expenses of the
6
Acquisition

$779,781

TOTAL

$11,300,000

Notes:
1. This is the cash balance of Swala as at 11 March 2013.
2. Contract Year 1 for Block 12B (Kenya) has been extended for a further 6 months and is due to expire on
16 August 2013. Although Swala Kenya and Tullow Kenya have fulfilled their minimum expenditure
commitments for Contract Year 1, it is intended that further work will be carried out prior to commencing 2D
seismic surveys on Block 12B for Contract Year 2. The funds allocated to these works are subject to Swala
Kenya and Tullow Kenya confirming the extent to which each party is to be responsible for such funds under
the Participation Agreement. If Swala is not responsible for such funding, these funds will be used for working
capital purposes. Please refer to Section 7.3 for a summary of the Participation Agreement.
3. Please refer to Section 5.7 for further details on the Company’s minimum expenditure commitments in respect
of the East African Projects.
4. Costs relating to exploration work programs include the costs of drill target selection, engaging a drill contractor
and drilling an exploratory well in Block 12B. It should be noted that the allocation of funds will be subject to
Swala Kenya and Tullow Kenya electing to extend the exploration period by an additional 2 years based on the
outcome and success of the exploration programs. Please refer to the Independent Technical Specialist’s
Report in Section 10 for further details.
5. Refer to Section 13.8 for further details relating to the estimated expenses of the Offer.
6. Working capital and administration costs include wages, bonuses and superannuation of employees and
directors, rent and outgoings, accounting fees, legal fees, ASX listing fees, auditing fees, insurance, share
registry fees, travel expenses and all other items of a general administrative nature.

The above table is a statement of current intentions as at the date of lodgement of this
Prospectus with the ASIC. As with any work plan and budget, intervening events (including
exploration success or failure) and new circumstances have the potential to affect the manner
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in which funds are ultimately applied. Accordingly, the actual expenditures may vary from the
above estimates and the Board reserves the right to vary the expenditures dependent on
circumstances and other opportunities.
3.14 Effect of the Offer
1

The effect of the Offer and the Acquisition on the Company’s capital structure is set out below :
2

Shares

Number

Shares on issue as at the date of this Prospectus

Percentage
5

Less than 0.01%

60,000,000

44.70%

19,224,950

14.32%

55,000,000

40.98%

134,224,955

100%

15,000,000

100%

15,000,000

100%

3,000,000

33.33%

5,000,000

55.56%

Options to be issued to Pursuit Capital

1,000,000

11.11%

Total Options on completion of the Offer

9,000,000

100%

Consideration Shares to be issued to Swala
3
Shareholders under the Share Sale Agreement

BVI

Shares to be issued pursuant to Convertible Note Deeds
Shares to be issued pursuant to this Prospectus

4

5

Total Shares on completion of the Offer
Performance Shares

7

Performance Shares to be issued to Swala
6
Shareholders under the Share Sale Agreement

BVI

Total Performance Shares on completion of the Offer
Options

7

Options to be issued to key personnel of the Company
Options to be issued to Argonaut and Foster

8

9

10

Notes:
1. Please also refer to the Investigating Accountant’s Report in Section 9 for further details of the effect of the
Offer.
2. The rights attaching to the Shares are summarised in Section 13.1.
3. Please refer to Section 7.1 for a summary of the terms and conditions of the Share Sale Agreement. Note that
some or all of the Consideration Securities will be escrowed in accordance with the requirements of the ASX
Listing Rules. Please also refer to Section 3.18 for further details relating to the interests of major Shareholders
following completion of the Acquisition.
4. Please refer to Section 7.2 for a summary of the terms and conditions of the Convertible Note Deeds. Please
note that some or all of the Shares issued pursuant to the Convertible Note Deeds will be escrowed in
accordance with the requirements of the ASX Listing Rules.
5. The Offer is conditional on satisfaction or waiver of all of the conditions precedent to the Share Sale Agreement
entered into between the Company, Swala BVI and the Swala BVI Shareholders on or before the End Date.
Please refer to Section 3.5 for further details.
6. A summary of the terms and conditions of the Class A Performance Shares and Class B Performance Shares
is set out in Sections 13.2 and 13.3 respectively.
7. These Options will be unquoted and exercisable at $0.30 each on or before that date that is 5 years from the
date of issue. A summary of the terms and conditions of the Options is set out in Section 13.4.
8. The Company has agreed to grant a total of 3,000,000 Options to various key personnel of the Company for
past performance and services provided to Swala BVI.
9. Under the terms of the Offer Management Agreement, upon completion of the Offer, the Company has agreed
to grant to Argonaut and Foster the right to subscribe (in equal proportions) for 1,500,000 Options at an issue
price of $0.0001 per Option in consideration of services provided by them in relation to the Convertible Note
Issue and a further 3,500,000 Options at an issue price of $0.0001 per Option in consideration of services
provided by them in relation to the Offer. Please refer to Section 4.10 for further details relating to the fees
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payable and Options to be issued to Argonaut and Foster for their services as Joint Lead Managers and
Section 7.8 for a summary of the terms of the Offer Management Agreement.
10. The Company has agreed to issue 1,000,000 Options to Pursuit Capital Pty Ltd for its services as corporate
adviser pursuant to the Mandate Letter Agreement. Please refer to Section 7.9 for a summary of the terms and
conditions of the Mandate Letter Agreement.

Please refer to Section 3.18 for further details relating to the potential dilutionary effect of the
Acquisition and the interests of the major Shareholders following completion of the Acquisition.
3.15 Board of Directors
Mr Ken Russell, Non-Executive Chairman
Mr Russell has over 35 years of oil and gas industry experience and he has held a number of
managerial roles and directorships in the oil and gas industry. These range from positions of
Base Manager through to Managing Director and CEO of listed entities. Mr Russell was also a
founding director of ASX listed companies, Bounty Oil and Gas NL and Key Petroleum Ltd. In
parallel with his involvement in the oil and gas industry he has developed over the last 25 years
considerable experience in international business, having owned and operated a number of
privately held companies.
He commenced his career in oil and gas in 1974 in the oil producing offshore fields of Angola,
West Africa with Gulf Oil Limited. In 1977 he joined the international service company,
Flopetrol Schlumberger Limited, where he became involved in providing specialised well
testing, wireline and production operations services both onshore and offshore. This part of his
career saw him based in a number of locations worldwide. In 1984 he established a petroleum
engineering and production technology consultancy business that over the years has
participated in the development of a large number of the oil and gas fields in Australia and also
in parts of Africa, South East Asia, Brazil, Russia and the United Kingdom. His client list has
included companies such as Royal Dutch Shell plc (Shell), Enterprise Oil plc, Chevron Limited,
BHP Billiton Limited, Woodside Petroleum and Hardman Resources Limited as well as a
number of smaller entities.
Dr David Mestres Ridge, Chief Executive Officer and Managing Director
Dr Mestres Ridge worked first for Total Oil Marine (1998-2000) and then worked as an
independent M&A and business development advisor to oil companies active in the North Sea
and North Africa (2000-2006). From 2006-2008 he was a Vice-President at the Royal Bank of
Canada, first in the Global Investment Banking Oil and Gas team and then in the Equity
Research team. In 2008-2009 he briefly managed Petrodel Resources Limited, a company
active in Tanzania. In 2009-2010 he worked with Black Marlin Energy Holdings Limited during
its IPO on the Toronto Stock Exchange. Dr Mestres Ridge has a Bachelor of Science in
Applied Geology, a Master of Science in Mining Geology, a PhD in Chemical Engineering and a
Master of Laws.
Mr Neil C. Taylor, Executive Director - Exploration
Mr Taylor is the former Exploration Manager of East African Exploration Limited (EAX), Black
Marlin Energy’s E&P subsidiary. A geologist by background, Mr Taylor has over 30 years of
experience in the oil and gas business with internationally renowned E&P companies including
British Petroleum (1981-1992) and Woodside Energy (1992-2007). Through his time with those
companies Mr Taylor has been involved with or led exploration and production activities worldwide, including significant work with the giant gas fields of the northwest shelf of Australia and
exploration in Europe, North Sea, South East Asia, Australia and the Middle East. Mr Taylor
joined EAX in 2008 with the remit of growing the company’s asset base, and added six new
licences to EAX’s portfolio during his tenure.
Mr Ernest S. Massawe, Non-Executive Director
Mr Massawe is a certified accountant (ACCA, UK) and holds a Bachelors of Commerce from
the then University of East Africa - Nairobi. He is the founder as well as the former Chairman
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and Managing Partner of what is now the Ernst and Young Tanzania practice after having led
the firm for the past 30 years until his retirement on 31 December 2010. Mr Massawe is widely
respected within the professional and business community in Tanzania which is evidenced by
his many high profile appointments in the financial services, mining and capital markets
sectors. As a professional accountant and the country leader for Ernst & Young Tanzania,
Mr Massawe was extensively involved in providing financial consulting and business advisory
services both in the public and private sectors in Tanzania.
Mr Massawe has played a leading role in the development of the Capital Market and the
Accountancy profession in Tanzania; he was the founder and chairman of the Tanzania
Association of Accountants/Board Member of the National Board of Accountants and Auditors
and the first chairman of the Dar es Salaam Stock Exchange and the Tanzania Chamber of
Mines. He has also served on the Banking and Financial Sector Reform Committee, The Value
Added Consultative Board, the USAID sponsored Tanzania Business Centre Advisory Board
and the Ministry of Finance’s Think Tank on Tax Reform and Fiscal Policy. As an
entrepreneur, Mr Massawe has interests in micro-finance, banking, insurance brokerage, real
estate development, medium scale gemstone mining and stock brokerage. He is also a
director in a number of leading companies in Tanzania.
3.16 Disclosure of Interests
As at the date of this Prospectus, none of the Directors have been paid any remuneration by
the Company.
As at the date of this Prospectus, Neil Taylor holds a relevant interest in 5 Shares, being 100%
of the Securities on issue in the capital of the Company. No other Director holds a relevant
interest in the Securities of the Company.
For each of the Directors, the proposed annual remuneration for the financial year following the
Company being admitted to the official list of ASX, together with the maximum relevant interest
of each of the Directors in the Securities of the Company as at the date of completion of the
Acquisition is set out in the table below.
Director

Ken Russell

Remuneration

1, 2

Shares

Class A
Performance
Shares

Class B
Performance
Shares

Options

$120,000

162,047

27,008

13,504

2,000,000

David Mestres
3, 4, 5
Ridge

$295,000

19,767,255

3,294,542

1,647,271

-

6,

$295,000

20,881,744

3,480,290

1,740,145

-

$60,000

2,160,623

360,104

180,052

-

Neil C. Taylor
7, 8

Ernest S.
9, 10
Massawe
No te s :
1.

Mr Russell currently holds 3,750,000 Swala BVI Shares directly and will be issued 162,047 Shares, 27,008
Class A Performance Shares and 13,504 Class B Performance Shares pursuant to the Share Sale
Agreement.

2.

The Company has agreed to grant a total of 2,000,000 Options to Mr Russell for past performance and
services provided to Swala BVI and as an incentive to provide future services to the Company.

3.

Dr Mestres Ridge currently holds 456,918,400 Swala BVI Shares indirectly through OCRA Trustees (Isle Of
Man) Limited as trustee for the Kauri Trust, which will be issued 19,744,569 Shares, 3,290,762 Class A
Performance Shares and 1,645,381 Class B Performance Shares pursuant to the Share Sale Agreement. Dr
Mestres Ridge also holds a relevant interest in 262,500 Swala BVI Shares held by his daughter Petra Antonia
Mestres Mitchell, who will be issued 11,343 Shares, 1,890 Class A Performance Shares and 945 Class B
Performance Shares. Dr Mestres Ridge also holds a relevant interest in 262,500 Swala BVI Shares held by
his son Lucca Roberto Mestres Mitchell, who will be issued 11,343 Shares, 1,890 Class A Performance
Shares and 945 Class B Performance Shares.

4.

In addition, 35,887,789 Swala BVI Shares are held by Dr Mestres Ridge’s spouse, Michelle Mitchell de
Mestres, who will be issued 1,550,800 Shares, 258,466 Class A Performance Shares and 129,233 Class B
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Performance Shares. 262,500 Swala BVI Shares are also held by Dr Mestres Ridge’s son Jeremias Kempke,
who will be issued 11,343 Shares, 1,890 Class A Performance Shares and 945 Class B Performance Shares.
Dr Mestres Ridge does not hold a relevant interest in the Swala BVI Shares held by Michelle Mitchell de
Mestres or Jeremias Kempke.
5.

Dr Mestres Ridge has indicated that he, or his nominee, intends to subscribe for a further 125,000 Shares
pursuant to the Offer.

6.

Mr Taylor currently holds 483,234,189 Swala BVI Shares and 5 Shares directly and will be issued 20,881,739
Shares, 3,480,290 Class A Performance Shares and 1,740,145 Class B Performance Shares under the Share
Sale Agreement.

7.

In addition, 266,100 Swala BVI Shares are held by Mr Taylor’s spouse, Jennifer Taylor, who will be issued
11,499 Shares, 1,916 Class A Performance Shares and 958 Class B Performance Shares. 262,500 Swala
BVI Shares are also held by Mr Taylor’s daughter Helen Louise Taylor, who will be issued 11,343 Shares,
1,890 Class A Performance Shares and 945 Class B Performance Shares. Mr Taylor does not hold a relevant
interest in the Swala BVI Shares held by Jennifer Taylor or Helen Louise Taylor.

8.

Mr Taylor has indicated that he, or his nominee, intends to subscribe for a further 100,000 Shares pursuant to
the Offer.

9.

Mr Massawe currently holds 50,000,000 Swala BVI Shares indirectly through Erncon Holdings Limited (of
which he is a director and majority shareholder) and will be issued 2,160,623 Shares, 360,104 Class A
Performance Shares and 180,052 Class B Performance Shares under the Share Sale Agreement.

10. Mr Massawe has indicated that Erncon Holdings Limited (of which he is a director and majority shareholder)
intends to subscribe for an additional 250,000 Shares pursuant to the Offer.

Mr Massawe has indicated the intention of Erncon Holdings Limited (of which he is a director
and majority shareholder) to subscribe for an additional 250,000 Shares pursuant to the Offer,
Dr Mestres Ridge has indicated that he (or his nominee) intends to subscribe for a further
125,000 Shares pursuant to the Offer and Mr Taylor has indicated that he (or his nominee)
intends to subscribe for a further 100,000 Shares pursuant to the Offer. As at the date of this
Prospectus, no other Director has indicated an intention to subscribe for further Shares under
the Prospectus.
The Constitution of the Company provides that the Directors may be paid for their services as
Directors, a sum not exceeding such fixed sum per annum as may be determined by the
Company in general meeting, where notice of the amount of the suggested increase and the
maximum sum that may be paid shall have been given to shareholders in the notice convening
the meeting. The aggregate remuneration for Non-Executive Directors has been set at an
amount not to exceed $500,000 per annum.
Since the date of the Company’s incorporation, no fees have been paid by the Company by
way of remuneration for services provided by the Directors, companies associated with the
Directors or their associates in their capacity as consultants or advisers. Directors, companies
associated with the Directors or their associates are reimbursed for all reasonable expenses
incurred in the course of conducting their duties which include, but are not in any way limited to,
out of pocket expenses, travelling expenses, disbursements made on behalf of the Company
and other miscellaneous expenses.
Interest in SOGTL
Erncom Holdings Limited, a company of which Ernest Massawe, a Director, is a controller and
director, holds a 9.83% interest in SOGTL.
3.17 Agreements with Directors or Related Parties
The Company's policy in respect of related party arrangements is:
(a)

a Director with a material personal interest in a matter is required to give notice to the
other Directors before such a matter is considered by the Board; and
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(b)

for the Board to consider such a matter, the Director who has a material personal interest
is not present while the matter is being considered at the meeting and does not vote on
the matter.

Share Sale Agreement
Each of Dr Mestres Ridge and Messrs Russell, Taylor and Massawe is a holder of a relevant
interest in, and a director of, Swala BVI and a Director of the Company. Their respective
interests in the Securities of the Company upon completion of the Acquisition and the Offer are
set out in Section 3.16 above.
Deeds of indemnity, insurance and access
The Company has entered into a deed of indemnity, insurance and access with each of its
Directors (Deeds of Indemnity). Under these deeds, the Company agrees to indemnify each
officer to the extent permitted by the Corporations Act against any liability arising as a result of
the officer acting as an officer of the Company. The Company is also required to maintain
insurance policies for the benefit of the relevant officer and must also allow the officers to
inspect board papers in certain circumstances. Please refer to Section 7.10 for further details
relating to the Deeds of Indemnity.
Technical Services Agreements
Each of Swala BVI and Swala Energy Australia Pty Ltd (SEA) has entered into technical
services agreements (Technical Services Agreements) with each of SOGTL and KEL. Under
the Technical Services Agreements, each of Swala BVI and SEA have agreed to provide
technical support to each of SOGTL and KEL, including:
(a)

(b)

the provision of technical staff and equipment to support:
(i)

bids for new assets; and

(ii)

the development and management of the Kilosa-Kilombero Licence and the
Pangani Licence (in the case of SOGTL) and of any licences that KEL may
acquire (in the case of KEL); and

in the case of Swala BVI, the provision of management, financial and accountancy
advice and guidance, including the provision of third-party research services in support of
fundraising activities.

In consideration for their services, Swala BVI and SEA are entitled to be repaid all costs
incurred by them in connection with the provision of such technical support.
3.18 Substantial holders and interests of major Shareholders
As at the date of this Prospectus, the Company has a total of 5 Shares on issue, all of which
are held by Mr Neil Taylor.
Upon completion of the Acquisition, the Consideration Securities will be issued to the Swala
BVI Shareholders in accordance with the Share Sale Agreement. A summary of the Share Sale
Agreement is set out in Section 7.1.
The table below sets out the interests of those substantial holders who will acquire a relevant
interest in more than 5% of the Shares on issue upon completion of the Acquisition and upon
completion of the Acquisition and the Offer.
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Substantial holder

Number of Consideration Securities to be issued

Consideration
Shares

Relevant interest in the
Company post completion of
1
the Acquisition and the Offer

Class A
Performance
Shares

Class B
Performance
Shares

Prior to
conversion of
Performance
Shares

Following
conversion of
Performance
2
Shares

Neil C. Taylor

20,881,739

3,480,290

1,740,145

15.56%

17.49%

Dr David Mestres Ridge;
OCRA Trustees (Isle of
Man) Limited as trustee
for the Kauri Trust; Petra
Antonia Mestres Mitchell;
Lucca Roberto Mestres
3
Mitchell
No te s :

19,767,255

3,294,542

1,647,271

14.73%

16.56%

1. The above table assumes that the Swala BVI Shareholders in the table above do not subscribe for additional
Shares pursuant to the Offer. In the event that such Swala BVI Shareholders participate in the Offer, their
interest in the Company following completion of the Acquisition and the Offer will increase. Specifically, Mr
Taylor has indicated that he, or his nominee, intends to subscribe for a further 100,000 Shares pursuant to the
Offer. Such subscription will result in Mr Taylor holding a relevant interest in 20,981,739 Shares upon
completion of the Offer, thereby increasing his relevant interest to 15.63% prior to the conversion of the
Performance Shares and 17.56% following such conversion of the Performance Shares. Similarly, Dr Mestres
Ridge has indicated that he, or his nominee, intends to subscribe for a further 125,000 Shares pursuant to the
Offer. Such subscription will result in Dr Mestres Ridge holding a relevant interest in 19,892,255 Shares upon
completion of the Offer, thereby increasing his relevant interest to 14.82% prior to the conversion of the
Performance Shares and 16.64% following such conversion of the Performance Shares. The Company will
announce to the ASX details of its top 20 Shareholders (following completion of the Offer) prior to the Shares
commencing trading on ASX.
2. This assumes that the Class A Milestone and Class B Milestone are met, resulting in the conversion of all
Performance Shares. Please refer to Sections 13.2 and 13.3 for further details of the Class A Performance
Shares and Class B Performance Shares respectively.
3. Dr Mestres Ridge currently holds 456,918,400 Swala BVI Shares indirectly through OCRA Trustees (Isle Of
Man) Limited as trustee for the Kauri Trust, which will be issued 19,744,569 Shares, 3,290,762 Class A
Performance Shares and 1,645,381 Class B Performance Shares pursuant to the Share Sale Agreement. Dr
Mestres Ridge also holds 262,500 Swala BVI Shares indirectly through his daughter Petra Antonia Mestres
Mitchell, who will be issued 11,343 Shares, 1,890 Class A Performance Shares and 945 Class B Performance
Shares. Dr Mestres Ridge also holds 262,500 Swala BVI Shares indirectly through his son Lucca Roberto
Mestres Mitchell, who will be issued 11,343 Shares, 1,890 Class A Performance Shares and 945 Class B
Performance Shares.

Following completion of the Acquisition and the Offer, the Swala BVI Shareholders will
collectively hold:
(a)

44.70% on an undiluted basis; and

(b)

if the Performance Shares held by Swala BVI Shareholders were to convert into Shares
in accordance with their terms and conditions, 50.26% on an undiluted basis,

assuming that no Swala BVI Shareholders subscribe for additional Shares pursuant to the
Offer.
3.19 Restricted Securities
Subject to the Company complying with the Chapters 1 and 2 of the ASX Listing Rules, certain
securities on issue prior to completion of the Offer will be classified by ASX as restricted
securities and will be required to be held in escrow for up to 24 months from the date of Official
Quotation. During the period in which these securities are prohibited from being transferred,
trading in Shares may be less liquid which may impact on the ability of a Shareholder to
dispose of his or her Shares in a timely manner.
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Additionally, some or all of the Consideration Securities and the Shares issued pursuant to the
Convertible Note Deeds will be escrowed for such time as prescribed by the applicable Listing
Rules. These restriction agreements will be entered into in accordance with applicable Listing
Rules.
The Company will announce to ASX full details (ie. quantity and duration) of the Securities
required to be held in escrow prior to the Shares commencing trading on ASX.
3.20 Corporate Governance
To the extent applicable, in light of the Company's size and nature, the Company has adopted
The Corporate Governance Principles and Recommendations with 2010 Amendments (2nd
Edition) as published by ASX Corporate Governance Council (Recommendations).
The Company's main corporate governance policies and practices as at the date of this
Prospectus are outlined in Section 8.3 and the Company's compliance and departures from the
Recommendations are set out in Section 8.3.
In addition, the Company's full Corporate Governance Plan is available from the Company's
website at www.swala-energy.com.
3.21 Financial information
Further financial information for the Company is included in the Investigating Accountant's
Report set out in Section 9.
3.22 Taxation
The acquisition and disposal of Securities will have tax consequences, which will differ
depending on the individual financial affairs of each investor. All potential investors in the
Company are urged to obtain independent financial advice about the consequences of
acquiring Securities from a taxation viewpoint and generally.
The Company does not propose to give any taxation advice and, to the maximum extent
permitted by law, the Company, its Directors, officers and each of their respective advisers
accept no responsibility or liability for any taxation consequences of subscribing for Shares
under this Prospectus. Applicants should consult their own professional tax advisers in regard
to taxation implications of any subscription of Shares by them under the Offer.
3.23 Dividends
The Company anticipates that significant expenditure will be incurred in the evaluation and
development of the Company's projects. These activities, together with the possible acquisition
of interests in other projects, are expected to dominate the two year period following the date of
this Prospectus. Accordingly, the Company does not expect to declare any dividends during
that period.
Any future determination as to the payment of dividends by the Company will be at the
discretion of the Directors and will depend on the availability of distributable earnings and
operating results and financial condition of the Company, future capital requirements and
general business and other factors considered relevant by the Directors. No assurance in
relation to the payment of dividends or franking credits attaching to dividends can be given by
the Company.
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4

Details of the Offer

4.1

Offer
Pursuant to this Prospectus, the Company invites investors to apply for 55,000,000 Shares at
an issue price of $0.20 per Share to raise $11,000,000 (before costs and expenses).
The Shares offered under this Prospectus will rank equally in all respects with the existing
Shares on issue. A summary of the rights attaching to Shares is set out in Section 13.1.
The Offer comprises:
(a)

(b)

the Broker Firm Offer, which is open:
(i)

to sophisticated or professional investors (within the meaning of sections 708(8)
and 708(11) of the Corporations Act, respectively); and

(ii)

following lodgement of this Prospectus, to eligible investors who are not
Institutional Investors and who have received a firm allocation from their Broker;
and

the Institutional Offer, which consists of an invitation prior to the date of this Prospectus
to certain Institutional Investors in Australia and certain other jurisdictions to apply for
Shares under this Prospectus.

Further details of the Broker Firm Offer and the Institutional Offer are set out in Sections 4.5
and 4.8, respectively.
The Offer is not available to persons who are in the United States. After the expiry of the
Exposure Period for this Prospectus, if a Broker has not fully allocated all of the Shares that
were allocated to it under the Broker Firm Offer, it may, with the consent of the Joint Lead
Managers, allocate the remainder of those Shares to clients who are not sophisticated or
professional investors. The allocation of Shares between the Broker Firm Offer and the
Institutional Offer will be determined by the Joint Lead Managers in consultation with the
Company, having regard to the allocation policy described by Section 4.9.
The minimum subscription to be raised pursuant to the Offer is $11,000,000.
4.2

Conditional Offer
The Offer is conditional on satisfaction or waiver of all of the conditions precedent to the Share
Sale Agreement entered into between the Company, Swala BVI and the Swala BVI
Shareholders on or before the End Date. Please refer to Section 7.1 for a summary of the
terms and conditions of the Share Sale Agreement.
In the event that all conditions precedent to the Share Sale Agreement are not satisfied or
waived in accordance with the terms of the Share Sale Agreement, the Offer will not proceed
and investors will be refunded their application monies. No interest will be paid on this money.
The Company believes that the Share Sale Conditions will be satisfied before the Closing Date
of the Offer. As at the date of this Prospectus, it is intended that the Company will issue both
the Consideration Securities and the Shares to be issued pursuant to the Offer on or about 5
April 2013.

4.3

Not Underwritten
The Offer is not underwritten.
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4.4

Minimum Subscription
The Offer is conditional on the Company achieving a minimum subscription of 55,000,000
Shares under this Prospectus to raise $11,000,000 (before expenses of the Offer). In
accordance with the Corporations Act, no Shares will be allotted by the Company until the
minimum subscription has been raised.
In the event the minimum subscription has not been raised within four (4) months of the date of
this Prospectus, the Company will either repay all application monies to Applicants or issue a
supplementary or replacement prospectus to allow Applicants one month to withdraw their
Application and be repaid their application money. No interest will be paid on this money.

4.5

Broker Firm Offer
Who may apply

Sophisticated or professional investors (within the meaning of
sections 708(8) and 708(11) of the Corporations Act, respectively)
and, following lodgement of this Prospectus, eligible investors who
are not Institutional Investors and who have received a firm allocation
from their Broker.

How to apply

Complete the Application Form accompanying this Prospectus in
accordance with the instructions on that form and any other
documentation provided to you by your Broker and return it to your
Broker.

Minimum Application
amount

Applications must be for a minimum of 10,000 Shares ($2,000) and
thereafter in multiples of 5,000 Shares ($1,000), unless the Joint
Lead Managers, in consultation with the Company, agree otherwise.

How to pay

Applicants in the Broker Firm Offer should make payments in
accordance with the Application Form and any directions given by
their Broker.

Address for return of
Application Forms and
application monies

Applicants in the Broker Firm Offer must send their completed
Application Form and application monies to their Broker in
accordance with the instructions on the Application Form and with
sufficient time to enable processing by the Closing Date.

Closing Date*

5:00pm (WST) on 2 April 2013.
Your Broker may impose an earlier closing date. Please contact your
Broker for instructions.

How to obtain a copy
of this Prospectus

Please contact the Company on +61 (0)8 6270 4700 or alternatively
download this Prospectus at www.swala-energy.com.

Notes:
* This date is indicative only and may vary. The Company reserves the right to close the Offer early or extend the
Closing Date without prior notice.

4.6

Application for Shares under the Broker Firm Offer
Applications for Shares under the Broker Firm Offer must be made using the Application Form
accompanying this Prospectus. An Application in the Broker Firm Offer is an offer by the
Applicant to the Company to subscribe for Shares in the amount specified in the Application
Form at $0.20 per Share on the terms and conditions set out in this Prospectus (including any
supplementary or replacement Prospectus) and the Application Form.
Applications for Shares must be for a minimum of 10,000 Shares ($2,000) and thereafter in
multiples of 5,000 Shares ($1,000).
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If you elect to participate in the Broker Firm Offer, your Broker will act as your agent in
submitting your Application Form and application monies to the Share Registry (which receives
them on behalf of the Company).
It will be your Broker’s responsibility to ensure they are submitted to the Share Registry by
5.00pm (WST) on the Closing Date. The Company, the Share Registry and the Joint Lead
Managers take no responsibility for any acts or omissions by your Broker in connection with
your Application, Application Form or application monies.
An Application may be accepted by the Company in respect of the full amount, or any lower
amount than that specified in the Application Form, without further notice to the Applicant.
Acceptance of an Application will give rise to a binding contract.
The Company and the Joint Lead Managers reserve the right to reject any Application under
the Broker Firm Offer.
All dates, including those set out in the indicative timetable set out at Section 3.11 and the
Application Form, are subject to change and are indicative only. The Company, in
consultations with the Joint Lead Managers, has the right to vary these dates, without prior
notice, including the right to close the Offer early or to withdraw the Offer and to accept late
Applications (either generally or in particular cases). Applicants are encouraged to submit their
Application Forms as early as possible.
4.7

Availability of Funds
You should ensure that sufficient funds are held in the relevant account(s) to cover the amount
of the cheque or bank draft(s). If the amount of your cheque(s) or bank draft(s) for application
monies (or the amount for which those cheque(s) or bank draft(s) clear in time for allocation) is
less than the amount specified on the Application Form, you may (unless your Broker advises
otherwise) be taken to have applied for such lower amount of Shares for which your cleared
application monies will pay (and to have specified that amount on your Application Form) or
your Application may be rejected.
Application monies received under the Offer will be held on trust in a special account until
Shares are issued to successful Applicants. Unless they agree otherwise with their Broker,
Applicants in the Broker Firm Offer whose Applications are not accepted, or who are allocated
a lesser dollar amount of Shares than the amount applied for, will be mailed a refund (without
interest) of all or part of their application monies by their Broker as soon as practicable after the
Closing Date. Interest will not be paid on any monies refunded nor any interest earned on
application monies pending the allocation of Shares.

4.8

Institutional Offer
The Institutional Offer consists of an invitation prior to the date of this Prospectus to certain
Institutional Investors in Australia and certain other jurisdictions to apply for Shares under this
Prospectus. Application procedures for Institutional Investors have been advised by the Joint
Lead Managers.

4.9

Allocation policy
The allocation of Shares among Applications in the Broker Firm Offer and Applicants in the
Institutional Offer is determined by the Joint Lead Managers in consultation with the Company.
There is no assurance that any Applicant in the Broker Firm Offer or any Applicants in the
Institutional Offer will be allocated any Shares for which it has applied. The allocation policy will
be influenced by the following factors:
(a)

the number of Shares applied for by particular Applicants under the Broker Firm Offer or
the Institutional Offer;

(b)

the timeliness of the Applications made by particular Applicants under the Broker Firm
Offer or the Institutional Offer;
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(c)

the Company’s desire for an informed and active trading market in Shares following
listing;

(d)

the Company’s desire to establish a wide spread of Institutional Investors as
Shareholders;

(e)

the overall level of demand under each of the Broker Firm Offer and Institutional Offer;

(f)

the size and type of funds under the management of particular Applicants;

(g)

the likelihood that particular Applicants will be long term Shareholders; and

(h)

any other factors that the Joint Lead Managers and/or the Company consider appropriate
in their sole discretion.

4.10 Joint Lead Managers
Argonaut Securities Pty Ltd (Argonaut) and Foster Stockbroking Pty Ltd (Foster) have been
appointed as joint lead managers to the Offer on the terms and conditions of the Offer
Management Agreement summarised in Section 7.8.
In consideration for their role as Joint Lead Managers, Argonaut and Foster will together be
paid a fee of 6% of the total gross proceeds of the Offer (excluding GST). In addition, the
Company has agreed to grant to Argonaut and Foster the right to subscribe (in equal
proportions) for 3,500,000 options exercisable at $0.30 each on or before that date that is five
years from the date of issue (Options) at an issue price of $0.0001 per Option.
4.11 Commissions Payable
No brokerage, commission or stamp duty is payable by Applicants on acquisition of Shares
under the Offer.
The Joint Lead Managers will together pay a commission of 3% or such other amount as is
otherwise agreed (exclusive of goods and services tax) in respect of amounts subscribed for by
clients of any licensed securities dealers or Australian financial services licensee (including
Pursuit Capital Pty Ltd) who made an allocation and accepted their allocation under the Offer.
Payments will be subject to the receipt of a proper tax invoice from the licensed securities
dealer or Australian financial services licensee.
4.12 Corporate Adviser to the Offer
Pursuit Capital Pty Ltd (Pursuit Capital) has been appointed by the Company as corporate
adviser to the Company in respect of the Offer on the terms and conditions of the Mandate
Letter Agreement summarised in Section 7.9.
In consideration for its services as corporate adviser in respect of the Offer, the Company has
agreed to pay a retainer of $17,500 per month (excluding GST) until completion of the Offer. In
addition, the Company has agreed to grant to Pursuit Capital the right to subscribe for
1,000,000 Options following completion of the Offer.
4.13 Allotment of Shares
Subject to the minimum subscription to the Offer being reached, all conditions to the Offer
being satisfied and ASX granting conditional approval for quotation on the ASX, the Shares to
be issued pursuant to the Offer will be allotted as soon as practicable after the Closing Date.
4.14 ASX listing and quotation
Application will be made to ASX within 7 days of the date of this Prospectus for admission of
the Company to ASX and for Official Quotation of the Shares offered pursuant to this
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Prospectus. If approval is not obtained from ASX before the expiration of 3 months after the
date of issue of the Prospectus (or such period as varied by the ASIC), the Company will not
issue any Shares and will repay all application monies for the Shares within the time prescribed
under the Corporations Act, without interest.
The fact that ASX may grant Official Quotation to the Shares is not to be taken in any way as
an indication of the merits of the Company or the Shares now offered for subscription under this
Prospectus.
It is anticipated that the Company will trade under the ASX code ‘SWE’.
4.15 Clearing House Electronic Sub-Register System (“CHESS”) and Issuer Sponsorship
The Company will not be issuing share certificates. The Company will apply to ASX to
participate in CHESS in accordance with the ASX Listing Rules and ASX Settlement Operating
Rules, for those investors who have, or wish to have, a sponsoring stockbroker. Investors who
do not wish to participate through CHESS will be issuer sponsored by the Company. Because
the sub-registers are electronic, ownership of securities can be transferred without having to
rely upon paper documentation.
Electronic registers mean that the Company will not be issuing certificates to investors.
Instead, investors will be provided with a statement (similar to a bank account statement), sent
by post, that sets out the number of Shares issued to them under this Prospectus. The notice
will also advise holders of their Holder Identification Number (HIN) and explain, for future
reference, the sale and purchase procedures under CHESS and issuer sponsorship.
Further monthly statements will be provided to holders in circumstances in which there have
been any changes in their security holding in the Company during the preceding month or as
otherwise required by the Corporations Act or ASX Listing Rules.
4.16 Withdrawal of Offer
The Company reserves the right not to proceed with the Offer at any time before the issue of
Shares to successful Applicants. If the Offer does not proceed, application monies will be
refunded. No interest will be paid on any application monies refunded as a result of the
withdrawal of the Offer.
4.17 Restrictions on the distribution of the Prospectus
This Prospectus does not, and is not intended to, constitute an offer in any place or jurisdiction,
or to any person to whom, it would not be lawful to make such an offer or to issue this
Prospectus. The distribution of this Prospectus in jurisdictions outside Australia may be
restricted by law and persons who come into possession of this Prospectus should seek advice
on and observe any such restrictions. Any failure to comply with such restrictions may
constitute a violation of applicable securities laws.
It is the responsibility of any Applicant outside Australia to ensure compliance with all laws of
any country relevant to their Application, and any such Applicant should consult their
professional advisers as to whether any government or other professional advisers as to
whether any formalities need to be observed to enable them to apply for and be allotted Shares
on the basis of this Prospectus.
No action has been taken to register or qualify the Shares or otherwise permit a public offering
of the Shares the subject of this Prospectus in any jurisdiction outside Australia. The return of
a completed Application Form will be taken by the Company to constitute a representation and
warranty by the Application that all relevant approvals have been obtained.
United States
In particular, the Shares have not been, and will not be, registered under the US Securities Act
and may only be offered or sold:
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(a)

in the United States to “qualified institutional buyers”, as defined under Rule 144A of the
US Securities Act, in transactions exempt from, or not subject to, the registration
requirements of the US Securities Act; and

(b)

outside the United States in “offshore transactions” in compliance with Regulation S
under the US Securities Act and applicable local law.

United Kingdom
This Prospectus does not constitute a prospectus for the purposes of the Prospectus Rules
published by the United Kingdom Financial Services Authority (FSA) and has not been
approved by, or filed with, the FSA or the United Kingdom Listing Authority. Furthermore, this
Prospectus contains no offer to the public within the meaning of section 102B of the UK
Financial Services and Markets Act 2000 (FSMA), the Companies Act 2006 (UK Companies
Act) or otherwise.
This Prospectus is being supplied in the United Kingdom only to persons who are (i) a “qualified
investor” within the meaning of section 86(7) of the FSMA and (ii) a “professional client” or an
“eligible counterparty” within the meaning of COBS 3.5.1 and COBS 3.6.1, respectively of the
FSA Conduct of Business Sourcebook and (iii) have professional experience in matters relating
to investments and who are investment professionals as specified in Article 19(5) of the
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the Order) or who
are high net worth companies, unincorporated associations and others as specified in Article
49(2) of the Order. Any investment or investment activity to which this Prospectus relates is
available only to such persons and will be engaged in only with such persons. Persons who do
not have professional experience in matters relating to investments should not rely on this
Prospectus.
This Prospectus is exempt from the general restriction on the communication of invitations or
inducements to enter into investment activity and has therefore not been approved by an
authorised person as would otherwise be required by section 21 of the FSMA.
It is a condition of any application for Shares pursuant to the Offer by any person in the United
Kingdom that such person falls within, and warrants and undertakes to the Company that it falls
within, one of the categories of persons described above.
Hong Kong
WARNING: This document has not been, and will not be, registered as a prospectus under the
Companies Ordinance (Cap. 32) of Hong Kong (Companies Ordinance), nor has it been
authorised by the Securities and Futures Commission in Hong Kong pursuant to the Securities
and Futures Ordinance (Cap. 571) of the Laws of Hong Kong (SFO). No action has been taken
in Hong Kong to authorise or register this document or to permit the distribution of this
document or any documents issued in connection with it. Accordingly, the Shares have not
been and will not be offered or sold in Hong Kong by means of any document, other than (i) to
"professional investors" (as defined in the SFO) or (ii) in other circumstances that do not result
in this document being a "prospectus" (as defined in the Companies Ordinance) or that do not
constitute an offer to the public within the meaning of that ordinance.
No advertisement, invitation or document relating to the Shares has been or will be issued, or
has been or will be in the possession of any person for the purpose of issue, in Hong Kong or
elsewhere that is directed at, or the contents of which are likely to be accessed or read by, the
public of Hong Kong (except if permitted to do so under the securities laws of Hong Kong) other
than with respect to Shares that are or are intended to be disposed of only to persons outside
Hong Kong or only to professional investors (as defined in the SFO and any rules made under
that ordinance). No person allotted Shares may sell, or offer to sell, such shares in
circumstances that amount to an offer to the public in Hong Kong within six months following
the date of issue of such Shares.
It is the responsibility of applicants outside Australia to obtain all necessary approvals for the
allotment and issue of the Shares pursuant to this Prospectus. The return of a completed
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Application Form will be taken by the Company to constitute a representation and warranty by
the applicant that all relevant approvals have been obtained.
4.18 Privacy Act
If you complete an Application Form, you will be providing personal information to the
Company. The Company collects, holds and will use that information to assess your
application, service your needs as a Shareholder and to facilitate distribution payments and
corporate communications to you as a Shareholder.
The information may also be used from time to time and disclosed to persons inspecting the
register, including bidders for your securities in the context of takeovers, regulatory bodies
including the Australian Taxation Office, authorised securities brokers, print service providers,
mail houses and the share registry.
You can access, correct and update the personal information that the Company or the
Company’s share registry holds about you. If you wish to do so, please contact the share
registry at the relevant contact details set out in this Prospectus.
Collection, maintenance and disclosure of certain personal information is governed by
legislation including the Privacy Act 1988 (Cth) (as amended), the Corporations Act and certain
rules such as the ASX Settlement Operating Rules. You should note that if you do not provide
the information required on the Application Form, the Company may not be able to accept or
process your application.
4.19 Queries
This Prospectus provides information for potential investors in the Company, and should be
read in its entirety. If, after reading this Prospectus, you have any questions about any aspect
of an investment in the Company, please contact you stockbroker, accountant or independent
professional adviser.
For additional copies of the Prospectus, further advice on how to complete the Application
Form or further information about the Offer, please contact Dr David Mestres Ridge on
+61 (0)8 6270 4700.
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5

Company Overview

5.1

Background on the Company
Swala Energy Limited is an unlisted Australian public company limited by shares. It was
incorporated on 17 January 2013. As at the date of this Prospectus, the Company has 5 shares
on issue, each of which are held by Neil Taylor (a Director).

5.2

Proposed Acquisition
The Company has entered into a share sale agreement (Share Sale Agreement) with Swala
Energy Limited (a limited liability company incorporated under the laws of the British Virgin
Islands with company number 1604418) (Swala BVI) and certain shareholders of Swala BVI
(Swala BVI Shareholders), pursuant to which the Swala BVI Shareholders have agreed to
sell, and the Company has agreed to acquire, up to 100% of the issued shares of Swala BVI
(Acquisition).
A diagram setting out the corporate structure of the Company group following completion of the
Acquisition is set out in Section 3.2.
A summary of Swala BVI and its East African Projects are set out in Section 5.6 below.
The Share Sale Agreement is subject to a number of conditions, including the condition that
Swala BVI obtains, in a form reasonably satisfactory to the Company, all statutory and
regulatory approvals and any other third party consents or waivers which are necessary or
desirable to complete the Acquisition.
A summary of the key terms of the Share Sale Agreement is set out in Section 7.1.
Following completion of the Acquisition, the Directors intend to focus the Company’s operations
primarily on the exploration for hydrocarbons in sub-Saharan Africa and aim to position itself to
take advantage of the recent success in exploration within the East African Rift System and the
exploration work recently undertaken by Swala BVI.

5.3

Overview of Swala BVI
Swala BVI is a private company that was incorporated in the British Virgin Islands on 10
September 2010 with company number 1604418.
Swala BVI explores for oil and gas in sub-saharan Africa, with a particular focus on eastern and
central Africa. Swala BVI’s subsidiaries, Swala Oil and Gas (Tanzania) Limited (SOGTL) (a
company in which Swala BVI holds a 65.13% interest) and Swala Energy (Kenya) Limited
(Swala Kenya) own participating interests in Block 12B (Kenya), the Pangani Licence
(Tanzania) and the Kilosa-Kilombero Licence (Tanzania) (together the East African Projects).
Following completion of the Acquisition, the Company intends to focus on exploring for
hydrocarbons in sub-Saharan Africa. Specifically, the Company intends to undertake a series
of 2D seismic surveys on the East African Projects and, subject to the positive results of the
seismic programme over Block 12B, drill one exploratory well in Block 12B.
In addition to a focus on the East African Projects in Kenya and Tanzania, Swala BVI is
pursuing additional hydrocarbon licences in Sub-Saharan Africa, with a particular focus on the
Democratic Republic of Congo, Kenya, Malawi, Mozambique, Tanzania, Uganda and Zambia.
An outline of Swala BVI’s business and operations is set out in Section 5.6 below.

5.4

The technical rationale for the focus on the East African Projects
East Africa has significant hydrocarbon potential, as demonstrated by the offshore gas plays
along the coasts of Mozambique, Tanzania, Kenya and Somalia and the onshore oil plays
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along the East African Rift System. In Uganda, on the western branch of the East African Rift
System, proven discovered oil reserves now exceed 1.2 billion barrels and evidence of oil (in
the form of seeps, slicks and tar balls) has been reported throughout the trend of the great
lakes down which the western arm of the East African Rift System extends south to
Mozambique. This exploration potential has attracted a number of companies ranging from
small companies through to multi-nationals and, in 2012, discoveries were made in the same
play in Kenya, in the eastern branch of the East African Rift System. Although the volumetric
potential of these discoveries has not yet been established, East Africa remains a focus of
attention for both international exploration companies and international financial investors.
Notwithstanding the recent success within the East African Rift System as stated above,
investors should note that each rift or portion of rift within the East African Rift System is a
discrete entity, with its own petroleum systems that may or may not be analogous to other rifts
or portions of rifts within the East African Rift System. Given that Swala BVI is an exploration
company and its operations are at a very early stage, there can be no guarantee that the East
African Projects will produce the same results.
There are three main hydrocarbon play systems that can be explored for oil and gas in East
Africa, namely the East African Rift System (Tertiary in age); the Interior Rifts (Permian through
Tertiary in age); and the Coastal Basin (Permian through Recent age). A description of each of
these systems is set out below.
Figure 1 shows the distribution of these basins in East Africa. In general, but not necessarily as
a rule, the East African Rift System basins are expected to be more oil-prone and the coastal
basins are expected to be more gas-prone.
Figure 1: East African basins with hydrocarbon potential can be seen along several trends, with some
basins being expected to be oil-prone (in green) and others expected to be gas-prone (in red).

Both the western rifts belonging to the East African Rift System and the interior rifts (e.g.
Lukomeru, Kilosa, Ruhuhu, Rukwa, Nyasa, Tanganyika and the Selous) are very poorly
explored and any hydrocarbons present may be a mixture of gas and oil.
(a)

East African Rift System
The East African Rift System has been attracting intensive exploration and investment
activity in the last three to four years.
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The East African Rift System indicates where present-day Africa tried to break up when
the proto-continent of Pangaea split into the constituent pieces of today’s continental
masses. The rift system possesses favourable conditions for hydrocarbons, largely
because the faulting created basins within which sediments could accumulate to provide
reservoirs and seals. In addition, the thinner crust results in high thermal gradients that
encourage the generation of hydrocarbons from deposited source rocks.
The East African Rift System is a series of linked intra-continental rift basins that extend
over a distance of some 3,500km and are 50km to 150km wide. It has two dominant
trends: one that curves around the eastern side of Lake Victoria and extends through
Kenya into Tanzania (the Eastern Branch); and one that curves along the western side
of Lake Victoria and can be traced along Lake Albert through Lake Tanganyika to Lake
Nyasa (the Western Branch) – see Figure 2.
The Eastern Branch, which forms the Kenya and Ethiopian rifts, was initiated in Early
Miocene. It is a system where the basin fill is predominantly composed of lacustrine
sediments and volcanics. The Western Branch was initiated during the Late Miocene
and is composed of a series of basins where the fill is still composed of lacustrine
sediments but with fewer volcanics.
Figure 2: The East African Rift System, with the Eastern Branch and the Western Branch.

There have been a number of oil seeps identified along the Western Branch of the East
African Rift System, particularly in Lake Tanganyika, and a number of licences have
recently been issued to explorers focusing on the Tanzanian East African Rift System
basins. These basins include Lake Tanganyika, the Rukwa and Kyela licences, the
Ruhuhu licence and the Pangani Licence awarded to SOGTL in 2012.
(b)

The Interior Rift Basins
The interior rift basins have seen sporadic exploration activity. They formed during the
earlier phase of continental break-up in the Permian and Tertiary with several of the
basins experiencing subsequent rifting in the Jurassic and also, in some instances,
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influenced by even later rifting associated with the East African Rift System in the
Tertiary.
The Permian sediments (the Karoo) in these basins reportedly include very rich and
mature gas-prone source rocks, and early wells also yielded gas shows and minor oil
shows. These hydrocarbon shows are complemented by seismic surveys in areas such
as the Selous basin that show the potential for very large structural traps.
(c)

The Coastal Basins
Most of the attention of the local exploration industry in recent years has been
concentrated on the offshore and near-shore gas-prone coastal basins of Tanzania,
Mozambique and Kenya. These basins are typified by a very thick sedimentary fill along
a passive margin where sediment has been depositing off the continental shelf onto the
oceanic crust since the separation of the east coast of Africa from Madagascar, India and
Antarctica in early Jurassic times.
The very deep burial of Jurassic and Cretaceous (and even remnants of earlier Permian)
sediments, means that all source rocks are in the gas generation window. Structural and
stratigraphic traps all along this basin – and often in water depths in excess of 2,000m –
are being successfully explored.

5.5

Oil and gas regulation in Kenya and Tanzania
Please refer to section 6 of the Kenyan Advocate’s Report and sections 7.15 to 7.24 of the
Tanzanian Solicitor’s Report for an overview of the oil and gas legislative regime in Kenya and
Tanzania, respectively.

5.6

Overview of the East African Projects
The Company, through its subsidiary Swala BVI, holds interests in three licences, being Block
12B in Kenya and the Pangani Licence and the Kilosa-Kilombero Licence in Tanzania.
In Kenya, Swala Kenya (a wholly owned subsidiary of Swala BVI) holds a 50% participating
interest in Block 12B and is partnered with Tullow Kenya, which holds the remaining 50%
participating interest in, and is operator of, Block 12B. In Tanzania, SOGTL (a company in
which Swala BVI holds a 65.13% interest) is the operator of, and holds a 50% interest in, the
Pangani Licence and the Kilosa-Kilombero Licence. The remaining 50% participating interest in
those licences is held by Otto Energy (Tanzania) Limited.
As noted in section 1.2 of the Independent Technical Specialist’s Report in Section 10:
“Each block covers a portion of the East African Rift System. The acreage is frontier territory;
there are no wells and minimal seismic data, and there is significant uncertainty on the nature
of the rift fill. At this early stage, prospective resources cannot yet be defined, but analogies
drawn from the successful Uganda Lake Albert area (pool sizes <20 – 350 MMstb) provide
considerable encouragement.
However, each rift or portion of rift within the East African Rift System is a discrete entity, with
its own petroleum systems that may or may not be analogous to the Uganda Lake Albert
area. Swala BVI is an exploration company and its operations are at a very early stage; it is
not known whether the East African Projects would be able to produce similar results to the
Lake Albert area. The chance of the rifts with hydrocarbon success being analogous to the
East African Projects is reflected in a ‘play risk’; the chance that the play works somewhere
within each of the blocks is estimated to be in the range 11% - 22%.”
Please refer to the Independent Technical Specialist’s Report in Section 10 for further details
regarding the East African Projects.
The Company also intends to focus its business development program on the Democratic
Republic of Congo, Kenya, Malawi, Mozambique, Tanzania, Uganda and Zambia.
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(a)

Kenyan operations
Swala Kenya is a company incorporated in Kenya on 21 September 2011 and is a wholly
1
owned subsidiary of Swala BVI.
Swala Kenya has a 50% equity interest in Block 12B (see Figure 6), located on the
2
eastern edge of Lake Victoria and which covers an area of approximately 8,000km .
Block 12B is part of the eastern arm of the East African Rift System.
Geographical
Oil and gas exploration in Kenya began in the 1950’s. However, only approximately 40
2
wells have been drilled over 400,000km of basins. Kenya is now the second country,
after Uganda, to have discovered oil in the East African Rift System after success was
announced at the Ngamia-1 well. Follow-up drilling at Twiga South-1 was also
successful.
Block 12B (Kenya)
Block 12B is part of the eastern arm of
the East African Rift System, a fault
system that, on the eastern side, runs
through Kenya and into Tanzania and,
on the western side, runs through
Uganda.

Figure 3: Block 12B

Block 12B is operated by Tullow Kenya,
which holds a 50% equity interest in the
licence. Under the terms of the 12B
JOA, the joint venture carried out
ground-truthing, airborne gravitymagnetic surveys, and re-process and
re-interpret historical data on Block 12B
during the first year of operations, with
all the costs of this first year of
operations being borne by Tullow
Kenya. Please refer to Section 7.5 for a
summary of the 12B JOA.
Since execution of the 12B PSC on 16
February 2012 (a summary of which is
set out in Section 7.4), the joint venture
has completed a fixed-wing, twin engine
aircraft gravity-magnetics survey of the
12B area and commenced a study of
water well reports in the area. The joint
venture has also very recently acquired
over 4,100km of airborne gravity data
and more than 6,600km of magnetic
data which are now being processed for
interpretation.
A significant gravity low indicates the
presence of a basin and there are
reports of “oil” contamination in water
wells which coincides with the southern

1

Swala BVI directly holds 99% of the issued shares in Swala Kenya. The remaining 1% is held by Elizabeth Obiero for the
benefit of Swala BVI pursuant to a trust deed, undated, between Elizabeth Obiero and Swala BVI.
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bounding fault of this basin.
Early analysis of one such report of
contamination found traces of
thermogenic oil. The joint venture is
currently reviewing additional water well
reports to determine whether any more
such occurrences have been reported
elsewhere in Block 12B.
Summary of the 12B PSC
Type

Block 12B

Participating Interest of Swala Kenya

50%

Partner

Tullow Kenya (50%)

Operator

Tullow Kenya

Gross area

8,000 km

Date of the 12B PSC

16 February 2012

Government back-in rights

10% (carried during the Exploration Period)

Initial Exploration Period

2 years

First Additional Exploration Period

2 years

Second Additional Exploration Period

2 years

Relinquishments

25% at end of Year 2
25% at end of Year 4

Signature bonus

US$300,000

Training fee

US$100,000 per annum, increasing over time

Outstanding minimum expenditure
commitments (100%)

Contract Year 2 (2013/2014): US$4.25 million (2D
seismic)
Contract Year 3 (2014/2015): US$6 million (3D
seismic or well) (subject to Swala Kenya and
Tullow Kenya electing to extend the exploration
period by an additional 2 years)
For further information in respect of the minimum
expenditure commitments applicable to the
Company, please refer to Section 5.7

2

Government Participation in Block 12B
Within 6 months of the date on which Swala Kenya and Tullow Kenya (collectively, the
Contractors) validly adopt a development plan for a development area within Block 12B,
the Government of the Republic of Kenya (Kenyan Government) (or its appointee) may
elect to participate in the petroleum operations in the development area with an equity
interest of up to 10%.
If the Kenyan Government (or its appointee) elects to participate it must reimburse
(within 3 months of electing to participate) pro rata to the extent of its participating
interest, its share of all contract costs, expenses and expenditure from the date the
development plan has been adopted to the date the Kenyan Government serves notice
on the Contractors exercising its right to participate. Thereafter, the Kenyan Government
must pay its share of equity costs associated with the development of the discovery.
In the event that the Kenyan Government elects to participate in petroleum operations in
the development area within Block 12B, each of Swala Kenya and Tullow Kenya would
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need to give up 5% of their interest in Block 12B to the Kenyan Government. This would
mean that Swala Kenya’s interest in Block 12B will be reduced from 50% to 45%. Please
refer to Sections 7.4 and 7.5 for a summary of the material terms and conditions of the
12B PSC and 12B JOA respectively.
(b)

Tanzanian operations
Swala BVI holds an interest in 65.13% of the issued capital in SOGTL, a company
incorporated in Tanzania on 29 July 2011. SOGTL has a 50% equity interest in, and is
operator of, two onshore licences in Tanzania, being the Pangani Licence and the
Kilosa-Kilombero Licence.
The holder of the remaining 50% interest in these licences is Otto Energy (Tanzania)
Limited, whose parent is a company listed on ASX.
Geographical
The oil industry in Tanzania has seen growth in recent years and while exploration is still
in its infancy, the oil industry is becoming increasingly important to the nation’s economy
with evidence of active petroleum systems, oil seeps and shows, and a significant
number of offshore gas discoveries.
2

Tanzania has over 400,000 km of sedimentary basins which cover the coastal basin,
deep-sea basins and inland basins. Geological surveying has identified several basins
within Tanzania including the Selous Basin, Rufiji Trough, Dar Es Salaam Platform, Ruvu
Basin, Pemba/Zanzibar Basin, Mafia Basin, Mandawa Basin, and the Ruvuma Basin, as
well as several offshore basins. There have been extensive gas discoveries in the
Songo Songo field, Mnazi bay, Mkuranga, Kiliwani and the offshore coastal basins.
The Kilosa-Kilombero Licence (Tanzania)
SOGTL has been awarded a 50%
operated interest in the Kilosa-Kilombero
Licence in Tanzania. Exploration in
nearby basins has identified both oil and
gas shows in exploration wells but to date
there have been no announced
discoveries.

Figure 4: The Kilosa-Kilombero Licence

SOGTL purchased 1970’s vintage
magnetic data which enabled the
identification of 3 separate basins in the
Kilosa-Kilombero Licence area and
helped SOGTL to focus the 2012 airborne
gravity-magnetic survey. During July and
August 2012, SOGTL acquired and
interpreted 9,026km of magnetic data and
4,489km of gravity data over the licence
area. The survey, together with field work
and remote sensing satellite and
photogeology work has confirmed the
presence of three clearly defined basins
that could have sediment thicknesses
ranging from 3km to 7km. This work has
also allowed SOGTL to focus its planning
of a seismic program for the second year
of the work program on the KilosaKilombero Licence.
In addition, several vegetation anomalies
have been identified, which could relate
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to hydrocarbon seepage. One, in
particular, is 1,800m in diameter which
coincides with a fault identified by the
magnetics data and could potentially
relate to gas chimneys.

Summary of the Tanzanian PSC in respect of the Kilosa-Kilombero Licence
Type

Kilosa-Kilombero Licence

Participating Interest of SOGTL (of
which Swala BVI holds a 65.13%
interest)

50%

Partner

Otto Energy (Tanzania) Limited (50%)

Operator

SOGTL

Gross area

17,675 km

Date of the Tanzanian PSC

20 February 2012

Government back-in rights

20% (carried during the Exploration Period)

Initial Exploration Period

4 years

First Additional Exploration Period

4 years

Second Additional Exploration Period

3 years

Signature bonus

No signature bonus

Training fee

US$200,000 per annum

Outstanding minimum expenditure
commitments (100%)

Contract Year 2 (2013): US$2.10 million (2D
seismic)
Contract Year 3 (2014): US$5.00 million (further
2D seismic)
Contract Year 4 (2015): US$6.00 million (drill 1
well)
For further information in respect of the minimum
expenditure commitments applicable to the
Company, please refer to Section 5.7.
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The Pangani Licence (Tanzania)
SOGTL has been awarded a 50%
operated interest in the Pangani
Licence in Tanzania.

Figure 5: The Pangani Licence

Oil shows have been reported in
Makarawe-1 well (located approx.
50km south of Pangani Licence area).
However, given that Swala BVI is an
exploration company with operations at
a very early stage, investors should be
aware that there can be no guarantee
that the area comprising the Pangani
Licence will produce the same results
as identified in the Makarawe-1 well.
The Pangani Licence is interpreted to lie
within the East African Rift System and
potentially forms the southeast arm of a
triple point junction at the southern end
of this major rift system. Recent
satellite gravity data indicates the
presence of a rift basin with the
potential to host mature source rock and
reservoir. Seismic and drilling is
planned to test this potential.
SOGTL has recently completed the first
year of its work program on the Pangani
Licence by acquiring 5,334km of
airborne magnetic data and 2,670km of
gravity data. It has also carried out
remote sensing photogeology and
satellite studies and field
reconnaissance work. This work
identified areas of distressed
vegetation, which may be indicative of
hydrocarbon seeps. It has also helped
SOGTL to focus a seismic program for
the second year of the work program on
the Pangani Licence.

Summary of the Tanzanian PSC in respect of the Pangani Licence
Type

Pangani Licence

Participating Interest of SOGTL (of
which Swala BVI holds a 65.13%
interest)

50%

Partner

Otto Energy (Tanzania) Limited (50%)

Operator

SOGTL

Gross area

17,156 km

Date of the Tanzanian PSC

20 February 2012
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Government back-in rights

20% (carried during the Exploration Period)

Initial Exploration Period

4 years

First Additional Exploration Period

4 years

Second Additional Exploration Period

3 years

Signature bonus

No signature bonus

Training fee

US$200,000 per annum

Outstanding minimum expenditure
commitments (100%)

Contract Year 2 (2013): US$2.10 million (2D
seismic)
Contract Year 3 (2014): US$2.00 million (further
2D seismic)
Contract Year 4 (2015): US$6.00 million (drill 1
well)
For further information in respect of the minimum
expenditure commitments applicable to the
Company, please refer to Section 5.7.

Government Participation in Pangani Licence and Kilosa-Kilombero Licence
Within 180 days of the Government of the United Republic of Tanzania’s (Tanzanian
Government) approval of a field development plan for a development area within the
Pangani Licence or Kilosa-Kilombero Licence area, the TPDC may elect to acquire a
participating interest of up to 20% by contributing to “Contract Expenses” other than
“Exploration Expenses” (as those terms are defined in the Tanzanian PSCs) in
proportion to its participating interest.
In the event that the Tanzanian Government elects to participate in the oil and gas
operation in the development area within the Pangani Licence or Kilosa-Kilombero
Licence area, each of SOGTL and Otto Energy Tanzania (Limited) would need to give up
10% of their respective interests to the Tanzanian Government. This would mean that
SOGTL’s interest in the Pangani Licence or Kilosa-Kilombero Licence area will be
reduced from 50% to 40%. Please refer to Sections 7.6 and 7.7 for a summary of the
material terms and conditions of the Tanzanian PSCs and Tanzanian JOAs respectively.
Proposed listing of SOGTL on Enterprise Growth Market of Dar es Salaam Stock
Exchange
It is the intention of SOGTL to seek admission to list on the Enterprise Growth Market
(EGM) of the Dar es Salaam Stock Exchange, subject to a special resolution of the
shareholders of SOGTL.
The EGM is a market segment for listing emerging, small and medium companies with
no track record for investors to estimate their potential earnings before investing, or
companies operating in markets that are categorised as high risk.
All applicants for listing are required to be of a certain minimum size, have a record of
trading of adequate duration under their present management and set out in a formal
prospectus sufficient information about their history, prospects and financial conditions to
form a reliable basis for market evaluation and that investors are treated with proper
consideration at all times by company boards even though the public may only represent
a minority of the shareholders.
The EGM listing rules provide, inter alia, that to be admitted to list on the EGM:


SOGTL must have at least 100 shareholders; and
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at least 20% being not less than 500,000 shares of any class of securities in
SOGTL must, not later than the time of admission to listing, be in the hands of the
public (i.e. persons who are not associated with the directors or major
shareholders).

SOGTL aims to list on EGM in the second half of 2013.
Ownership and interest in SOGTL
As indicated above, Swala BVI holds an interest in 65.13% of the issued capital in
SOGTL as at the date of this Prospectus. The Company currently intends to maintain
Swala BVI’s interest of 65.13% in SOGTL following its listing on EGM. However, it may
be the case that Swala BVI will be required to inject additional capital to maintain its
interest in SOGTL in the future.
No director or major shareholder of the Company is a shareholder of SOGTL, other than
Erncom Holdings Limited (Erncom) which holds a 9.83% interest in SOGTL. Erncom is a
company of which Mr Ernest Massawe, a Director, is a controller and director.
(c)

Proposed operations in Zambia
Swala BVI holds an 84.11% interest in Kainsha Energy Limited, a company incorporated
in Zambia (KEL). KEL has applied for two licences in the Karoo rift system in Zambia.
Zambia has been long known for its extensive and developed minerals industry,
particularly the copper potential along the famed Copper Belt in the north of the country.
The minerals industry is based around the granitites and metamorphic rocks which form
the ancient basement rocks of the country. However, to date there has been relatively
little exploration of the hydrocarbon potential of Zambia.

5.7

Minimum expenditure commitments of the Company in respect of the East African
Projects
This table sets out the minimum expenditure commitments of the Company, following
completion of the Acquisition, pursuant to the 12B PSC (in respect of the Block 12B Licence)
and the Tanzanian PSCs (in respect of the Kilosa-Kilombero and Pangani Licences) for the
next 2 contract years:
Licence

Item of Expenditure

Minimum
expenditure
1
commitment

Year 1 (being Contract Year 2 under the relevant PSC)
2

$2,079,538

Block 12B Licence
(Kenya)

Acquire 700 km of 2D seismic either in the
transition zone or on land and conduct
additional geochemical sampling of
minimum 1000 samples.

Kilosa-Kilombero
Licence (Tanzania)

Acquire a minimum of 300 km of 2D seismic
and to undertake additional geochemical
sampling and surface geological mapping.

$669,234

Pangani Licence
(Tanzania)

Acquire a minimum of 200 km of 2D seismic
and to undertake additional geochemical
sampling and surface geological mapping.

$666,234

Year 1 Expenditure Total:
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Year 2 (being Contract Year 3 under the relevant PSC)
Block 12B (Kenya)

Either drill one exploratory well to a
minimum depth of 2,000m or acquire
2
300km of 3D seismic.

$2,935,818

2

Kilosa-Kilombero
Licence (Tanzania)

Acquire a further 500 km of 2D seismic.

$1,593,415

3

Pangani Licence
(Tanzania)

Acquire a further 200 km of 2D seismic.

$637,366

4

Year 2 Expenditure Total:

$5,166,599

TOTAL:

$8,584,605

Notes:
1. Based on an exchange rate of US$1.00 = A$0.978606 as at 11 March 2013, being the latest practicable date
prior to lodgement of this Prospectus with ASIC.
2. Under the 12B PSC, the minimum expenditure for the next 2 contract years is US$4,250,000 and
US$6,000,000, respectively. Under the Joint Operating Agreement with Tullow Kenya, each party is
responsible for 50% of the minimum expenditure requirements. Accordingly Swala Kenya’s share of minimum
expenditure in respect of this licence for the next 2 contract years is US$2,125,000 and US$3,000,000,
respectively. Given that upon completion of the Acquisition, the Company will hold a 100% interest in Swala
Kenya (indirectly through Swala BVI), the Company will be responsible for 100% of Swala Kenya’s share
minimum expenditure commitments. Further details are set out in the summary of the minimum expenditure
commitments under the 12B PSC in Section 7.4(b).
3. Under the Tanzanian PSC in respect of the Kilosa-Kilombero Licence (Tanzania), the minimum expenditure for
the next 2 contract years is US$2,100,000 and US$5,000,000, respectively. Under the Joint Operating
Agreement with Otto Energy (Tanzania) Limited, each party is responsible for 50% of the minimum expenditure
requirements. Accordingly SOGTL’s share of minimum expenditure in respect of this licence for the next 2
contract years is US$1,050,000 and US$2,500,000, respectively. Given that upon completion of the Acquisition,
the Company will hold a 65.13% interest in SOGTL (indirectly through Swala BVI), the Company will be
responsible for 65.13% of SOGTL’s share of minimum expenditure in respect of this licence for the next 2
contract years, being US$683,865 and US$1,628,250, respectively. Further details are set out in the summary
of the minimum expenditure commitments under the Tanzanian PSCs in Section 7.6(b).
4. Under the Tanzanian PSC in respect of the Pangani Licence (Tanzania), the minimum expenditure for the next
2 contract years is US$2,100,000 and US$2,000,000, respectively. Under the Joint Operating Agreement with
Otto Energy (Tanzania) Limited, each party is responsible for 50% of the minimum expenditure requirements.
Accordingly SOGTL’s share of minimum expenditure in respect of this licence for the next 2 contract years is
US$1,050,000 and US$1,000,000, respectively. Given that upon completion of the Acquisition, the Company
will hold a 65.13% interest in SOGTL (indirectly through Swala BVI), the Company will be responsible for
65.13% of SOGTL’s share of minimum expenditure in respect of this licence for the next 2 contract years, being
US$683,865 and US$651,300, respectively. Further details are set out in the summary of the Pangani Licence
(Tanzania) in Section 5.6(b) and the summary of the minimum expenditure commitments under the Tanzanian
PSCs in Section 7.6(b).

5.8

Independent Technical Specialist’s Report
Section 10 contains an Independent Technical Specialist’s Report which contains further
information on the East African Projects, which investors are encouraged to read.

5.9

Local presence
There are a number of countries in which the Company intends to grow its business through
subsidiaries with substantial local investor involvement. Swala BVI’s equity interest in its
subsidiaries as at the date of this Prospectus is as follows:
Swala subsidiary

Countries of activity

Swala Oil and Gas (Tanzania)
Limited

Tanzania

Swala Energy (Kenya) Limited

Kenya
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Kainsha Energy Limited

1

Botswana, Malawi, Zambia
and Zimbabwe

84.11%

No te s :
1. It is proposed that upon KEL being awarded its first two oil and gas exploration licences, shares in KEL will be
issued to certain local shareholders. As a result, it is expected that Swala BVI’s interest in KEL will decrease to
81.08% upon the award of the first licence and to 78.26% on the award of a second licence. KEL intends to
enter into a formal agreement in respect of the proposed issues of shares in KEL in the future.

There are several strategic drivers for Swala BVI’s decision to establish, and the Company’s
intention to maintain, a local presence in selected countries in sub-Saharan Africa including:
(a)

minimising nationalisation risk, as local participation is embraced from the start rather
than being imposed externally by government;

(b)

minimising dilution at the level of the parent company (which, following completion of the
Acquisition, will be the Company) relative to competitors. The funds needed for
operations in one country can be raised in that country and the Company avoids dilution
of its interests outside that country; and

(c)

by becoming a local company with significant local investor content, each Swala BVI
subsidiary benefits from local laws designed to encourage and promote local
participation in the development of local natural resources.

The Company intends to retain two of its Directors on the board of each of its subsidiaries and
provide technical and professional services to each.
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6

Risk Factors

6.1

General
The Securities offered under this Prospectus should be considered highly speculative because
of the nature of the Company’s business. The future profitability of the Company will be
dependent on the successful commercial exploitation of its business and operations.
An investment in the Company is not risk free and the Directors strongly recommend potential
investors to consider the risk factors described below, together with information contained
elsewhere in this Prospectus, before deciding whether to apply for Securities pursuant to this
Prospectus.
There are specific risks which relate directly to the Company’s business. In addition, there are
other general risks, many of which are largely beyond the control of the Company and the
Directors.
Based on the information available, a non-exhaustive list of risk factors which may affect the
Company’s financial position, prospects and the price of its Securities include the following:

Key Risks
These are outlined in Section 3.9.
Industry Specific Risks
6.2

Government licences and approvals
The East African Projects are located in eastern and central Africa. Oil and gas operations are
not as prevalent in eastern and central Africa as other jurisdictions and risks exist in terms of
the relevant governmental approval for the various activities which an exploration licence
requires and the timetable associated with obtaining such approvals. Many of the countries in
which the Company will or may operate (including Tanzania and Kenya in which the East
African Projects are located) do not adhere to the governance standards adopted in more
established countries. The governments of countries in which the Company will or may operate
have exercised and continue to exercise significant influence over many aspects of their
respective economies, including the oil and gas industry. Any government action concerning
the economy, including the oil and gas industry (such as a change in oil or gas pricing policy or
taxation rules or practice, or renegotiation or nullification of existing concessions and
concession contracts) could have a material adverse effect on the Company.
In particular, the East African Projects, and any other operations to which the Company may
undertake in the future, require licences, permits and in some cases, renewals of existing
licences and permits, from various governmental authorities. The ability of the Company to
obtain, sustain or renew such licences and permits on acceptable terms may be subject to
change in regulations and policies or subject to the discretion of the applicable governments.
In addition, the likely timetable for the process for environmental approvals for the East African
Projects is uncertain and may take longer than is advantageous to the Company.
Operations may also be affected in varying degrees by government regulations with respect to,
but not limited to, restrictions on production, price controls, export controls, foreign currency
remittance, income taxes, expropriation of property, foreign investment, maintenance of claims,
environmental legislation, land use, land claims of local people, water use and mine safety.
Failure to comply strictly with applicable laws, regulations and local practices relating to
petroleum rights applications and tenure, could result in loss, reduction or expropriation of
entitlements, or the imposition of additional local or foreign parties as joint venture partners with
carried or other interests.
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Outcomes in courts in eastern and central Africa may be less predictable than in Australia,
which could affect the enforceability of contracts entered into in respect of the East African
Projects.
The occurrence of these various factors and uncertainties cannot be accurately predicted and
could have an adverse effect on the operations or profitability of the Company. The Company
has made its investment and strategic decisions based on the information currently available to
the Directors, however should there be any material change in the political, economic, legal and
social environments in eastern and central Africa, the Directors may reassess investment
decisions and commitments to assets in eastern and central Africa.
6.3

Increase in Drilling Costs and the Availability of Drilling Equipment
The oil and gas industry historically has experienced periods of rapid cost increases. Increases
in the cost of exploration and development would affect the ability of the Company to invest in
prospects and to purchase or hire equipment, supplies and services. In addition, the availability
of drilling rigs and other equipment and services is affected by the level and location of drilling
activity around the world. The reduced availability of equipment and services may delay or
prevent the Company’s ability to exploit reserves and adversely affect the Company’s
operations and profitability.

6.4

Oil and Gas Price Volatility and Exchange Rate Risks
If the Company achieves success leading to hydrocarbon production, the revenue it will derive
through the sale of commodities exposes the potential income of the Company to commodity
price and exchange rate risks.
Commodity prices fluctuate and are affected by many factors beyond the control of the
Company, including international supply and demand, the level of consumer product demand,
technological advancements, forward selling activities, weather conditions, the price and
availability of alternative fuels, actions taken by governments and international cartels, and
global economic and political developments.
International oil and gas prices have fluctuated widely in recent years and may continue to
fluctuate significantly in the future. Fluctuations in oil and gas prices and, in particular, a
material decline in the price of oil or gas may have a material adverse effect on the Company's
business, financial condition and results of operations.

6.5

Hydrocarbon Reserves and Resource Estimates
Hydrocarbon reserves and resource estimates are expressions of judgement based on
knowledge, experience and industry practice. Estimates that were valid when originally
calculated may alter significantly when new information or techniques become available. In
addition, by their very nature, reserves and resource estimates are imprecise and depend to
some extent on interpretations, which may prove to be inaccurate. As further information
becomes available through additional drilling and analysis the estimates are likely to change.
This may result in alterations to development and production plans which may in turn,
adversely affect the Company’s operations.

6.6

Title risk
Interests in exploration licences in eastern and central Africa are governed by the national
legislation in the relevant jurisdiction. The licences which grant the title to each of the East
African Projects are subject to compliance with certain requirements, including meeting the
minimum exploration work commitments, lodgement of reports, payment of royalties and
compliance with environmental conditions and environmental legislation. Consequently, the
Company could lose title to or its interest in any of the licences to the East African Projects if
these requirements are not met.
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6.7

General Economic and Political Risks
Changes in the general economic and political climate in the jurisdictions in which the East
African Projects are located and on a global basis that could impact on economic growth, the oil
and gas prices, interest rates, the rate of inflation, taxation and tariff laws, domestic security
which may affect the value and viability of any oil and gas activity that may be conducted by the
Company.

6.8

Joint Venture Partners, Contractors and Contractual Disputes
The East African Projects currently operate in conjunction with other third parties, including joint
venture parties, suppliers, contractors and other service providers. With respect to this issue,
the Directors are unable to predict the risk of:
(a)

financial failure or default by a participant in any joint venture to which the Company or
its subsidiaries may become a party; or

(b)

insolvency or other managerial failure by any of the operators and contractors used by
the Company or its subsidiaries in its exploration activities; or

(c)

insolvency or other managerial failure by any of the other service providers used by the
Company or its subsidiaries or operators for any activity.

Accordingly, there is a risk that exploration, development and future production activity could be
disrupted in situations where there is a disagreement on exploration, development or future
production programs or other issues as between the Company and other third parties. Should
such disagreements occur, this may have a deleterious impact on the Company’s operations
and performance generally. It is not possible for the Company to predict or protect itself
against all such risks.
6.9

Government policy changes and legal risk
Government action or policy change (in particular, by the Tanzanian, Zambian or Kenyan
governments) in relation to access to lands and infrastructure, compliance with environmental
regulations, export restrictions, taxation, royalties and subsidies may adversely affect the
Company’s operations and financial performance.
The East African Projects will be governed by a series of African laws and regulations.
Breaches or non-compliance with these laws and regulations can result in penalties and other
liabilities. These may have a material adverse impact on the financial position, financial
performance, cashflows, growth prospects and share price of the Company.
These laws and regulations may be amended from time to time, which may also have a
material adverse impact on the financial position, financial performance, cashflows, growth
prospects and share price for the Company. The legal and political conditions in eastern and
central Africa and any changes thereto are outside the control of the Company.
The introduction of new legislation or amendments to existing legislation by governments,
developments in existing common law, or the respective interpretation of the legal requirements
in any of the legal jurisdictions which govern the Company’s operations or contractual
obligations, could impact adversely on the assets, operations and, ultimately, the financial
performance of the Company and the value of its Shares. In addition, there is a commercial risk
that legal action may be taken against the Company in relation to commercial matters.

6.10 International operations
Any potential future operations of the Company in eastern and central Africa are subject to a
number of risks, including:
(a)

potential difficulties in enforcing agreements and collecting receivables through foreign
local systems;
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(b)

potential difficulties in protecting rights and interest in assets;

(c)

increases in costs for transportation and shipping; and

(d)

restrictive governmental actions, such as imposition of trade quotas, tariffs and other
taxes.

Any of these factors could materially and adversely affect the Company’s business, results of
operations and financial condition.
Eastern and central Africa experiences economic, social and political volatility. As a result, the
Company’s future operations may be impacted by currency fluctuations, political reforms,
changes in government policies and procedures, civil unrest, social and religious conflict and
deteriorating economic conditions. The likelihood of any of these changes, and their possible
effects, if any, cannot be determined by the Company with any clarity at the present time, but
they may include disruption, increased costs and, in some cases, total inability to establish or to
continue to operate mining exploration or development activities.
6.11 Decommissioning Costs
The Company shall be responsible for costs associated with abandoning and reclaiming wells
facilities and pipelines, which it may use for production of oil and gas.
6.12 Reliance on Key Personnel
The Company is substantially reliant on the expertise and abilities of its key personnel in
overseeing the day-to-day operations of the East African Projects. There can be no assurance
given that there will be no detrimental impact on the Company if one or more of these
employees or contractors cease their relationship with the Company.
6.13 Competition
The Company will compete with other companies, including major oil and gas companies.
Some of these companies have greater financial and other resources than the Company and,
as a result, may be in a better position to compete for future business opportunities. Many of
the Company's competitors not only explore for and produce oil and gas, but also carry out
downstream operations on these and other products on a worldwide basis. There can be no
assurance that the Company can compete effectively with these companies.
6.14 Regulatory
Changes in relevant taxes, legal and administration regimes, accounting practice and
government policies may adversely affect the financial performance of the Company.
6.15 Insurance
Insurance against all risks associated with oil and gas production is not always available or
affordable. The Company will maintain insurance where it is considered appropriate for its
needs however it will not be insured against all risks either because appropriate cover is not
available or because the Directors consider the required premiums to be excessive having
regard to the benefits that would accrue.
General Risks
6.16 Additional Requirements for Capital
The Directors expect that the Company will have sufficient capital resources to enable the
Company to achieve its initial business objectives upon settlement of the Acquisition. However,
the Directors can give no assurances that such objectives will in fact be met without future
borrowings or capital raisings.
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The Company’s capital requirements depend on numerous factors. Depending on the
Company’s exploration success, the Company may require further financing in the future. For
example, under the Block 12B PSC and the Tanzanian PSCs the Contractors have certain
minimum expenditure commitments which are to be funded in proportion to their respective
participating interests. As at the date of this Prospectus, Swala Kenya or SOGTL (as the case
may be) holds a 50% interest in each of the licences comprising the East African Projects.
Detailed information relating to these commitments are set out in the summaries of the Block
12B PSC and the Tanzanian PSCs in Sections 7.4 and 7.6 respectively.
Any additional equity financing will dilute shareholdings, and debt financing, if available, may
involve restrictions on financing and operating activities. If the Company is unable to obtain
additional financing as needed, it may be required to reduce the scope of its operations and
scale back its exploration programs as the case may be. If the Company is successful in
meeting its initial objectives with respect to the East African Projects, then additional capital will
be required to further develop its operations and pursue business opportunities.
6.17 Potential Acquisitions
As part of its business strategy, the Company may make acquisitions of, or significant
investments in, complementary companies or prospects and additional blocks in sub-Saharan
Africa. Any such acquisitions will be accompanied by risks commonly encountered in making
such acquisitions.
6.18 Economic Risks
General economic conditions, movements in interest and inflation rates and currency exchange
rates may have an adverse effect on the Company’s exploration, development and production
activities, as well as on its ability to fund those activities.
6.19 Market Conditions
Share market conditions may affect the value of the Company’s quoted securities regardless of
the Company’s operating performance. Share market conditions are affected by many factors
such as:
(a)

general economic outlook;

(b)

interest rates and inflation rates;

(c)

currency fluctuations;

(d)

changes in investor sentiment toward particular market sectors;

(e)

the demand for, and supply of, capital; and

(f)

terrorism or other hostilities.

The market price of securities can fall as well as rise and may be subject to varied and
unpredictable influences on the market for equities in general and resource exploration stocks
in particular. Neither the Company nor the Directors warrant the future performance of the
Company or any return on an investment in the Company.
6.20 Speculative Investment
The above list of risk factors should not to be taken as exhaustive of the risks faced by the
Company or by investors in the Company. The above factors, and others not specifically
referred to above, may in the future materially affect the financial performance of the Company
and the value of the Securities. Therefore, the Securities carry no guarantee with respect to
the payment of dividends, returns of capital or the market value of those Securities.
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7

Material Contracts
Set out below is a summary of the important provisions of contracts to which the Company (or
Swala BVI or its subsidiaries) is a party or will obtain the benefit or obligation of following
completion of the Share Sale Agreement or which may be material in terms of this Prospectus.
To fully understand all of the rights and obligations of a material contract, it would be necessary
to review each contract in full and the summaries should be read in that light.

7.1

Share Sale Agreement
The Company has entered into a share sale agreement (Share Sale Agreement) with Swala
BVI and certain Swala BVI Shareholders, pursuant to which those Swala BVI Shareholders will
sell, and the Company will acquire, up to 100% of the Swala BVI Shares.
The material terms of the Share Sale Agreement are as follows:
(a)

(Conditions Precedent): Completion of the Share Sale Agreement is subject to and
conditional upon:
(i)

each of the Company, David Mestres Ridge, Neil Taylor, Jeff Hume, Chris
Opperman, OCRA Trustees (Isle of Man) Limited as trustee for the Kauri Trust and
Swala BVI executing, in a form reasonably satisfactory to the Company, a deed of
termination and release terminating the shareholders’ agreement dated 2
November 2010 (as amended) between Swala BVI, David Mestres Ridge, Neil
Taylor, Jeff Hume and Chris Opperman. This Share Sale Condition (as defined
below) has now been satisfied; and

(ii)

Swala BVI obtaining, in a form reasonably satisfactory to the Company, all
statutory and regulatory approvals and any other third party consents or waivers
which are necessary or desirable to complete the Acquisition,

(together, the Share Sale Conditions). If the Share Sale Conditions are not satisfied (or
waived, to the extent that any Share Sale Condition is capable of waiver) by 30 April
2013 or such other date as may be agreed by the Company and David Mestres Ridge
(as the representative for the Swala BVI Shareholders) in writing (End Date), any party
to the Share Sale Agreement may terminate the agreement and the parties will be
released from their respective obligations under the Share Sale Agreement. The parties
undertake to use their best endeavours to ensure that the Conditions are satisfied by the
due date.
The Company believes that Swala BVI will obtain all statutory and regulatory approvals
and any other third party consents or waivers which are necessary or desirable to
complete the Acquisition before the Closing Date of the Offer. Accordingly, as at the date
of this Prospectus, the Company does not have any current intention to waive this
condition.
(b)

(Consideration): In consideration of the acquisition of the Swala BVI Shares, the
Company will issue:
(i)

60,000,000 Shares at a deemed issue price of A$0.20 per Share;

(ii)

10,000,000 Class A Performance Shares; and

(iii)

5,000,000 Class B Performance Shares,

to the Swala BVI Shareholders, to be distributed in proportion to their respective interests
in the shares of Swala BVI. Please refer to Section 3.18 for further details regarding the
interests of the major Swala BVI Shareholders in the Company following completion of
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the Acquisition and the potential dilutionary effect on existing Shareholders following
completion of the Acquisition.
(c)

(Completion): Completion of the Share Sale Agreement is to occur on the date which is
the later of 2 Business Days after the satisfaction or waiver of the last of the Share Sale
Conditions and the date of issue of Shares under the Offer (or such other date as agreed
to by the Company and Dr Mestres Ridge as the representative for the Swala BVI
Shareholders).

(d)

(Termination): The Company may either terminate the Share Sale Agreement or seek
specific performance at any time prior to completion under the Share Sale Agreement by
notice in writing to David Mestres Ridge (as the representative for the Swala BVI
Shareholders) if any of the Swala BVI Shareholders fails to comply with any of their
material obligations under the Share Sale Agreement and fails to remedy the breach (if
the breach is capable of remedy) or comply with its obligations within 10 Business Days.
The parties may also terminate the Share Sale Agreement if the Share Sale Conditions
are not satisfied or waived by the End Date.

(e)

(Acknowledgement): The parties acknowledge and agree that a party’s rights,
obligations and liabilities under the Share Sale Agreement shall not be affected by the
fact that any other person who is intended to execute the Share Sale Agreement has not
done so or has not done so effectively.

The Share Sale Agreement otherwise contains standard clauses typical for an agreement of
this nature.
7.2

Convertible Note Deeds
Swala BVI has entered into a number of convertible note deeds (Convertible Note Deeds)
with various third parties (Noteholders), pursuant to which an aggregate of 2,499,237
unsecured fully-paid convertible notes were issued (Convertible Notes).
It is proposed that prior to completion of the Share Sale Agreement, the Company will enter into
a deed with each of the Noteholders pursuant to which it will assume the performance and
observance of the conditions of the Convertible Note Deeds to be performed by Swala BVI,
including the issue of Shares on conversion of the Convertible Notes.
For the purposes of the summary of the material terms and conditions of the Convertible Note
Deeds below, a reference to the Issuer means Swala BVI or the Company (as the case may
be) and a reference to Issuer Shares means fully paid ordinary shares in the capital of the
Issuer.
The Convertible Notes were issued to Noteholders on the following material terms and
conditions:
(a)

(Issue price): The issue price of each Convertible Note is $1.00 (Issue Price).

(b)

(Maturity date): The maturity date for each Convertible Note is 18 January 2014
(Maturity Date).

(c)

(Redemption amount): For each Convertible Note, the redemption amount is its
relevant proportion of:
(i)

up to $2,500,000 (the Subscription Amount);

(ii)

an amount equal to 10% of the Subscription Amount as a redemption premium;

(iii)

any accrued and unpaid interest which has been outstanding for at least 90 days
following the date on which the Convertible Notes were issued; and
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(iv)

any fees and taxes reasonably incurred by the Noteholder in relation to the
redemption,

(together, the Redemption Amount).
(d)

(Redemption and conversion on the Maturity Date): Within 5 business days of the
Maturity Date, the Noteholder may elect to redeem all of the Convertible Notes for the
Redemption Amount as at the Maturity Date or convert each Convertible Note into fully
paid ordinary shares in the capital of the Issuer (Issuer Shares) in accordance with the
following exchange ratio (Exchange Ratio):
Number of Issuer Shares into which a Convertible Note will be converted =
No of Issuer Shares on issue immediately prior to conversion/(1- (the
aggregate Subscription Amount of all Convertible Notes on
issue)/(2,500,000 x 0.3125) - number of Issuer Shares on issue
immediately prior to conversion
The number of Convertible Notes on issue

(e)

(Mandatory conversion date): If the ASX grants the Issuer Shares conditional approval
for quotation (or provides a draft version of such approval), the Issuer must convert each
Convertible Note and allot the Noteholder that number of Issuer Shares calculated in
accordance with the mandatory conversion exchange ratio set out below:
Principal outstanding at conversion (being $1.00 per Convertible
Note) (Principal Outstanding)
$0.13 (Conversion Price)

(f)

(Redemption by the Noteholder): Within 5 business days of the Noteholder receiving
notice from the Issuer of one of the following events:
(i)

the Issuer receiving the net proceeds (in any form) from a sale of all or a
significant portion of its assets;

(ii)

the Issuer issuing equity securities equivalent to more than 10% of the share
capital of the Issuer (other than on conversion or pursuant to an initial public
offering and subsequent quotation on ASX or similar liquidity event);

(iii)

the Issuer entering into debt finance arrangements; or

(iv)

any other event agreed to be a redemption event by the Issuer and the
Noteholder,

(where each of (i) to (iv) is a Redemption Event), the Noteholder may elect to redeem
all of the Convertible Notes for the Redemption Amount as at the relevant date of
redemption or convert each Convertible Note held by the Noteholder in accordance with
the Exchange Ratio.
(g)

(Redemption by the Issuer): Within two calendar months of a Redemption Event,
provided the Noteholder has not made an election as described in (f) above, the Issuer
may upon giving notice and provided that such notice period expires prior to the Maturity
Date, redeem all of the Convertible Notes for the Redemption Amount as at the relevant
date of redemption.

(h)

(Event of Default): It is an event of default, if at any time:
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(i)

the Issuer fails to pay or repay an amount due under a Convertible Note Deed
within 30 business days of the due date for payment;

(ii)

the Issuer fails to perform any other material obligation under the Convertible Note
Deed within 2 calendar months of notice from the noteholder requiring it to do so;

(iii)

an insolvency event occurs in relation to the Issuer;

(iv)

the Issuer creates or authorises a security interest to be granted over all or
substantially all of its assets without the prior written consent of the Noteholders;

(v)

any warranty, representation or statement by the Issuer is or becomes false,
misleading or incorrect in any material respect when made or regarded as made
by the Issuer under the Convertible Note Deed,

(where each of (i) to (v) is an Event of Default). At any time after the occurrence of an
Event of Default, and while it is continuing, the Noteholder may by notice to the Issuer
demand payment of the Principal Outstanding on the Convertible Notes by way of
redemption of the Convertible Notes, in which case the Redemption Amount shall
become immediately due and payable.

7.3

(i)

(Successor company): In the case of an acquisition, consolidation, amalgamation,
merger or transfer of all or substantially all of the Issuer Shares, undertaking or assets of
the Issuer to another corporation (Successor Corporation), the Successor Corporation
shall expressly assume the due and punctual performance and observance of the
conditions of the Convertible Note Deeds to be performed by the Issuer, including the
issue of Issuer Shares on conversion.

(j)

(Inability to convert): the Issuer undertakes to procure any required approvals for
conversion or issue of Issuer Shares on conversion of the Convertible Notes within 6
months following the date of issue of the Convertible Notes. In the event that the Issuer
fails to obtain such approvals, the Issuer must redeem all of the Convertible Notes for the
Redemption Amount on the date that is 7 months from the date of issue of the
Convertible Notes.

(k)

(Interest): Interest will accrue at a rate of 15% per annum calculated and compounded
daily and accruing quarterly in arrears. Interest is only payable where a Convertible Note
is redeemed for the Redemption Amount in accordance with the terms of the Convertible
Note Deed.

(l)

(Status): Each Convertible Note ranks equally with each other Convertible Note and
does not confer on the Noteholder rights as a member of the Issuer. A Convertible Note
does not confer on the Noteholder any right to attend or vote at general meetings of the
Issuer. Issuer Shares issued pursuant to the Convertible Note Deeds will rank pari
passu with the Issuer Shares on issue at the time of conversion.

(m)

(Adjustments): If the Issuer reorganises its capital in any way while any Convertible
Notes are on issue, the number of Issuer Shares to be issued on conversion of those
Convertible Notes will be reorganised so that the Noteholder will not receive a benefit the
holders of Issuer Shares do not receive and vice versa.

(n)

(Transfer of Convertible Notes): Each Convertible Note may be transferred with the
prior written consent of the Issuer, which consent is not to be unreasonably withheld.

Participation Agreement – Block 12B
On 10 February 2012, Swala Kenya and Tullow Kenya entered into a participation agreement
(Participation Agreement), pursuant to which Swala Kenya agreed to sell and Tullow Kenya
agreed to acquire a 50% participating interest in Block 12B upon it being awarded to Swala
Kenya and thereafter to serve as operator of Block 12B. At the time of execution of the
Participation Agreement, Swala Kenya had entered into a heads of agreement with the
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Government of the Republic of Kenya (Kenyan Government) relating to the terms of the 12B
PSC (a summary of which is set in Section 7.4).
In consideration for the acquisition of a 50% participating interest in Block 12B (and to become
a signatory to the 12B PSC), Tullow Kenya agreed to:
(a)

pay the amount of US$89,500 to Swala Kenya as a reimbursement of 50% of Swala
Kenya’s past costs incurred on Block 12B;

(b)

carry Swala Kenya in respect of its 50% participating interest share of certain costs
incurred during the first contract year, including the following, with such costs being
capped at a maximum of US$835,000:

(c)

(i)

acquisition of Block-wide gravity magnetic survey

US$250,000;

(ii)

geological field work

US$70,000;

(iii)

remote sensing work

US$30,000;

(iv)

reprocessing of vintage seismic data

US$50,000; and

bear all general and administrative costs incurred by Tullow Kenya in its capacity as
operator of Block 12B.

The parties agreed to negotiate in good faith and enter into a joint operating agreement in
respect of Block 12B following execution of the 12B PSC. The key terms of the joint operating
agreement in respect of Block 12B are summarised at Section 7.5.
7.4

Kenyan Production Sharing Contract
On 16 February 2012 Swala Kenya and Tullow Kenya (collectively, the Contractors) entered
into a production sharing contract with the Government of the Republic of Kenya (Kenyan
Government) for the exploration and development of Block 12B (12B PSC).
The material terms of the 12B PSC are as follows:
(a)

(Exploration Period): Under the terms of the 12B PSC, the Contractors are authorised
to conduct exploration operations on the area to which Block 12B is situated (Licence
Area) for an initial term of 2 years commencing on 16 May 2012 (Initial Exploration
Period), with two options to extend the exploration period for a further 2 years each,
upon application by the Contractors and provided all previous commitments have been
satisfied (Additional Exploration Periods). At the end of the second extension period,
the 12B PSC terminates to the extent that those areas within the Licence Area have not
been covered by a development licence.

(b)

(Contractors commitments): The Contractors have agreed to perform and fund the
minimum exploration work program set out in the 12B PSC during the term of the
Exploration Period and progression to the next year within the Exploration Period is only
permitted if the work commitments which are the subject of that year have been
honoured. Each annual work commitment also has an associated minimum expenditure
commitment. A summary of these commitments is set out below.
Exploration
Period
Initial
Exploration
Period
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Contract
Year
Year 1

Work Commitments

Reprocess all existing seismic, gravity and
magnetic data; acquire block-wide highresolution airborne gravity and/or magnetic
data; conduct ASTER satellite and
photogeology work; undertake surface
geochemical sampling; and carry out field

Minimum
expenditure
commitment (US$)
350,000*
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investigations.
Year 2

Acquire 700 km of 2D seismic either in the
transition zone or on land and conduct
additional geochemical sampling of
minimum 1000 samples.

4,250,000

First
Additional
Exploration
Period

Years 3 to 4

Either drill one exploratory well to a
minimum depth of 2,000m or acquire
2
300km of 3D seismic.

6,000,000

Second
Additional
Exploration
Period

Years 5 to 6

Either drill one exploratory well to a
minimum depth of 2,000m or acquire
2
300km of 3D seismic.

6,000,000

Note: * The first Contract Year has been extended by a further six months and is due to expire in 16 August
2013.

If the Contractors have not fulfilled the minimum work obligations in accordance with the
12B PSC, the Contractors may pay the Kenyan Government the minimum monetary
obligation in respect of all the work for the relevant Exploration Period at a discount rate,
as specified in the 12B PSC.
Where the Contractors have carried out more than the minimum technical work
obligations specified in the 12B PSC for a particular Exploration Period, the Contractors
are permitted to credit such excess work obligation as satisfying work obligations
specified for the next succeeding Exploration Period.
(c)

(Bank Guarantee): Tullow Kenya must provide a bank guarantee for the full minimum
work and expenditure obligations for the first Contract Year. In addition, upon entry into
the second Contract Year, Tullow Kenya must provide a bank guarantee for 50%, and a
parent guarantee for the remaining 50%, of the full minimum work and expenditure
obligations for each exploration period guaranteeing the minimum work expenditure
obligations for the remainder of the Exploration Periods.

(d)

(Termination): The 12B PSC shall expire automatically at the end of the:
(i)

the first Contract Year (which has been extended by an additional six month period
and is due to expire on 16 August 2013) if the results of the work program
conducted are not technically promising;

(ii)

the Initial Exploration Period; or

(iii)

any Additional Exploration Period (except in respect of any development areas, in
which case, the 12B PSC will continue for a period of 25 years from the date the
development plan for that development area is adopted, provided that the term for
that development area shall continue during that 25 year term).

The Minister for Energy may terminate the PSC:

(e)

(i)

upon 2 months notice to the Contractors if the Contractors fail to make a payment
to the Kenyan Government or the Minister for Energy for a period exceeding sixty
days; or

(ii)

upon 3 months notice to the Contractors if the Contractors are in material breach
of any other obligation under the PSC.

(Obligation to Surrender): The Contractors must surrender:
(i)

25% of the original Licence Area at or before the end of the Initial Exploration
Period (excluding any development areas); and
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(ii)

25% of the remaining Licence Area at or before the end of the first Additional
Exploration Period (excluding any development areas),

(Mandatory Surrender).
(f)

(Right to Surrender): Notwithstanding any obligation on the Contractors to surrender
any Licence Area under the 12B PSC, the Contractors may also voluntarily surrender
(with 1 years written notice in the case of a development area and 1 months written
notice in any other Licence Area) any additional part of the Licence Area and such
voluntary surrender will be credited against the next Mandatory Surrender obligation. No
surrender will reduce the minimum amount of exploration work and expenditure required
under the 12B PSC.

(g)

(Surface Fees): The Contractors are required to pay the following surface fees in
respect of Block 12B:

(h)

Exploration Period

Surface fee

Initial Exploration Period

US$5 /km

First Additional Exploration Period

US$10 / km

Second Additional Exploration Period

US$15 /km

Development or Production Periods (if
any)

US$100 /km

2
2

2
2

(Discovery of petroleum): The Contractors must notify the Minister for Energy of a
discovery of petroleum and shall report to the Minister of Energy all relevant information.
If the Contractors consider that the discovery merits evaluation, it must submit and orally
present to the Minister for Energy a detailed statement of the evaluation work
programme and budget. Not more than 3 months after completion of the evaluation, the
Contractors must report to the Minister for Energy the commercial prospects of the
discovery, including all relevant technical and economic data. If the discovery is made in
the last year of the second Additional Exploration period, the Minister of Energy must, at
the request of the Contractors, extend the term for a period of up to 12 months in order to
allow the Contractors to complete the evaluation work programme and budget in respect
of that discovery.
If the Contractors determine that the discovery is commercial then they must submit a
field development plan to the Minister for Energy for approval within 6 months of the
completion of the evaluation work program. The commercial nature of the discovery is to
be determined by the Contractors after taking into account the provisions of the 12B
PSC, the results of the appraisal study and the projected income and expenses
determined in accordance with good international petroleum industry practice.
Development work must commence 6 months from the date of adopting the development
plan.

(i)

(Government Participation): Within 6 months of the date on which the Contractors
validly adopt a development plan for a development area, the Kenyan Government (or its
appointee) may elect to participate in the petroleum operations in the development area
with an equity interest of up to 10%. If the Kenyan Government (or its appointee) elects
to participate it must reimburse (within 3 months of electing to participate) pro rata to the
extent of its participating interest, its share of all contract costs, expenses and
expenditure from the date the development plan has been adopted to the date the
Kenyan Government serves notice on the Contractors exercising its right to participate.
Thereafter, the Kenyan Government must pay its share of equity costs associated with
the development of the discovery.
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(j)

(Production Sharing): In the event of production of petroleum, the Contractors and the
Kenyan Government shall divide the products as follows:
(i)

60% of all crude oil produced from the Licence Area during that fiscal year and not
used in production operations shall be set aside to cover the Contractors’ costs of
exploration, appraisal, development, production, transportation and marketing
operations and any other operations directly associated with such operations; and

(ii)

the remaining products are allocated as between the Contractors and Kenyan
Government according to the table below:
Tranches of daily total
production rates (barrels
per day)

Kenyan
Government’s
share

Contractors’
share

0 – 50,000

50%

50%

50,000 – 100,000

60%

40%

100,000 – 150,000

65%

35%

Over 150,000

70%

30%

When the value of crude oil exceeds US$50/bbl, an additional windfall profits
payment is due from the Contractors to the Government, calculated as follows:
R = CSPO x 26% x (V-Threshold Price)
Where:
R is the windfall profit in US$
V is the value of crude oil for that calendar quarter expressed in US$
CSPO is the Contractors’ share of the profit oil as determined from the above table
for that calendar quarter.
In addition, the Contractors are subject to Kenyan taxes on income derived from
petroleum operations.
(k)

(Sales of Natural Gas): The Contractors agree to sell all or part of its share of Natural
Gas to the Government, provided that the parties agree on the price, volume and terms
of sale.

(l)

(Unitisation): Where the recoverable reserves of a commercial discovery extends to an
area adjacent to the Licence Area, the Minister for Energy may require the Contractors to
produce petroleum in co-operation with the contractor of the adjacent area.

(m)

(Standards of Conduct): The Contractors must carry out the petroleum operations
diligently and in accordance with good international petroleum industry practice.

(n)

(Other Commitments): The Contractors must, where possible, employ Kenyan citizens
in the petroleum operations and until expiry or termination of the 12B PSC, shall train
those citizens, in accordance with a training programme to be established in consultation
with the Minister for Energy. In addition, the Contractors must contribute or hold the
following amounts for such training purposes:
Exploration Period

Training fee

Initial Exploration Period

US$100,000 per annum

First Additional Exploration Period

US$100,000 per annum
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7.5

Exploration Period

Training fee

Second Additional Exploration Period

US$175,000 per annum

Development Licences

US$200,000 per annum

(o)

(Confidentiality): Except as may be necessary to obtain the appropriate governmental
approvals, none of the parties shall disclose the content of the 12B PSC (except to its
affiliates, independent contractors and consultants, bona fide third party purchasers of an
interest under the PSC, or as required by law) without the prior written consent of the
other parties. In addition, subject to legal or regulatory requirements, the parties must cooperate to develop joint publicity statements to be released at an agreed time.

(p)

(Change of control): Each Contractor must report to the Minister for Energy any change
in control of its corporate structure. A change in control includes any indirect change in
control of a party through a single transaction or series of related transactions, from one
or more transferors to one or more transferees.

(q)

(Governing law): The 12B PSC is governed by the laws of Kenya.

Joint Operating Agreement - Block 12B
Swala Energy (Kenya) Limited and Tullow Kenya have entered into a joint operating agreement
in respect of Block 12B (12B JOA), pursuant to which the rights and obligations of the parties
with respect to their operations under Block 12B are governed.
The material terms of the 12B JOA are as follows:
(a)

(Participating Interests): The participating interests of the parties (Participants) in
Block 12B (Participating Interests) are as follows:
Participant

Participating Interests

Swala Kenya

50%

Tullow Kenya

50%

(b)

(Government Participation): If the Kenyan Government (or its appointee) elects to
participate in the rights and obligations of the parties under the 12B PSC, the
Participants will contribute, in proportion to their respective Participating Interests, to the
interest to be acquired by the Kenyan Government (or its appointee).

(c)

(Term): The 12B JOA commenced on 16 February 2012 and will continue until either the
12B PSC terminates or all materials, equipment and personal property used in
connection with the joint operations or exclusive operations carried out pursuant to the
12B JOA have be disposed of or removed and final settlement (including settlement in
relation to any financial audit) has been made.

(d)

(Operator): Tullow Kenya is the operator of Block 12B (Operator) and has exclusive
charge of all operations and activities pursuant to the 12B PSC (Joint Operations). The
Operator is responsible for, amongst other things:
(i)

performing all Joint Operations in accordance with the provisions of the 12B PSC,
the 12B JOA, all applicable laws and the decisions of the relevant Operating
Committee;

(ii)

preparing work programs and budgets for the Operating Committee;

(iii)

acquiring all permits, consents, approvals and other rights required for the conduct
of the Joint Operations; and
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(iv)
(e)

in accordance with any decisions of the operating committee, representing the
Participants in all dealings with the Kenyan Government.

(Resignation or Removal of Operator): The Operator may resign as Operator at any
time upon 90 days notice to the other Participant(s) (Non- Operators). The Operator
may also be removed:
(i)

upon receipt of notice from any Non-Operator under certain circumstances,
including if the Operator becomes insolvent or bankrupt, a receiver is appointed for
a substantial part of the Operator’s assets or the Operator dissolves, liquidates, is
wound up or otherwise terminates its existence; or

(ii)

by decision of the Non-Operators if the Operator has committed a material breach
of the 12B JOA and has failed to cure the breach within 30 days.

(f)

(Operating Committee): The 12B JOA establishes an operating committee (Operating
Committee) to provide the overall supervision and direction of Joint Operations. The
Operating Committee consists of one representative and one alternate representative
from each Participant.

(g)

(Decisions of the Operating Committee): Representatives have a vote equal to their
Participating Interest. Alternate representatives may attend but may only vote in the
absence of their respective representative. Except as otherwise expressly provided in the
12B JOA, all decisions, approvals and other actions of the Operating Committee on all
proposals are to be decided by the affirmative vote of two or more Participants (which
are not affiliates) having collectively 65% or more of the Participating Interest.
A surrender of all or any part of the Licence Area which is not required by the 12B PSC
requires the unanimous consent of all parties. However, a party may enter into or extend
the term of any exploration or exploitation period (as provided in the 12B PSC) or extend
the term of the 12B PSC, regardless of the level of support of the Operating Committee.

(h)

(Disposition of production): Except as otherwise provided in the 12B JOA, each
Participant has the right and obligation to own, take in kind and separately dispose of its
percentage share in the quantities of hydrocarbons (excluding all quantities used or lost
in Joint Operations) produced from Block 12B.
In the case of crude oil, the Participants must negotiate in good faith and conclude the
terms of a lifting agreement to cover the offtake of crude oil produced from the 12B PSC.
In the case of natural gas, the Participants recognise that it may be necessary to enter
into a special arrangement for the disposal of the natural gas, which may be consistent
with the relevant development plan and subject to the terms of the 12B PSC.

(i)

(Restrictions on Transfers of Participating Interests): Transfers (except when
between affiliated parties and excluding any direct or indirect change of control of a
Participant) are subject to pre-emptive rights. A Participant wishing to transfer all or a
portion of its Participating Interest must disclose all terms relevant to the acquisition of
that Participating Interest to the other Participant(s), who shall have the right to acquire
that Participating Interest on the same terms. No Participant may transfer any equity in
the relevant Tanzanian Licence if that transfer results in either the transferor or the
transferee having a Participating Interest in the licence of less than 5%.

(j)

(Change in control): Upon the occurrence of a change of control, the Participant subject
to the change of control must obtain any necessary approval from the Kenyan
Government in respect of the change of control, furnish any replacement security
interests required and disclose the final terms of the transaction to the other
Participant(s), together with the cash value of the Participating Interest. Upon notification,
the other Participant(s) have the right to acquire that Participating Interest for the cash
value amount.
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7.6

(k)

(Confidentiality): Subject to the terms of the 12B PSC, the Participants agree that all
information in relation to the Joint Operations or any exclusive operations undertaken in
accordance with the 12B JOA are considered confidential and (subject to certain
exceptions) must be kept confidential and not be disclosed during the term of the 12B
PSC and for a period of 3 years thereafter.

(l)

(Withdrawal): Any Participant may, subject to that Participant not being in default under
the 12B JOA, at its option, withdraw from the 12B JOA and the 12B PSC by giving notice
to other Participant(s) stating its decision to withdraw. On receipt of such notice, the
other Participant(s) have 30 days to also give notice that it wishes to withdraw from the
12B JOA and the 12B PSC. Should all Participants give such notice, the Participants
must terminate the 12B JOA and the 12B PSC. If only one Participant gives such notice,
then the withdrawing Participant must take all steps to withdraw from the 12B JOA and
the 12B PSC on the earliest possible date and shall assign their Participating Interest to
the other Participant(s) not withdrawing, without any compensation.

(m)

(General terms): The agreement is based on the AIPN Model International Operating
Agreement (2002 Revision) and has terms that are commonplace in the oil and gas
industry to address the work programmes and budget, sole risk operations, amendments
to the licence, tax, force majeure and applicable law.

(n)

(Governing law): The 12B JOA is governed by the laws of England and Wales.

Tanzanian Production Sharing Contracts
On 20 February 2012, Swala Oil and Gas (Tanzania) Limited (SOGTL) entered into two
production sharing contracts (Tanzanian PSCs) with the Government of the United Republic of
Tanzania (Tanzanian Government) and the Tanzanian Petroleum Development Corporation
(a body established under the laws of the United Republic of Tanzania for the purposes of
promoting the development of the petroleum industry and production of petroleum in Tanzania)
(TPDC) for the exploration and development of the Pangani Licence and Kilosa-Kilombero
Licence (collectively Tanzanian Licences). The terms of the Tanzanian PSCs are identical,
except for the specific Tanzanian Licences to which they relate.
On 21 February 2012, SOGTL assigned a 50% interest in all of its rights, interests and benefits
in and to each of the Tanzanian PSCs to Otto Energy (Tanzania) Limited pursuant to two deeds
of assignment between SOGTL and Otto Energy (Tanzania) Limited (together, the
Contractors).
The material terms of the Tanzanian PSCs (as amended by the relevant deed of assignments)
are as follows:
(a)

(Exploration Period): Under the terms of the Tanzanian PSCs, the Contractors are
granted an exclusive right to conduct, on behalf of TDPC as licence holder, petroleum
operations in the areas to which each of the Pangani Licence and the Kilosa-Kilombero
Licence are situated (Licence Areas) for an initial term of 4 years (Initial Exploration
Period), with two options to extend the exploration period, upon application by the
Contractors and provided all previous commitments have been satisfied, for a further 4
years and 3 years, respectively. At the end of the second extension period, each of the
Tanzanian PSCs terminates to the extent that those areas within the Licence Areas have
not been covered by a development licence.

(b)

(Contractors commitments): The Contractors have agreed to perform and fund the
minimum exploration work program set out in the Tanzanian PSCs during the term of the
Exploration Period and progression to the next year within the Exploration Period is only
permitted if the work commitments which are the subject of that year have been
honoured. Each annual work commitment also has an associated minimum expenditure
commitment. If the Contractors do not complete that work commitment then under the
terms of the relevant Tanzanian PSC, they are required to pay compensation to TPDC in
the amount of the unspent balance of the financial obligations. A summary of these
commitments is set out below:
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Exploration
Period

Contract
Year

Work commitment

Minimum expenditure (US$)

Initial
Exploration
Period

1

Acquire high-resolution airborne gravity
and/or magnetic data; conduct ASTER
satellite and photogeology work; undertake
surface geochemical sampling; and carry
out surface geological mapping.

370,000*

500,000*

2

Acquire a minimum of 200 km (in the case
of the Pangani Licence) and 300 km (in the
case of the Kilosa-Kilombero Licence) of
2D seismic and to undertake additional
geochemical sampling and surface
geological mapping.

2,100,000

2,100,000

3

Acquire a further 200 km (in the case of the
Pangani Licence) and 500 km (in the case
of the Kilosa-Kilombero Licence) of 2D
seismic.

2,000,000

5,000,000

4

Drill a well to a maximum of 3,000m or
basement.

6,000,000

6,000,000

First
Extension
Period

5 to 8

Undertake further geological, geochemical
2
and geophysical studies; acquire 60 km of
3D seismic or 600 km of 2D seismic; and
drill at least one well to a maximum depth
of 3,000m or basement.

12,100,000

12,100,000

Second
Extension
Period

9 to 11

Undertake further geological, geochemical
2
and geophysical studies; acquire 60 km of
3D seismic or 600 km of 2D seismic; and
drill at least one well to a maximum depth
of 3,000m or basement.

12,100,000

12,100,000

Pangani
Licence

KilosaKilombero
Licence

Note: * The work commitments for the first Contract Year have been completed on each of the Tanzanian Licences.

Where the Contractors have carried out more than the minimum technical work
obligations specified in the relevant Tanzanian PSCs for a particular Exploration Period,
the Contractors are permitted to credit such excess work commitments as satisfying work
commitments specified for the next succeeding Exploration Period.
(c)

(Term): The Tanzanian PSCs will continue to be in force to regulate the terms of any
development licences granted over the Licence Areas, and in circumstances where no
development licence is granted, until the end of the last extension of the Exploration
Period.

(d)

(Right to Surrender): 30 days prior to the expiry of each of the first and second Contract
Years, the Contractors must notify the Tanzanian Government and TDPC of whether it
intends to:
(i)

surrender its rights for the relevant Licence Area; or

(ii)

continue with the exploration program.

The Contractors may also, by giving at least 90 days written notice to TDPC, elect to
surrender its rights for the relevant Licence Area. However, no such surrender will relieve
the Contractor of its obligations to spend the required minimum expenditure commitment,
as stated in paragraph (b) above.
(e)

(Termination): The Tanzanian PSCs will terminate, either as a result of the Contractors
electing to surrender its rights for the particular Licence Area, or by 30 days notice in
writing given by the Tanzanian Government where the Contractors are in default of any
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provision of the terms of the relevant Tanzanian PSC or the Tanzanian Licence. Upon
termination, the rights and obligations under the relevant Tanzanian PSC will cease,
save for those obligations that arise prior to such termination and the obligations that are
expressly stated to survive such termination.
(f)

(Discovery of petroleum): If petroleum is discovered in a Licence Area, the Contractors
must immediately notify TPDC of such discovery and within 30 days from the date of the
discovery provide TPDC with all available information regarding the discovery including
its potential commerciality.
If the Contractors consider that the discovery is of potential commercial interest, the
Contractors must as soon as practicable submit to TPDC, for the consideration of the
Advisory Committee, their proposal for an appraisal programme. Where the Advisory
Committee agrees on an appraisal programme and the location of the discover has been
declared, the Tanzanian Minister of Energy may, upon a submission by TPDC, grant the
Contractors a period of up to two years in which to carry out the appraisal program
before the application to convert the exploration licence to a development licence must
be submitted.
If the Contractors inform TPDC that in its opinion, the discovery is not of potential
commercial interest, then TPDC will have the option to require the Contractors to
surrender their rights and be relieved of its obligations in respect of the block or blocks
comprising the geological feature in which the discovery is located.

(g)

(Government Participation): Within 180 days of the Tanzanian Government’s approval
of a field development plan, the TPDC may by notice in writing to the Contractors, elect
to contribute in participating interest of up to 20% by contributing to “Contract Expenses”
other than “Exploration Expenses” (as those terms are defined in the Tanzanian PSCs)
in proportion to its participating interest.

(h)

(Environmental Obligations): In furtherance of the Tanzanian environmental laws and
regulations or as the Tanzanian Government may otherwise require from time to time,
the Contractors must take necessary and adequate steps to:
(i)

conduct its petroleum operations in a manner that will protect the natural
resources of Tanzania and the environment;

(ii)

employ the best available techniques in accordance with industry practice for the
prevention of environment damage to which its petroleum operations must
contribute and for the minimisation of the effect of such operations on adjoining
lands, sea and lakes;

(iii)

implement its development plan regarding the prevention of pollution, the
treatment of wastes, the safeguarding of natural resources and progressive
reclamation and rehabilitation of lands disturbed by the petroleum operations;

(iv)

prevent pollution; and

(v)

ensure prompt, fair and adequate compensation for injury to persons or damage to
property caused by the effects of the petroleum operations.

In addition, each of the Tanzanian PSCs requires one or more environmental impact
assessment studies on each Tanzanian Licence to be carried out on the Contractors'
behalf and submitted to TPDC prior to, during and after any major petroleum operations.
(i)

(Annual Charges): The Contractors are required to reimburse TPDC for the annual
charges in respect of each Tanzanian Licence or resulting development licences within
30 days of TDPC having provided to the Contractors confirmation that it has paid such
charges:

Swala Energy Limited – Prospectus

page | 66

Exploration Period

Pangani Licence
2

Kilosa-Kilombero Licence
US$4 / km

2

Initial Exploration Period

US$4 / km

First Extension Period

US$32 / km

2

US$32 / km

2

Second Extension Period

US$64 / km

2

US$64 / km

2

Development Licence

US$200 / km

2

US$200 / km

2

(j)

(Other Contributions): During the term of the Licences or any renewal of such Licences,
the Contractors must spend up to US$200,000 per year for the purposes of providing onthe-job training to certain Tanzanian personnel (including personnel from the Tanzanian
Government and TDPC).

(k)

(Production Sharing): In the event of production of petroleum, TPDC must deliver to the
Tanzanian Government, 12.5% of the total crude oil/natural gas production (prior to cost
oil and/or cost gas recovery) extracted from the Licence Area by way of a royalty
payment under Tanzanian law. In addition, not more than 50% of the remaining
production must be set aside to cover the Contractors’ (and where joint operations have
been established by TPDC, also TPDC’s) operating expenses, exploration expenses,
development expenses. Thereafter, the remaining total crude oil/natural gas production
from the Licence Area must be divided based on the following tranches:
(i)

For oil:
Tranches of daily total
production rates (barrels
per day)

(ii)

TPDC’s share

Contractors’
share

0 – 12,499

45%

55%

12,500 – 24,999

55%

45%

25,000 – 49,999

60%

40%

50,000 – 99,999

65%

35%

100,000 and above

70%

30%

TPDC’s share

Contractors’
share

0 – 19.99

60%

40%

20 – 39.99

65%

35%

40 – 59.99

70%

30%

60 – 79.99

75%

25%

80 – 99.99

80%

20%

100 and above

85%

15%

For gas:
Tranches of daily total
production rates (million
standard cubic feet of
gas per day)

In addition, the Contractors are subject to Tanzanian taxes on income derived from
petroleum operations.
(l)

(Advisory committee): Each of the Tanzanian PSCs establishes an advisory committee
which must comprise of 2 members appointed by TPDC and 2 members appointed by
the Contractors (Advisory Committee). The Tanzanian Government may attend in a
non-voting capacity. The Advisory Committee shall meet from time to time and shall
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approve the annual work programme and budget and the appraisal work program and
any other matter as directed by the parties. Each member of the Advisory Committee
shall have one vote with decisions made by a simple majority. If a majority decision is
not achieved, the proposal under decision shall be reviewed and re-submitted to the
Advisory Committee in no more than 15 days.
(m)

(Confidentiality): The Contractors have undertaken not to disclose (subject to certain
exceptions) to third parties, any data, information or any interpretation thereof which
relates to an area which has ceased to be part of the Licence Area for a period of 4 years
from the relevant expiry date.
In addition, any public disclosure regarding the interpretation of information acquired in
petroleum operations (including any and all operations and activities in connection with
exploration operations, appraisal operations, development operations, production
operations, including all abandonment activities required under the joint operating
agreement) must not be made without the Tanzanian Government’s consent.

(n)
7.7

(Governing law): Each Tanzanian PSC is governed by the laws of the United Republic
of Tanzania.

Joint Operating Agreement –Tanzanian Licences
SOGTL and Otto Energy (Tanzania) Limited have entered into a joint operating agreement in
respect of each of the Pangani Licence and the Kilosa-Kilombero Licence (Tanzanian JOAs),
pursuant to which the rights and obligations of the parties with respect to their operations under
the relevant Tanzanian Licence are governed. The Tanzanian JOAs are identical except for the
specific licence to which they relate.
The material terms of the Tanzanian JOAs are as follows:
(a)

(Participating Interests): The participating interests of the parties (Participants) in each
of the Tanzanian Licences (Participating Interests) are as follows:
Participant

Participating Interests
Pangani Licence

Kilosa-Kilombero Licence

SOGTL

50%

50%

Otto Energy (Tanzania)
Limited

50%

50%

(b)

(Government Participation): If TDPC elects to participate in the rights and obligations of
the parties under the relevant Tanzanian PSC, the Participants will contribute, in
proportion to their respective Participating Interests, to the interest to be acquired by
TDPC.

(c)

(Term): The Tanzanian JOAs commenced on 21 February 2012 and shall continue until:

(d)

(i)

the relevant Tanzanian PSC terminates; or

(ii)

all materials, equipment and personal property used in connection with the joint or
exclusive operations of the relevant Tanzanian Licence have been disposed of or
removed and final settlement has been made.

(Operator): SOGTL is the operator of each of the Tanzanian Licences (Operator) and
has exclusive charge of all operations and activities pursuant to the Tanzanian JOAs
(Joint Operations). The Operator is responsible for amongst other things:
(i)

performing all Joint Operations in accordance with the provisions of the relevant
Tanzanian PSC, the relevant Tazanian JOA, all applicable laws and the decisions
of the relevant Operating Committee;
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(e)

(ii)

preparing work programs and budgets for the Operating Committee;

(iii)

acquiring all permits, consents, approvals and other rights required for the conduct
of the Joint Operations; and

(iv)

in accordance with any decisions of the operating committee, representing the
Participants in all dealings with the Tanzanian Government.

(Resignation or Removal of Operator): The Operator may resign as Operator at any
time upon 120 days notice to the other Participant(s) (Non-Operators). The Operator
may also be removed:
(i)

upon receipt of notice from any Non-Operator under certain circumstances,
including if the Operator becomes insolvent or bankrupt, a receiver is appointed for
a substantial part of the Operator’s assets or the Operator dissolves, liquidates, is
wound up or otherwise terminates its existence; or

(ii)

by decision of the Non-Operators if the Operator has committed a material breach
of the relevant Tanzanian JOA and has failed to cure the breach within 30 days.

In addition, the Operator must promptly notify each Non-Operator if it (together with its
affiliates) is or becomes the holder of a Participating Interest of less than 10%. Under
these circumstances, the Operating Committee will vote within 14 days of such
notification on whether or not a successor Operator should be appointed.
(f)

(Change in control of Operator): If there is a direct or indirect change in control of the
Operator (other than a transfer of control to an affiliate of the Operator), the Operator is
required to promptly notify the other Participants. The party acquiring control of the
Operator (Acquiring Party) shall be required to demonstrate that it has the technical
competency and financial ability to act as Operator. The Operating Committee must,
within 14 days of receiving such representations from the Acquiring Party, vote as to
whether or not consent should be given (with such consent not be unreasonably
withheld) to the Acquiring Party acting as Operator.

(g)

(Operating Committee): Each of the Tanzanian JOAs establishes an operating
committee (Operating Committee) to provide the overall supervision and direction of
Joint Operations. The Operating Committee consists of one representative and one
alternate representative from each Participant.

(h)

(Decisions of the Operating Committee): Representatives have a vote equal to their
Participating Interest. Alternate representatives may attend but may only vote in the
absence of their respective representative. Except as otherwise expressly provided in the
relevant Tanzanian JOA, all decisions, approvals and other actions of the Operating
Committee on all proposals are to be decided by the affirmative vote of two or more
Participants (which are not affiliates) having collectively 70% or more of the Participating
Interest.
A surrender of all or any part of the relevant Licence Area which is not required by the
relevant Tanzanian PSC requires the unanimous consent of all Participants. However, a
Participant may enter into or extend the term of any Exploration Period (as provided in
the relevant Tanzanian PSC) or extend the term of the relevant Tanzanian PSC,
regardless of the level of support of the Operating Committee.

(i)

(Disposition of production): Except as otherwise provided in the relevant Tanzanian
JOA, each Participant has the right and obligation to own, take in kind and separately
dispose of its percentage share in the quantities of hydrocarbons (excluding all quantities
used or lost in Joint Operations) produced from the relevant Tanzanian Licence.
In the case of crude oil, the Participants must negotiate in good faith and conclude the
terms of a lifting agreement to cover the offtake of crude oil produced from the relevant
Tanzanian PSC. In the case of natural gas, the Participants recognise that it may be
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necessary to enter into a special arrangement for the disposal of the natural gas, which
may be consistent with the relevant development plan and subject to the terms of the
relevant Tanzanian PSC.

7.8

(j)

(Restrictions on Transfers of Participating Interests): Transfers (except when
between affiliated parties and excluding any direct or indirect change of control of a
Participant) are subject to pre-emptive rights. A Participant wishing to transfer all or a
portion of its Participating Interest must disclose all terms relevant to the acquisition of
that Participating Interest to the other Participant(s), who shall have the right to acquire
that Participating Interest on the same terms. No Participant may transfer any equity in
the relevant Tanzanian Licence if that transfer results in either the transferor or the
transferee having a Participating Interest in the licence of less than 10%.

(k)

(Confidentiality): Subject to the terms of the relevant Tanzanian PSC, the Participants
agree that all information in relation to the Joint Operations or any exclusive operations
undertaken in accordance with the relevant Tanzanian JOA are considered confidential
and (subject to certain exceptions) must be kept confidential and not be disclosed during
the term of the relevant Tanzanian PSC and for a period of 2 years thereafter.

(l)

(Withdrawal): Any Participant may, subject to that Participant not being in default under
the relevant Tanzanian JOA, at its option, withdraw from the relevant Tanzanian JOA
and PSC by giving notice to other Participant(s) stating its decision to withdraw. On
receipt of such notice, the other Participant(s) have 30 days to similarly give notice that it
wishes to withdraw from the relevant Tanzanian JOA and PSC. Should all Participants
give such notice, the Participants must terminate the relevant Tanzanian JOA and PSC.
If only one Participant gives such notice, then the withdrawing Participant must take all
steps to withdraw from the relevant Tanzanian JOA and PSC on the earliest possible
date and shall assign their Participating Interest to the other Participant(s) not
withdrawing, without any compensation.

(m)

(General terms): Each Tanzanian JOA is based on the AIPN Model International
Operating Agreement (2002 Revision) and has terms that are commonplace in the oil
and gas industry to address the work programmes and budget, sole risk operations,
amendments to the relevant licence, tax, force majeure and applicable law.

(n)

(Governing law): Each Tanzanian JOA is governed by the laws of England and Wales.

Offer Management Agreement
On or about the date of this Prospectus, the Company, Swala BVI, Argonaut and Foster
entered into an offer management agreement (Offer Management Agreement), pursuant to
which Argonaut and Foster agreed to act as the Joint Lead Managers to the Offer to exclusively
arrange, lead manage, and act as joint book runners for, the Offer.
On completion of the Offer, the Company must pay to the Joint Lead Managers in equal
respective proportions a selling fee equal to the aggregate of 6% of the total amount raised
under the Offer (Selling Fee). In addition, the Company must grant:
(a)

3,500,000 Options exercisable at $0.30 each on or before that date that is five years
from the date of issue (Options) at an issue price of $0.0001 per Option to the Joint
Lead Managers in equal respective proportions; and

(b)

1,500,000 Options, at an issue price of $0.0001 per Option, to the Joint Lead Manager in
equal respective proportions in consideration of services provided by them to Swala BVI
in relation to its recent issue of the Convertible Notes to raise an aggregate of up to
$2,500,000.

The Company must also reimburse the Joint Lead Managers for costs:
(a)

directly relating to the Offer (provided that the Company has written consent for any
approval in excess of $5,000);

Swala Energy Limited – Prospectus

page | 70

(b)

any stamp duty or taxes (excluding the income tax of the Joint Lead Managers) payable
in respect of the Offer Management Agreement, the Offer and any other costs in respect
of the Offer and the allocation and issue of the Offer Shares; and

(c)

all reasonable costs in respect of an inquiry, investigation or review by ASIC, ASX of
other regulatory body.

The Joint Lead Managers may, at any time, after consulting with the Company, appoint subagents, brokers or co-managers of the Offer. The Joint Lead Managers will be responsible for
any fees payable to such sub-agents, brokers or co-managers from the Selling Fee.
Subject to certain exclusions relating to, among other things, fraud, wilful misconduct or gross
negligence by an indemnified party, the Company agrees to indemnify the Joint Lead
Managers, their affiliates and each of their respective officers, employees, agents and advisers
against losses suffered in connection with the Offer.
Each Joint Lead Manager may (after consultation with the other Joint Lead Manager) terminate
the Offer Management Agreement at any time before completion of the Offer, by notice to the
Company and the other Joint Lead Manager, if one or more of the termination events set out
below occurs. However, in the case of the termination events in paragraphs (q) to (bb) below, a
Joint Lead Manager may not terminate the Offer Management Agreement unless in its
reasonable opinion the event has or is likely to have a materially adverse effect on the success
or outcome of the Offer or the price at which the shares will trade on ASX, or the event leads or
is likely to lead to a contravention by the Joint Lead Manager of any applicable law or a liability
for the Joint Lead Manager:
(a)

(disclosures in Prospectus): a material statement contained in the Prospectus is
misleading or deceptive, or a matter is omitted from the Prospectus;

(b)

(Prospectus to comply): the Prospectus does not comply with the Corporations Act or
the ASX Listing Rules or any other applicable law or regulation;

(c)

(supplementary prospectus): a supplementary prospectus has not been lodged under
section 719 of the Corporations Act when required by Joint Lead Managers, or the
Company lodges a supplementary prospectus, other than in accordance with the Offer
Management Agreement;

(d)

(ASIC action): any of the following notifications are made:
(i)

ASIC holding a hearing under section 739(2) of the Corporations Act or issuing an
order (including an interim order) under section 739;

(ii)

an application is made by ASIC for an order under Part 9.5 of the Corporations Act
in relation to the Offer or the Prospectus and any such application becomes public
or is not withdrawn within 2 Business Days;

(iii)

ASIC commences any investigation or hearing under Part 3 of the Australian
Securities and Investments Commission Act 2001 (Cth) in relation to the Offer or
the Prospectus and any such investigation or hearing becomes public or is not
withdrawn within 2 Business Days;

(e)

(prosecution by government agency): any government agency commences or
announces that it intends to take any public action against the Company or any of its
directors;

(f)

(breach of law): any group member commits, is involved in, or acquiesces in, any
activity which materially breaches those provisions of the Corporations Act, or any other
law, having application to the Offer;

(g)

(consent): if a relevant person refuses to give their consent to the issue of this
Prospectus (or withdraws such consent) or to otherwise be named in the Prospectus;
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(h)

(notice): any person gives a notice under section 730 or 733(3) of the Corporations Act;

(i)

(withdrawal): the Company withdraws the Prospectus or the Offer;

(j)

(ASX approval): ASX fails to grant approval to the Company’s admission to the official
list of ASX, to the Official Quotation of all of the Shares on the ASX or to reinstate the
trading of the Company’s securities;

(k)

(insolvency): an “Insolvency Event” (as defined in the Offer Management Agreement)
occurs in relation to a member of the Swala Group;

(l)

(Director): a Director engages in any fraudulent activity or is charged with an indictable
offence or a regulatory body commences or announces its intention to take any public
action against the Director;

(m)

(certificates): a failure to furnish certain management certificates as required under the
Offer Management Agreement;

(n)

(timetable): any event in the proposed timetable is delayed by the Company for more
than five business days;

(o)

(Share Sale Agreement): the conditions precedent to the Share Sale Agreement are not
satisfied or are waived without the Joint Lead Managers’ consent, there is a breach of
the Share Sale Agreement, the terms of the Share Sale Agreement are amended without
the Joint Lead Managers’ consent or the Share Sale Agreement is terminated or an
event occurs which entitles a party to terminate the Share Sale Agreement;

(p)

(no issue): the Company is or becomes unable, for any reason, to issue or allot the
Shares;

(q)

(misrepresentation): a representation or warranty made by the Company in the Offer
Management Agreement proves to be, or has been, or becomes, untrue or incorrect in
any material respect;

(r)

(breach): the Company fails to perform or observe, or is unlikely to be capable of
performing or observing, any of its material obligations under the Offer Management
Agreement;

(s)

(change in management): there is a change, or an announced change, in management
or the board of Directors;

(t)

(certificate): a certificate which is required to be furnished by the Company under the
Offer Management Agreement is untrue, incorrect or misleading;

(u)

(material adverse change): there is a material adverse change in the general affairs,
management , financial position, shareholders’ equity or results of operations of the
Company;

(v)

(disruption in financial markets): there is a material disruption in commercial banking
or security settlement or clearance services in Australia, the United States of America or
the United Kingdom or any other adverse change or disruption occurs or is likely to occur
to the financial, political or economic conditions, currency exchange rates or controls or
financial markets in Greece, Australia, the United States of America, Europe or Japan;

(w)

(change in laws): the Parliament of Australia or any State or Territory of Australia
introduces a new law, or the Reserve Bank of Australia or any Commonwealth, State or
Territory authority adopts a new policy which will have a material adverse effect on the
Offer;
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(x)

(hostilities): hostilities not presently existing commence involving Greece, Australia, the
United States, United Kingdom or Japan, or a major terrorist act is perpetrated anywhere
in the world;

(y)

(disclosures in due diligence): the due diligence report or any other information
provided by or on behalf of the Company to the Joint Lead Managers in relation to the
Company or the Offer is, or becomes, untrue, incomplete, misleading or deceptive;

(z)

(legal proceedings): after the date of this Prospectus, any claim is made against the
Company or any member of the Swala Group which was not disclosed or foreshadowed
in this Prospectus;

(aa)

(information supplied):the information supplied by the Company to the Joint Lead
Manager in relation to the Company or offer is found (or likely) to be misleading or
deceptive; and

(bb)

(changes in taxation) a prospective change in taxation adversely affecting the
Company or the Shares occurs.

The Offer Management Agreement contains other standard terms and conditions expected to
be included in an agreement of this nature.
7.9

Corporate Adviser Mandate Letter Agreement
On 20 December 2012, Swala BVI entered into a mandate letter agreement (Mandate Letter
Agreement) with Pursuit Capital Pty Ltd (Pursuit Capital) pursuant to which Pursuit Capital
was appointed as corporate adviser in respect of the Convertible Note Issue by Swala BVI and
the Offer. The terms of the Mandate Letter Agreement apply jointly and severally to Swala BVI
and the Company.
The Mandate Letter Agreement provides that Pursuit Capital will be paid:
(a)

a retainer of $17,500 per month (excluding GST) until completion of the Offer;

(b)

a corporate finance success fee of 6% (excluding GST) of the first $500,000 raised from
the Convertible Note Issue; and

(c)

1,000,000 Options exercisable at $0.30 each on or before that date that is five years
from the date of issue (Options).

Please refer to Section 13.4 for further details relating to the terms and conditions of the
Options.
Pursuit Capital will also be entitled to commissions payable by the Joint Lead Managers in
connection with the Offer on funds raised by Pursuit Capital. For further details in respect of
the commissions payable by the Joint Lead Managers, please refer to Section 4.11.
Pursuit Capital’s appointment under the Mandate Letter Agreement may be terminated at any
time by the Company or Pursuit Capital upon 3 months written notice to the other party. If
Pursuit Capital’s appointment is terminated, the obligations to pay the fees outlined in
paragraphs (a) and (b) above will continue notwithstanding the termination.
The Mandate Letter Agreement contains other standard terms and conditions expected to be
included in an agreement of this nature.
7.10 Director’s Deeds of Indemnity
The Company has entered into a director’s indemnity insurance and access deed (Deeds of
Indemnity) with each of its Directors.
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Under these Deeds of Indemnity, the Company must indemnify each Director to the extent
permitted by law against any liability as a result of the Director acting in such capacity with the
Company.
The Deeds of Indemnity also provide for the Company to agree to use its best commercial
endeavours insure each Director to the extent permitted by law against liabilities incurred by the
Director in acting in such a capacity. The policy must be on terms that are, in the reasonable
opinion of the Company, commercial, prudent and appropriate for a company operating in a
similar industry with comparable annual revenue. The policy must be maintained during the
period from which the Director is an officer to the later of: the date which is 7 years after the
Director ceases to be an officer of the Company; and the date any relevant proceedings have
been finally resolved (Access Period).
During the Access Period, the Director is entitled to have access, at reasonable hours, to and
inspect the company books and Board papers which have been either prepared, or provided to
the Board, and are in any way relevant to the any proceedings relating to the Director holding
office as a Director or for any other proper purpose relevant to the Director’s present or former
capacity as an officer of the Company and approved by the Board, which approval may not be
unreasonably withheld.
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8

Board and Corporate Governance

8.1

Directors
Disclosure of the Directors and their background is contained in Section 3.15.

8.2

Management and Consultants
The Company is aware of the need to have sufficient management to properly supervise its
ongoing operations and the Board will continually monitor the management roles in the
Company. As its projects require an increased level of involvement, the Board will look to
appoint additional management and/or consultants when and where appropriate to ensure
proper management of the Company’s projects.

8.3

ASX Corporate Governance Council Principles and Recommendations
The Company is committed to implementing the highest standards of corporate governance.
In determining what those high standards should involve, the Company is guided in its
corporate governance by the ASX Corporate Governance Council’s (CGC) Corporate
nd
Governance Principles and Recommendations with 2010 Amendments (2 Edition) (ASX
Principles and Recommendations) and ASX Guidance Note 9. The Company follows the
ASX Principles and Recommendations to the extent that it is practicable.
In accordance with ASX Listing Rule 1.1 Condition 13, this corporate governance statement
discloses the extent to which the Company intends to follow the recommendations contained in
the ASX Principles and Recommendations as at the date of admission of the Company to the
ASX. Where the Company’s corporate governance practices do not follow a recommendation, it
is because the Board does not consider it practical or necessary to implement those
recommendations due to the size and stage of development of the Company’s operations and
the Board’s reasoning for any departure is explained.
The following table sets out in summary form whether the Company follows or intends to follow
the recommendations contained in the ASX Principles and Recommendations as at the date of
admission of the Company to the ASX.
ASX P & R

Recommendation 1.1
Recommendation 1.2
Recommendation 1.3
Recommendation 2.1
Recommendation 2.2
Recommendation 2.3
Recommendation 2.4
Recommendation 2.5
Recommendation 2.6
Recommendation 3.1
Recommendation 3.2
Recommendation 3.3
Recommendation 3.4
Recommendation 3.5
Recommendation 4.1

Comply

X
X
X


X
X


X
X

X


ASX P & R

Recommendation 4.2
Recommendation 4.3
Recommendation 4.4
Recommendation 5.1
Recommendation 5.2
Recommendation 6.1
Recommendation 6.2
Recommendation 7.1
Recommendation 7.2
Recommendation 7.3
Recommendation 7.4
Recommendation 8.1
Recommendation 8.2
Recommendation 8.3
Recommendation 8.4

Comply
X






X
X

X

X



A copy of the Company’s corporate governance documentation is available on the Company’s
website at www.swala-energy.com.
(a)

Principle 1: The Board lays solid foundations for management and oversight.

The Board’s role is to govern the Company rather than to manage it. In governing the
Company, the Directors must act in the best interests of the Company as a whole. Each

Swala Energy Limited – Prospectus

page | 75

member of the Board is committed to spending sufficient time to enable them to carry out their
duties as a Director of the Company. In addition, it is the intention that non-executive Directors
receive formal letters of appointment setting out the key terms, conditions, responsibilities and
expectations of their appointment.
Responsibilities of the Board
In carrying out its governance role, the main task of the Board is to drive the performance of the
Company. The Board must also ensure that the Company complies with all of its contractual,
statutory and any other legal obligations, including the requirements of any regulatory body.
The Board has the final responsibility for the successful operations of the Company.
Board responsibilities are set out in the Company’s Board Charter which is located on the
Company’s website (www.swala-energy.com).
Responsibilities of Senior Executives
It is the role of senior executives to manage the Company in accordance with the direction and
delegations of the Board and it is the responsibility of the Board to oversee the activities of
management in carrying out those delegated duties. Senior executives’ responsibilities are set
out in the Board Charter which is located on the Company’s website (www.swala-energy.com).
The Board shall approve all delegations of authority.
Independent Professional Advice and Access to information
The Board collectively and each Director individually has the right of access to all the
Company’s information and to the company’s executives. Further, each Director individually
and the Board collectively has the right to seek independent professional advice from a suitably
qualified advisor, at the Company’s expense, to assist them to carry out their responsibilities.
Where appropriate, a copy of this advice is to be made available to all other members of the
Board.
Performance Review/Evaluation of Executives
A Senior Executive review has not been undertaken yet given its early stage. Senior Executives
will be set clear objectives and Senior Executive’s performance is to be formally reviewed
annually, with performance appraised by the Chief Executive Officer and Managing Director,
and reviewed by the Board. Once admitted to ASX, the Board intends to establish a process
for evaluating the performance of senior executives against appropriate measures, which it will
disclose on the Company’s website (www.swala-energy.com).
(b)

Principle 2: The Board is structured to add value

Composition of the Board and Details of Directors
To add value to the Company, the Board has been formed so that it has an effective
composition, size and commitment to adequately discharge its responsibilities and duties.
The Board comprises four Directors. They are:


Kenneth (Ken) Russell, Non-executive and independent Chairman



David Mestres Ridge, Managing Director and CEO



Ernest Massawe, Non-executive Director



Neil Taylor, Executive Director

Further details of the Directors including their qualifications, skills, experience, expertise and
period of office are set out in Section 3.15. The Board has assessed the current mix of skills,
experience and diversity to be appropriate for an oil and gas exploration company with its
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Directors collectively having experience within international oil and gas companies, experience
in industrial companies, operating in east-African countries and having relevant financial
experience. The Board intends to periodically assess the mix of skills, experience and diversity
for which the Board is looking to achieve in its membership.
The Board performs the functions of a nomination committee. The Board’s procedure for the
nomination selection and (re)appointment of Directors is set out in the Board Charter. The
Board has not established a separate nomination committee because the Board deems it more
efficient to undertake this function given the present size of the Board, and will undertake the
functions of a nomination committee as and when required at its board meetings.
Independence
The Company recognises the importance of non-executive Directors and the external
perspective and advice that non-executive Directors can offer. There are currently two
independent non-executive Directors on the Board of the Company, Mr Ken Russell (Chairman)
and Mr Ernest Massawe.
In assessing independence, the Board has taken into consideration the relationships affecting
the independence of a Director pursuant to the ASX Principles and Recommendations.
Independent Directors are those who have the ability to exercise their duties unfettered by any
business or other relationships and are willing to express an objective opinion. As set out in the
Board Charter, it is the approach and attitude of each non-executive Director which is critical to
determining independence and this must be considered in relation to each Director while taking
into account all other relevant factors, which may include whether the non-executive Director:
•

is a substantial shareholder (defined as owning more than 10 percent of the issued share
capital of the Company), or an officer of, or otherwise associated directly with, a substantial
shareholder of the Company;

•

has, within the last three years, been employed in an executive capacity by the Company
or any other Group company;

•

has, within the last three years, been a principal of a material professional adviser or a
material consultant to the Company or an employee materially associated with the service
provided. In this context, the relationship with the professional adviser or consultant shall
be deemed to be material if payments from the Company exceed $100,000 of Swala’s
annual expenditure to all professionals and consultants or exceed $100,000 of the
recipient’s annual revenue for advisory or consultancy services;

•

is a material supplier or customer of the Company, or an officer of or otherwise associated
directly or indirectly with, a material supplier or customer. In this context, the relationship
with the supplier or customer shall be deemed to be material if annual payments to or from
that supplier or customer exceed $100,000 of the annual consolidated gross revenue of
either Swala or of that supplier or customer;

•

has any contractual relationship with Swala other than as a Director, which could, or could
reasonably be perceived to, interfere with the Director’s ability to act in the best interests of
the Company; or

•

is free from any interest and any business or other relationship which could, or could
reasonably be perceived to, interfere with the Director’s ability to act in the best interests of
the Company.

A majority of the Board is not independent. The Board considers that it is necessary at this
time in the Company’s development to have Executive Directors involved with the Board due to
the experience and skills that the Executive Directors provide. The Board will regularly review
the number of independent Directors on the Board.
The Managing Director and CEO, David Mestres Ridge, and the Exploration Director, Neil
Taylor, are employed by the Company in an executive capacity so are not independent. The
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Chairman, Ken Russell, is an independent non-executive Director and there is a clear division
of responsibility between the Chairman and the CEO. Ernest Massawe is a non-executive
independent Director.
As independent Directors, each of Ken Russell and Ernest Massawe are non-executive
Directors who are not members of management and who are free of any business or other
relationship that could materially interfere with, or reasonably be perceived to materially
interfere with, the independent exercise of their judgement.
Performance review/evaluation
The Board will review their performance as determined by the Board from time to time. It is the
Board’s intention to conduct an informal review of the skills and experience of the Directors
prior to their appointment and the alignment of those skills with the requirements of the Board.
This review will be ongoing and undertaken as required given the stage of the Company’s
development. The Company has not established a process for evaluating the performance of
its Board, its committees and individual Directors. However, once admitted to the ASX, the
Board intends to establish a process for evaluating the performance of the Board, its
committees and individual Directors against appropriate measures, which may include Director
questionnaires and interview processes, which it intends to disclose this review process in the
Company’s subsequent corporate governance statements disclosed in its annual reports.
(c)

Principle 3: The Board promotes ethical and responsible decision-making

Code of Conduct
As part of its commitment to recognising the legitimate interests of stakeholders, the Company
has established a Code of Conduct to guide compliance with legal, ethical and other obligations
to legitimate stakeholders and the practices necessary to maintain the Company’s integrity and
to assist the Board to carry out its functions. These stakeholders include employees, clients,
customers, government authorities, creditors and the community as whole.
A copy of the Code of Conduct is available on the Company’s website (www.swalaenergy.com).
Diversity
The Company has not established a diversity policy, nor set measurable objectives for
achieving gender diversity at this time. The Company is currently developing its diversity
policy, including considering whether it will establish measurable objectives for achieving
gender diversity and will disclose the policy on the Company’s website once adopted.
(d)

Principle 4: The Board safeguards integrity in financial reporting

The Board has established an Audit and Risk Management Committee comprising two
independent non-executive Directors (Mr Kenneth Russell (Chair) and Mr Ernest Massawe)
with delegated responsibilities to assist the Board in fulfilling its corporate governance
responsibilities in regard to:


the reliability and integrity of financial information for inclusion in the Company’s financial
statements;



audit, accounting and financial reporting obligations;



safeguarding the independence of the external auditor;



financial risk management;



the oversight and management of material business risks; and
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the effectiveness of the Company’s management of its material business risks.

The Board does not think it appropriate to include executive Directors as members of the
Committee, therefore at this stage the Committee is not structured in accordance with
Recommendation 4.2 as it has only two members. Mr Massawe, who is an independent nonexecutive Director, is Chairman of the Audit Committee. The composition of the Committee will
be regularly reviewed when the composition of the Board changes.
Both members of the Audit and Risk Management Committee consider themselves to be
financially literate and have industry knowledge. Mr Massawe is a certified accountant (ACCA,
UK) and holds a Bachelors of Commerce from the then University of East Africa - Nairobi.
Further details of each of the Directors’ qualifications are set out in Section 3.15.
After a recommendation has been made by the Audit and Risk Management Committee, the
Board is responsible for the initial appointment of the external auditor and the appointment of a
new external auditor when any vacancy arises. Any appointment made by the Board must be
ratified by shareholders at the next annual general meeting of the Company. Candidates for
the position of external auditor of the Company must be able to demonstrate complete
independence from the Company and an ability to maintain independence through the
engagement period. Further the successful candidate must have arrangements in place for the
rotation of the audit engagement partner on a regular basis. The Company requires audit
partners of its external auditor to rotate in accordance with current professional standards,
including section 324DA of the Corporations Act. The lead audit engagement partner is
required to rotate every 5 years. This procedure for the selection and appointment of the
external auditor, and for the rotation of the external audit engagement partners will be available
on the Company’s website upon listing on ASX.
A copy of the Audit and Risk Management Committee Charter is available on the Company’s
website (www.swala-energy.com).
(e)

Principle 5: The Board makes timely and balanced disclosure

The Company’s Continuous Disclosure Policy is designed to ensure that procedures are in
place to ensure compliance with ASX Listing Rule disclosure requirements. The CEO/MD and
the Company Secretary have been designated as the Company’s disclosure officers
responsible for implementing and administering the policy.
A copy of the Continuous Disclosure Policy is available on the Company’s website (www.swalaenergy.com).
(f)

Principle 6: The Board respects the rights of shareholders

The Company respects the rights of its shareholders and to facilitate the effective exercise of
those rights, by promoting effective communication with shareholders and encouraging
shareholder participation at annual general meetings, the Company has established a
Shareholder Communications Policy which is available on the Company’s website (www.swalaenergy.com).
(g)

Principle 7: The Board recognises and manages risk

The Company has not established a risk management policy as it intends to establish its risk
management framework upon further development of its organisation structure, systems and
procedures which are expected to take place after listing on the ASX.
As the Company develops it is its intention to identify, monitor and manage material business
risks of its activities.
The Board will delegate its responsibility for the oversight of the Company’s risk management
and control framework to the Audit and Risk Management Committee, with the Committee to
provide regular reports to the Board, through copies of its minutes.
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The Audit and Risk Management Committee will be responsible for overseeing risk
management strategies and material business risks and will aim to develop a process to
periodically update the Board at least half yearly.
The Audit and Risk Management Committee will oversee the Company’s management of risks
and as the Company’s activities develop, it will be responsible for approving risk management
policies and monitoring of those policies. Through its oversight function, the Audit and Risk
Management Committee will review the areas of material business risks and aim to ensure,
where applicable, that management has appropriate measures in place to protect the assets of
the Company.
The Company’s intended risk management strategy encompasses the following objectives:


identify risks to the Company;



balance risk to reward;



where appropriate, ensure regulatory compliance is achieved; and



ensure senior executives, the Board and investors understand the risk profile of the
Company.

The Board will require management to design, implement and maintain risk management and
internal control systems to manage the Company’s material business risks. The Board will also
require management to report to it confirming that those risks are being managed effectively.
In accordance with the ASX Principles and Recommendations, the Managing Director/Chief
Executive Officer and Chief Financial Officer will be requested to provide assurance to the
Board that the declaration given in accordance with section 295A of the Corporations Act, is
founded on a sound system of risk management and internal control and that the system is
operating effectively in all material respects in relation to financial reporting risks.
(h)

Principle 8: The Board remunerates fairly and responsibly

The Board is ultimately responsible for the Company’s remuneration policy however has
delegated its responsibility for the approval and monitoring of remuneration policies to the
Remuneration Committee which consists of the Company’s two independent non-executive
Directors; Mr Kenneth Russell (Chair) and Mr Ernest Massawe. The Board believes it is
inappropriate to have executives represented on this Committee. Therefore, at this stage the
Committee is not structured in accordance with Recommendation 8.2 as it has only two
members.
The responsibilities of the Remuneration Committee in relation to remuneration policies are set
out in the Remuneration Committee’s charter approved by the Board and available on the
Company’s website (www.swala-energy.com).
The Remuneration Committee will monitor and review the performance of the Managing
Director/CEO, senior executives and management. The Board also has responsibility for
ensuring that the level and composition of remuneration is competitive, reasonable and
appropriate for the results delivered and to attract and maintain talented and motivated
Directors and employees.
It is the Board’s policy (as set out in the Company’s Securities Trading Policy available on the
Company’s website) that Directors and senior executives are not permitted to enter into
transactions with securities (or any derivative thereof) which limit the economic risk of any
unvested entitlements awarded under any equity-based remuneration scheme currently in
operation or which will be offered by the Company in the future. However, Directors and senior
executives will consult with the Chairman if they are considering, or if they are not sure, as to
whether entering into transactions may limit the economic risk of unvested entitlements they
may have.
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There are no termination or retirement benefits for non-executive Directors (other than
superannuation).
Non-executive Directors are remunerated at a fixed fee for time, commitment and
responsibilities. Remuneration for non-executive Directors is not linked to individual
performance. Given the stage of development of the Company and the financial constraints
applicable to it, the Company may consider it appropriate to issue unquoted options to nonexecutive Directors, subject to obtaining the relevant approvals. This policy is subject to annual
review. Pay and rewards for executive Directors and senior executives consists of a base
salary and performance incentives. Long term performance incentives may include options
granted at the discretion of the Board and subject to obtaining the relevant approvals.
Further details of the remuneration structure of the executive Directors, non-executive Directors
and senior executives’ remuneration are set out in Section 3.16.

Swala Energy Limited – Prospectus

page | 81

9

Investigating Accountant’s Report
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12 March 2013

The Directors
Swala Energy Limited
70C, Kishorn Road
MOUNT PLEASANT WA 6153

Dear Sirs

INVESTIGATING ACCOUNTANT’S REPORT
1.

Introduction

We have prepared this Investigating Accountant’s Report (“Report”) on historical financial
information of Swala Energy Limited (“Swala” or “the Company”) for inclusion in the
Prospectus. Broadly, the Prospectus will offer 55 million shares at an issue price of $0.20 each to
raise $11 million before costs (“the Offer”).

2.

Basis of Preparation

This Report has been prepared to provide investors with information on the Statement of Profit
or Loss and Other Comprehensive Income and the Statement of Financial Position and the proforma Statement of Financial Position, as noted in the appendices to this report.
This Report does not address the rights attaching to the shares to be issued in accordance with
the Prospectus, nor the risks associated with the investment, and has been prepared based on
the complete Offer being achieved. Neither BDO Corporate Finance (WA) Pty Ltd nor its related
entities (“BDO”) has been requested to consider the prospects for the Company, the shares on
offer or related pricing issues, nor the merits and risks associated with becoming a shareholder
and accordingly has not done so, and does not purport to do so. BDO accordingly takes no
responsibility for these matters or for any matter or omission in the Prospectus, other than
responsibility for this Report. Risk factors are set out in the Prospectus.
Expressions defined in the Prospectus have the same meaning in this Report.

3.

Background

Swala Energy Limited was incorporated on 17 January 2013. Swala is an Australian based public
company limited by shares.
The Company entered into a Share Sale Agreement to acquire up to 100% of the issued capital of
Swala BVI for the issue of 60 million shares and 15 million Performance Shares.
Swala BVI is a limited liability company incorporated under the laws of the British Virgin Islands
and is the parent entity of four subsidiaries. Swala BVI explores for oil and gas in sub-saharan
Africa, with a focus on eastern and central Africa.
Full details of the Company’s operations may be found in the Prospectus.

4.

Scope

You have requested BDO to prepare an Investigating Accountant's Report covering the following
financial information:
the historical statement of Financial Position as at 31 December 2012, and the Statement of
Profit or Loss and Other Comprehensive Income for the year ended 31 December 2012, for
Swala;
the pro-forma statement of financial position as at 31 December 2012, for the period ended
on that date, reflecting the actual position as at that date, major transactions between
that date and the date of our report and the proposed capital raising under the Prospectus;
and
the accounting policies applied by Company in preparing its financial statements,
(the "Financial Information").
The Directors are responsible for the preparation of the historical financial information including
determination of the adjustments.
We have conducted our review of the historical financial information in accordance with the
Australian Auditing and Assurance Standard ASRE 2405 “Review of Historical Financial
Information Other than a Financial Report”. We made such inquiries and performed such
procedures as we, in our professional judgment, considered reasonable in the circumstances
including:
a review of work papers, accounting records and other documents pertaining to balances in
existence at 31 December 2012;
a review of the assumptions used to compile the pro-forma Statement of Financial Position;
a review of the adjustments made to the pro-forma historical financial information;
a comparison of consistency in application of the recognition and measurement principles in
Accounting Standards and other mandatory professional reporting requirements in Australia,
and the accounting policies adopted by the Company disclosed in the appendices to this
Report; and
enquiry of Directors and others.
These procedures do not provide all the evidence that would be required in an audit, thus the
level of assurance provided is less than given in an audit. We have not performed an audit and,
accordingly, we do not express an audit opinion.
Our review was limited primarily to an examination of the historical financial information, the
pro-forma financial information, analytical review procedures and discussions with both
management and directors. A review of this nature provides less assurance than an audit and,
accordingly, this Report does not express an audit opinion on the historical information or proforma financial information included in this Report or elsewhere in the Prospectus.
In relation to the information presented in this Report:
support by another person, corporation or an unrelated entity has not been assumed;
the amounts shown in respect of assets do not purport to be the amounts that would have
been realised if the assets were sold at the date of this Report; and
the going concern basis of accounting has been adopted.

5.

Conclusion

Statement on Historical Financial Information
Based on our review, which was not an audit, nothing has come to our attention which would
cause us to believe the historical financial information as set out in the Appendices to this report
does not present fairly the financial performance for the year ended 31 December 2012 or the
financial position as at 31 December 2012 in accordance with the measurement and recognition
requirements (but not all of the disclosure requirements) of applicable Accounting Standards and
other mandatory professional reporting requirements in Australia.
Statement on Pro-forma Financial Information
Based on our review, which was not an audit, nothing has come to our attention which would
cause us to believe the pro-forma financial information does not present fairly the financial
position of the Company as at 31 December 2012, in accordance with the measurement and
recognition requirements (but not all of the disclosure requirements) of applicable Accounting
Standards and other mandatory professional reporting requirements in Australia as if the proforma transactions had occurred on that date.

6.

Subsequent Events

The pro-forma statement of financial position reflects the following events that have occurred
subsequent to the period ended 31 December 2012:
The incorporation of Swala on 17 January 2013, and
The acquisition of Swala BVI by Swala for the issue of 60 million Shares and 15 million
Performance shares.
Apart from the matters dealt with in this Report, and having regard to the scope of our Report,
to the best of our knowledge and belief, no other material transactions or events outside of the
ordinary business of the Company have come to our attention that would require comment on, or
adjustment to, the information referred to in our Report or that would cause such information to
be misleading or deceptive.

7.

Assumptions Adopted in Compiling the Pro-forma Statement
of Financial Position

The pro-forma statement of financial position post issue is shown in Appendix 2. This has been
prepared based on the reviewed financial statements as at 31 December 2012, the subsequent
events set out in Section 6, and the following transactions and events relating to the issue of
Shares under this Prospectus:
The issue of 55 million shares at an offer price of $0.20 each to raise $11 million before
costs pursuant to the Prospectus;
Costs of the Offer are estimated to be $1,115,532 which are to be offset against the
contributed equity;
The issue of 5 million Options to Argonaut and Foster for their services as joint lead
manager;
The issue of 3 million Options to be issued to key personel;
The issue of 1 million Options to Pursuit Capital for services as corporate adviser; and
The issue of 19,224,950 shares to be issued pursuant to the Convertible Note Deeds.

8.

Disclosures

BDO Corporate Finance (WA) Pty Ltd is the corporate advisory arm of BDO in Perth.
Neither BDO Corporate Finance (WA) Pty Ltd nor BDO, nor any director or executive or employee
thereof, has any financial interest in the outcome of the proposed transaction except for the
normal professional fee due for the preparation of this Report.
Consent to the inclusion of the Investigating Accountant’s Report in the Prospectus in the form
and context in which it appears, has been given. At the date of this Report, this consent has not
been withdrawn.

Yours faithfully
BDO Corporate Finance (WA) Pty Ltd

Adam Myers
Director

APPENDIX 1
SWALA ENERGY LIMITED
Statement of Profit or Loss and Other Comprehensive Income
Reviewed
Year Ended
31 December
2013
$
Other income
Administration expenses

189,459
1,791,420

Depreciation expense

12,911

Director fees

70,414

Salary and wages

865,091

Exploration and evaluation

408,113

Total expenses from continuing operations
Profit/(Loss) before income tax
Income tax expense
Profit/(Loss) for the year
Other comprehensive income for the year, net of tax
Total comprehensive income for the year

3,147,949
(2,958,490)
(2,958,490)
(2,958,490)

This statement of Profit or Loss and Other Comprehensive income shows the historical financial
performance of the Company and is to be read in conjunction with the notes to and forming part
of the historical financial information set out in Appendix 3, prior year historical financial
information is not provided as the company did not have operations . Past performance is not a
guide to future performance.

APPENDIX 2
SWALA ENERGY LIMITED
STATEMENT OF FINANCIAL POSITION
Swala
Reviewed*
as at
31-Dec-12

Pro-forma
adjustments

Pro-forma
after issue

$

$

$

131,723

9,884,468

10,016,191

Other financial assets

65,095

-

65,095

TOTAL CURRENT ASSETS

196,818

9,884,468

9,991,286

Trade and other receivables

30,354

-

30,354

Plant & equipment

39,372

-

39,372

69,726

-

69,726

266,544

9,884,468

10,061,011

433,131

-

433,131

12,366

-

12,366

947

-

947

446,444

-

446,444

398,653

(398,653)

-

TOTAL NON CURRENT LIABILITIES

398,653

(398,653)

-

TOTAL LIABILITIES

845,097

(398,653)

446,444

( 578,553)

10,283,121

9,704,568

CURRENT ASSETS
Cash and cash equivalents

2

NON CURRENT ASSETS

TOTAL NON CURRENT ASSETS
TOTAL ASSETS
CURRENT LIABILITIES
Trade and other payables
Borrowings
Other current liabilities
TOTAL CURRENT LIABILITES
NON CURRENT LIABILITIES
Trade and other payables

3

NET ASSETS
EQUITY
Contributed equity

4

2,620,861

9,509,621

12,130,481

Reserves

5

56,444

1,160,500

1,216,944

210,640

-

210,640

6

(3,466,498)

(387,000)

(3,853,498)

(578,553)

10,283,121

9,704,568

Non controlling interest
Accumulated losses
TOTAL EQUITY

* The Reviewed financial statements have been adjusted for the subsequent events disclosed in
section 6 of our Report. The pro-forma Statement of Financial Position after Issue is as per the
Statement of Financial Position before Issue adjusted for any subsequent events and the
transactions relating to the issue of shares pursuant to this Prospectus. The Statement of Financial
Position is to be read in conjunction with the notes to and forming part of the historical financial
information set out in Appendix 3.

APPENDIX 3
SWALA ENERGY LIMITED
NOTES TO AND FORMING PART OF THE HISTORICAL FINANCIAL INFORMATION

1.

STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies adopted in the preparation of the historical financial
information included in this Report have been set out below.
(a) Basis of preparation of historical financial information
The historical financial information has been prepared in accordance with the recognition and
measurement, but not all the disclosure requirements of the Australian equivalents to
International Financial Reporting Standards (“AIFRS”), other authoritative pronouncements of
the Australian Accounting Standards Board, Australian Accounting Interpretations and the
Corporations Act 2001.
The financial information has also been prepared on a historical cost basis, except for derivatives
and available-for-sale financial assets that have been measured at fair value. Continuation
accounting has been applied for the acquisition of Swala BVI.
(b) Going Concern
The historical financial information has been prepared on a going concern basis, which
contemplates the continuity of normal business activity and the realisation of assets and the
settlement of liabilities in the normal course of business.
The ability of the Company to continue as a going concern is dependent on the success of the
fundraising under the Prospectus. The Directors believe that the Company will continue as a
going concern. As a result the financial information has been prepared on a going concern basis.
However should the fundraising under the Prospectus be unsuccessful, the entity may not be able
to continue as a going concern. No adjustments have been made relating to the recoverability
and classification of liabilities that might be necessary should the Company not continue as a
going concern.
(c) Reporting Basis and Conventions
The report is also prepared on an accrual basis and is based on historic costs and does not take
into account changing money values or, except where specifically stated, current valuations of
non-current assets.
The following is a summary of the material accounting policies adopted by the company in the
preparation of the financial report. The accounting policies have been consistently applied,
unless otherwise stated.
(d) Income Tax
The income tax expense or benefit (revenue) for the period is the tax payable on the current
period's taxable income based on the national income tax rate for each jurisdiction adjusted by
changes in deferred tax assets and liabilities attributable to temporary differences between the
tax base of assets and liabilities and their carrying amounts in the financial statements, and to
unused tax losses.

The charge for current income tax expenses is based on the profit for the year adjusted for any
non-assessable or disallowed items. It is calculated using tax rates that have been enacted or
are substantively enacted by the balance sheet date.
Deferred tax is accounted for using the balance sheet liability method in respect of temporary
differences arising between the tax bases of assets and liabilities and their carrying amounts in
the financial statements. No deferred income tax will be recognised from the initial recognition
of an asset or liability, excluding a business combination, where there is no effect on accounting
or taxable profit or loss.
Deferred tax assets are recognised to the extent that it is probable that future tax profits will be
available against which deductible temporary differences can be utilised.
The amount of benefits brought to account or which may be realised in the future is based on
the assumption that no adverse change will occur in income taxation legislation and the
anticipation that the economic entity will derive sufficient future assessable income to enable
the benefit to be realised and comply with the conditions of deductibility imposed by the law.
(e) Cash and Cash Equivalents
Cash and cash equivalents includes cash at bank and in hand, deposits held at call with financial
institutions, other short-term highly liquid deposits with an original maturity of three months or
less that are readily convertible to known amounts of cash and which are subject to an
insignificant risk of changes in value, and bank overdrafts. Bank overdrafts are shown within
borrowings in current liabilities on the statement of financial position.
(f) Trade and other receivables
Trade receivables are recognised as the amount receivable and are due for settlement no more
than 90 days from the date of recognition. Collectability of trade receivables is reviewed on an
ongoing basis. Debts which are known to be uncollectible are written off against the receivable
directly unless a provision for impairment has previously been recognised.
A provision for impairment of receivables is established when there is objective evidence that
the Company will not be able to collect all amounts due according to the original terms of
receivables. The amount of the provision is the difference between the asset’s carrying amount
and the present value of estimated future cash flows, discounted at the effective interest rate.
Loans granted are recognised at the amount of consideration given or the cost of services
provided to be reimbursed.
(g) Revenue Recognition
Revenues are recognised at fair value of the consideration received net of the amount of GST.
Interest
Revenue is recognised as interest accrues using the effective interest method. The effective
interest method uses the effective interest rate which is the rate that exactly discounts the
estimated future cash receipts over the expected life of the financial asset.

(h) Provisions
Provisions are recognised when the Company has a present legal or constructive obligation as a
result of past events; it is more likely than not that an outflow of resources will be required to
settle the obligation; and the amount has been reliably estimated. Provisions are not recognised
for future operating losses.
(i) Trade and Other Payables
Liabilities are recognised for amounts to be paid in the future for goods or services received,
whether or not billed to the Company. Trade accounts payable are normally settled within 30
days of recognition.
(j) Borrowings
Borrowings are initially recognised at fair value, net of transaction costs incurred. Borrowings are
subsequently measured at amortised cost. Any difference between proceeds (net of transaction
costs) and the redemption amount is recognised in the statement of comprehensive income over
the period of the borrowings using the effective interest method.
Borrowings are classified as current liabilities unless the Company has an unconditional right to
defer settlement of the liability for at least 12 months after the statement of financial position
date.
(k) Goods and Services Tax (GST)
Revenues, expenses and assets are recognised net of GST except where GST incurred on a
purchase of goods and services is not recoverable from the taxation authority, in which case the
GST is recognised as part of the cost of acquisition of the asset or as part of the expense item.
Receivables and payables are stated with the amount of GST included. The net amount of GST
recoverable from, or payable to, the taxation authority is included as part of receivables or
payables in the statement of financial position.
Cash flows are included in the statement of cash flow on a gross basis and the GST component of
cash flows arising from investing and financing activities, which is recoverable from, or payable
to, the taxation authorities are classified as operating cash flows.
Commitments and contingencies are disclosed net of the amount of GST recoverable from, or
payable to, the taxation authority.
(l) Exploration and Evaluation Expenditure
Costs incurred in the exploration, evaluation and development stages of specific areas of interest
are expensed as incurred.
(m) Impairment of assets
At each reporting date, the Company reviews the carrying values of its tangible and intangible
assets to determine whether there is any indication that those assets have been impaired. If
such an indication exists, the recoverable amount of the asset, being the higher of the asset’s
fair value less costs to sell and value in use, is compared to the asset’s carrying value. Any
excess of the asset’s carrying value over its recoverable amount is expensed to the income
statement.
Impairment testing is performed annually for goodwill and intangible assets with indefinite lives.
Where it is not possible to estimate the recoverable amount of an individual asset, the Company
estimates the recoverable amount of the cash-generating unit to which the asset belongs.
Financial Assets

A financial asset is considered to be impaired if objective evidence indicates that one or more
events have had a negative effect on the estimated future cash flows of that asset.
Non-Financial Assets
The carrying amounts of the non-financial assets are reviewed at each reporting date to
determine whether there is any indication of impairment. If any such indication exists then the
asset’s recoverable amount is estimated. For goodwill and intangible assets that have indefinite
lives or that are not yet available for use, recoverable amount is estimated at each reporting
date.
An impairment loss is recognised if the carrying amount of an asset or its cash-generating unit
exceeds its recoverable amount. A cash-generating unit is the smallest identifiable asset group
that generates cash flows that largely are independent from other assets and groups.
Impairment losses are recognised in the statement of comprehensive income. Impairment losses
recognised in respect of cash-generating units are allocated first to reduce the carrying amount
of any goodwill allocated to the units and then to reduce the carrying amount of any goodwill
allocated to the units and then to reduce the carrying amount of the other assets in the unit
(group of units) on a pro rata basis.
(n) Restoration, Rehabilitation and Environmental Costs
Restoration, rehabilitation and environmental costs necessitated by exploration and evaluation
activities are accrued at the time of those activities and treated as exploration and evaluation
expenditure. Costs are estimated on the basis of current undiscounted costs, current legal
requirements and current technology.
(o) Joint Ventures
Interests in joint venture operations are brought to account by including in the respective
classifications the company’s share of individual assets employed, liabilities and expenses
incurred. The company’s interest in joint ventures will be brought to account using the cost
method.
Where part of a joint venture interest is farmed out in consideration of the farminee undertaking
to incur further expenditure on behalf of both the farminee and the entity in the joint venture
area of interest, exploration expenditure incurred and carried forward prior to farmout
continues to be carried forward without adjustment. Any cash received in consideration for
farming out part of a joint venture interest is treated as a reduction in the carrying value of the
related mineral property.
(p) Contributed Equity
Ordinary shares are classified as equity.
Costs directly attributable to the issue of new shares or options are shown as a deduction from
the equity proceeds, net of any income tax benefit. Costs directly attributable to the issue of
new shares or options associated with the acquisition of a business are included as part of the
purchase consideration.

(q) Financial Instruments
Recognition
Financial instruments are initially measured at cost on trade date, which includes transaction
costs, when the related contractual rights or obligations exist. Subsequent to initial recognition
these instruments are measured as set out below.
Loans and receivables
Loans and receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market and are stated at amortised cost using the effective
interest rate method.
Financial liabilities
Non-derivative financial liabilities are recognised at amortised cost, comprising original debt less
principal payments and amortisation.

(r) Financial assets at fair value through profit and loss
Financial assets at fair value through profit and loss are financial assets held for trading. A
financial asset is classified in the category if it is held principally for the purpose of selling in the
short term. Assets in the category are classified as current assets. Such assets are subsequently
measured at fair value with changes in carrying value being included in profit or loss.

(s) Employee Benefits
Wages and Salaries, Annual Leave and Sick Leave
Liabilities for wages and salaries, including non-monetary benefits, annual leave and
accumulating sick leave expected to be settled within 12 months of the statement of financial
position date are recognised in respect of employees' services rendered up to statement of
financial position date and measured at amounts expected to be paid when the liabilities are
settled.

Liabilities for non-accumulating sick leave are recognised when leave is taken and measured at
the actual rates paid or payable. Liabilities for wages and salaries are included as part of Other
Payables and liabilities for annual and sick leave are included as part of Employee Benefit
Provisions.
Long Service Leave
Liabilities for long service leave are recognised as part of the provision for employee benefits
and measured as the present value of expected future payments to be made in respect of
services provided by employees to the statement of financial position date using the projected
unit credit method. Consideration is given to expect future salaries and wages levels, experience
of employee departures and periods of service. Expected future payments are discounted using
national government bond rates at the statement of financial position date with terms to
maturity and currency that match, as closely as possible, the estimated future cash outflows.
Share-based payments transactions
The Company provides benefits to employees (including directors) of the Company in the form of
share options. The fair value of options granted is recognised as an employee expense with a

corresponding increase in equity. The fair value is measured at grant date and spread over the
period during which the employee becomes unconditionally entitled to the options. The fair
value of the options granted is measured using Black-Scholes valuation model, taking into
account the terms and conditions upon which the options were granted.
The cost of equity-settled transactions is recognised, together with a corresponding increase in
equity, on a straight line basis over the period from grant date to the date on which the relevant
employees become fully entitled to the award (“vesting date”). The amount recognised as an
expense is adjusted to reflect the actual number that vest.
The dilutive effect, if any, of outstanding options is reflected as additional share dilution in the
computation of earnings per share.
(t) Accounting estimates and judgements
In the process of applying the accounting policies, management has made certain judgements or
estimations which have an effect on the amounts recognised in the financial information.
The carrying amounts of certain assets and liabilities are often determined based on estimates
and assumptions of future events. The key estimates and assumptions that have a significant risk
causing a material adjustment to the carrying amounts of certain assets and liabilities within the
next annual reporting period are:
Valuation of share based payment transactions
The valuation of share-based payment transactions is measured by reference to the fair value of
the equity instruments at the date at which they are granted. The fair value is determined using
the Black Scholes model taking into account the terms and conditions upon which the
instruments were granted.
Options
The fair value of options issued is determined using the Black-Scholes model, taking into account
the terms and conditions upon which the options were granted.
Determination of fair values on exploration and evaluation assets acquired in business
combinations
On initial recognition, the assets and liabilities of the acquired business are included in the
statement of financial position at their fair values. In measuring fair value of exploration
projects, management considers generally accepted technical valuation methodologies and
comparable transactions in determining the fair value. Due to the subjective nature of valuation
with respect to exploration projects with limited exploration results, management have
determined the price paid to be indicative of its fair value.
Taxation
The Company is subject to income taxes in Australia. Significant judgement is required when
determining the Company’s provision for income taxes. The Company estimates its tax liabilities
based on the Company’s understanding of the tax law.

NOTE 2. CASH AND CASH EQUIVALENTS
Cash and cash equivalents

Reviewed

Pro-forma

31-Dec-12

After issue

$
131,723

$
10,016,191

Adjustments to arise at the pro-forma balance:
Reviewed balance of Swala as at 31 December 2012

131,723

Pro-forma adjustments:
Proceeds from shares issued under this Prospectus

11,000,000

Capital raising costs

(1,115,332)

Pro-forma Balance

10,016,191

NOTE 3. NON CURRENT LIABILITIES
Convertible Notes

Reviewed

Pro-forma

31-Dec-12

After issue

$
398,653

$
-

Adjustments to arise at the pro-forma balance:
Reviewed balance of Swala as at 31 December 2012

398,653

Pro-forma adjustments:
Conversion of Convertible Notes to equity for the issue of
19,224,950 shares
Pro-forma Balance

NOTE 4. CONTRIBUTED EQUITY
Contributed equity

(398,653)
-

Reviewed

Pro-forma

31-Dec-12

After issue

$
2,620,861

$
12,040,481

Number of shares

$

60,000,005

2,620,861

55,000,000

11,000,000

-

(1,205,533)

Adjustments to arise at the pro-forma balance:
Fully paid ordinary share capital of Swala
Pro-forma adjustments:
Proceeds from shares issued under this Prospectus
Capital raising costs
Shares issued for conversion of Convertible Notes
Options issued to advisors relating to the issue
Pro-forma Balance

19,224,950

398,653

-

(773,500)

134,224,955

12,040,481

The company also has 15,000,000 Performance Shares on issue, the terms of which are disclosed
in the Prospectus.

NOTE 6. RESERVES
Reserves

Reviewed

Pro-forma

31-Dec-12

After issue

$
56,444

$
1,216,944

Reviewed balance of Swala as at 31 December 2012

56,444

Pro-forma adjustments:
Options to be issued to key personel

387,000

Options to be issued to advisors

773,500

Pro-forma Balance

1,216,944

The options have been valued using the Black Scholes method and have a 5 year term and 30
cent exercise price. A 90% volatility was applied.

NOTE 7. ACCUMULATED LOSSES
Accumulated losses

Reviewed balance of Swala as at 31 December 2012

Reviewed

Pro-forma

30-Jun-12

After issue

$
(3,446,498)

$
(3,853,498)

(3,446,498)

Pro-forma adjustments:
Options to be issued to key personnel
Pro-forma Balance

(387,000)
(3,853,498)
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DECLARATION
Swala Energy Limited (ACN 161 989 546) (‘Swala’) has commissioned RISC Operations Pty Ltd (‘RISC’) to
provide an Independent Technical Specialist’s Report on Swala BVI’s petroleum exploration interests. These
interests are located in Kenya and Tanzania.
The Independent Technical Specialist’s Report is to be included in a prospectus to be lodged by Swala with
the Australian Securities and Investments Commission on or about 27 February 2013 (‘Prospectus’). RISC
gives its consent to the inclusion of this Independent Technical Specialist’s Report in the prospectus in the
form and context in which it appears.
The assessment of petroleum assets is subject to uncertainty because it involves judgments on many
variables that cannot be precisely assessed, including reserves, future oil and gas production rates, the costs
associated with producing these volumes, access to product markets, product prices and the potential
impact of fiscal/regulatory changes.
The statements and opinions attributable to RISC are given in good faith and in the belief that such
statements are neither false nor misleading. In carrying out its tasks, RISC has considered and relied upon
information obtained by Swala BVI as well as information in the public domain. The information provided to
RISC has included both hard copy and electronic information supplemented with discussions between RISC
and key Swala BVI staff.
Whilst every effort has been made to verify data and resolve apparent inconsistencies, neither RISC nor its
servants accept any liability for its accuracy, nor do we warrant that our enquiries have revealed all of the
matters, which an extensive examination may disclose. In particular, we have not independently verified
property title, encumbrances or regulations that apply to this asset(s).
We believe our review and conclusions are sound but no warranty of accuracy or reliability is given to our
conclusions.
RISC has no pecuniary interest, other than to the extent of the professional fees receivable for the
preparation of this report, or other interest in the assets evaluated, that could reasonably be regarded as
affecting our ability to give an unbiased view of these assets.
Our review was carried out only for the purpose referred to above and may not have relevance in other
contexts.

COPYRIGHT
This document is protected by copyright laws and is intended for the use of Swala only. Any unauthorised
reproduction or distribution of the document or any portion of it may entitle a claim for damages.
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1.
1.1.

SUMMARY
BASIS OF THIS REPORT

Swala Energy Limited (‘Swala’) requested RISC to provide an Independent Technical Specialist’s Report
(‘ITSR’) on Swala BVI’s petroleum exploration interests in Sub-Saharan Africa, for inclusion in a prospectus to
be lodged with the Australian Securities and Investments Commission on or about 27 February 2013
(‘Prospectus’). This ITSR is based on a review of extensive data provided by Swala BVI.

1.2.

SUMMARY OF ASSETS

Swala BVI has interests in one onshore block in Kenya (12B), and two onshore blocks in Tanzania (Pangani
and Kilosa-Kilombero), together referred to as the ‘East African Projects’.
Licence details are given in Table 1-1 1, and a location map is given in Figure 1-1. Block 12B is currently still
within contract Year 1, with an extension to Block 12B having recently been granted. A commitment has
been made to enter contract Year 2 for the Pangani and Kilosa-Kilombero licences.
Each block covers a portion of the East African Rift System. The acreage is frontier territory; no wells have
been drilled in the blocks, minimal seismic data exist, and there is significant uncertainty on the nature of
the rift fill. At this early stage, prospective resources cannot be defined, but analogies drawn from the
successful Uganda Lake Albert area (pool sizes <20 – 350 MMstb) provide considerable encouragement.
However, each rift or portion of rift within the East African Rift System is a discrete entity, with its own
petroleum systems that may or may not be analogous to the Uganda Lake Albert area. Swala BVI is an
exploration company and its operations are at a very early stage; it is not known whether the East African
Projects would be able to produce similar results to the Lake Albert area. The chance of the rifts with
hydrocarbon success being analogous to the East African Projects is reflected in a ‘play risk’; the chance that
the play works somewhere within each of the blocks is estimated to be in the range 11% - 22%.
It is important to note that the licence structure for the East African Projects allows early exit should
additional data and analyses demonstrate that risks are too high to justify further exploration.

1

The ITSR addresses the technical aspects of the East African Projects. Licence/permit/PSC details have been provided by Swala and
included here for completeness. RISC has not inspected these documents and cannot provide independent confirmation of their
veracity.
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Asset

Operator

Interest

Status

Licence expiry
date

Licence
area

Work
commitments

Kenya Block
12B

Tullow Kenya
B.V.

Tullow Oil plc
50%
Swala Energy
(Kenya) Ltd
50%

Exploration
PSC

16 August 2014
(with opt-out
after year 1)*

8,000 km2

Year 1 Gravity/magnetics,
2D seismic (no
well)
Year 2 – 2D
seismic
Year 3 - drill one
exploratory well or
3D seismic.

Tanzania
Pangani
Licence

Swala Oil and
Gas
(Tanzania)
Ltd (of which
Swala BVI
holds a
65.13%
interest)

Swala Oil and
Gas
(Tanzania)
Ltd 50%
Otto Energy
(Tanzania)
Limited 50%

Exploration
PSC

20 February
2016 (with optout after years
1 and 2)**

17,156 km2

Year 2 Geochemical
sampling,
geological
mapping, 2D
seismic (no well)
Year 3 – further
2D seismic

Tanzania
KilosaKilombero
Licence

Swala Oil and
Gas
(Tanzania)
Ltd (of which
Swala BVI
holds a
65.13%
interest)

Swala Oil and
Gas
(Tanzania)
Ltd 50%
Otto Energy
(Tanzania)
Limited 50%

Exploration
PSC

20 February
2016 (with optout after years
1 and 2)***

17,675 km2

Year 2 Geochemical
sampling,
geological
mapping, seismic
(no well)
Year 3 – further
2D seismic

*Expiry date is for end of Initial Exploration Period; two Additional Exploration Periods take expiry to 2018; expiry date reflects recent 6 month
extension to Year 1
**Expiry date is for Initial Exploration Period; two Additional Exploration Periods take expiry to 2023
*** Expiry date is for Initial Exploration Period; two Additional Exploration Periods take expiry to 2023

Table 1-1 Swala BVI – Summary of assets
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Figure 1-1 Location of East African Projects

1.3.

SUMMARY OF PROSPECTIVITY

The East African Projects are focussed on the East African Rift System (‘EARS’). The Neogene rift fill is a
proven play in the region, where the discovery of significant commercial volumes of oil in the last eight years
in the same play in the Lake Albert area (Uganda) provides encouragement for the rifts in the East African
Projects. Single field volumes that range from less than 20 MMstb up to about 350 MMstb (Jobi-Rii Field)
have been reported by the operator, Tullow Oil, in Uganda. A total of 1.1 Billion barrels of oil has been
discovered in the Lake Albert area 2. Tullow achieved a very high success rate at Lake Albert, in the order of

2

Tullow Oil 2011 Results presentation
http://www.tullowoil.com/files/pdf/results/2011_full_year_results_presentation.pdf
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75% for exploration wells 3. Tullow has also reported a discovery in Ngamia-1 and South Twiga-1 in Kenya,
the latter testing at a surface-constrained rate of 2,812 bopd 4.
With exploration at a very early stage in the East African Projects, the available legacy data comprise
geological mapping, digital terrain, satellite and ground gravity data, aeromagnetic data, and academic
publications. There are a few seismic lines in Block 12B, but no seismic data in either of Pangani or KilosaKilombero. Additional airborne magnetics and gravity data were acquired in 2012 and provide key
information.
The key play is the Neogene fill of the rift system, but with recent alluvial cover and no wells, this has not yet
been proven to be materially present anywhere within the East African Projects. Swala BVI has nevertheless
used the available data to good effect to provide a plausible assessment of the Neogene prospectivity of
their acreage. Assuming the presence of the Neogene fill, fluvio-deltaic reservoirs are likely to be present in
each rift. The presence of source rocks is less certain, although rich lacustrine source rocks could be present.
The lack of success to the north and south of the Lake Albert pools may imply that source facies are not
ubiquitous. Without seismic data, trap presence is unknown but is considered likely on the basis of other
rifts.
Kenya Block 12B lies at the eastern end of Lake Victoria and covers a rift which is an offset of the main
Kenyan Rift. Gravity and magnetic data provide support for a basin, although shallow igneous bodies render
basement interpretation difficult and volcanics may degrade potential reservoirs.
The area of the Tanzania Pangani Licence is poorly understood. The rift may be relatively recent, with little
scope for significant Neogene fill; the recent magnetic and gravity data suggest that the basement is
generally shallow, at less than 500m. However, it remains possible that shallow igneous bodies mask a
deeper basement response of up to 4km, and regional gravity data provide some encouragement for local
deeps.
The Tanzania Kilosa-Kilombero Licence covers a complex elongate structure with various rift elements. A
part Neogene fill is likely. The recent magnetic and gravity data have been used to estimate maximum
depths to basement of up to 7 km or greater in the Kilosa and Kidatu rifts. The Kilombero rift is less well
developed, with basement depths 1-3 km. However, this may still be sufficient to mature source rocks given
the level of high heat flows observed in the Albertine Graben.
The EARS play is proven regionally, primarily in the Lake Albert area, but also the Lokichar Rift in Kenya.
Although this provides considerable encouragement, each rift of the EARS is a discrete entity, with its own
petroleum systems that may or may not be entirely analogous to Lake Albert; for example in the
continuation of the rift system to the south of the Lake Albert area, petroleum exploration has not been
successful. In particular, each of the blocks comprising the East African Projects has considerable uncertainty
on the presence of the key synrift Neogene section that is proven in Lake Albert. Given the early stage in
exploration, it is not possible to determine conventional prospect risks. Nevertheless, we estimate the
chance that the play works somewhere within each of the blocks comprising the East African Projects to be
in the order of 16% for 12B, 11% for Pangani, and 22% for Kilosa-Kilombero (Table 1-2). These chances are
relatively low but appropriate to the undrilled, frontier nature of the East African Projects. RISC also
considers that the level and incremental nature of Swala’s exploration effort are commensurate with these
chances of success.
These play chances would be combined with appropriate prospect-specific risks once seismic data allowed
prospect definition. The Lake Albert story suggests that if and when an initial discovery were to be made,
subsequent analogous prospects could have a high chance of success. Given success, field volumes
comparable to those seen at Lake Albert, i.e. between 20 MMstb – 350 MMstb, may be possible within the
3

4

Tullow Oil 2012 Our business – exploration success. The figure of 75% derived from exploration wells only from Tullow data
Africa Oil Corp., 21 Feb 2013, http://africaoilcorp.mwnewsroom.com/press-releases
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East African Projects. However, as noted, each rift or portion of rift within the EARS is a discrete entity, with
its own petroleum systems that may or may not be analogous to the Uganda Lake Albert area. Specifically,
given the very early stage of exploration of the East African Projects, it is not known whether similar results
to the Lake Albert area would be possible. This is reflected in the play chances.

Play Chance Factors
Block/Licence

Chance of
material synrift section

Source Rock

Reservoir

Seal

Richness and
Maturity

Presence and
Effectiveness

Presence and
Effectiveness

Overall Play
Chance for
Block

Kenya 12B

0.7

0.65

0.55

0.65

0.16

Tanzania Pangani

0.4

0.65

0.65

0.65

0.11

Tanzania Kilosa-Kilombero

0.8

0.65

0.65

0.65

0.22

Table 1-2 Play chances of success for the East African Projects

The Karoo is proposed as a secondary play for portions of the rifts in the Kilosa-Kilombero Block. The Karoo is
considered by RISC to be less prospective than the EARS play. Although reservoir presence is very likely,
effectiveness is unknown. There are indications that source facies may be present, but timing and potential
charging are not known. More significantly, to RISC’s knowledge the Karoo has not yet provided a
commercial conventional hydrocarbon discovery across southern and eastern Africa, although it does offer
unconventional hydrocarbon potential elsewhere. At present, the Karoo is considered to be a high risk play.

1.4.

SWALA BVI’S EXPLORATION STRATEGY

Swala BVI was established in September 2010 to pursue petroleum exploration in Sub-Saharan Africa. To this
end, the Swala group maintain offices in Kenya, Tanzania and Zambia. The East African Projects demonstrate
the success so far in their objective. In particular, they are focused on the plays offered by the Eastern
Branch of the East Africa Rift System. This approach takes as its cue the considerable success that Tullow Oil
has achieved in the Lake Albert area in Uganda in the Western Branch, and recently in the Kenyan Lokichar
Basin within the Eastern Branch.
The East African Projects cover portions of the East African Rift System which are broadly analogous to the
successes in the region, and as such RISC fully supports the East African Projects. Block 12B and the KilosaKilombero licence are considered prospective, albeit all with the significant uncertainty of the presence of
the syn-rift fill; the Pangani licence is less obviously prospective, although may still be prospective in local
areas.
The strategy adopted by Swala BVI, supported by RISC, is to take an incremental approach to exploration. In
the first contract year, the key activity (now completed) has been the acquisition of additional gravity and
magnetics data; in the second contract year, the prime activity will be the acquisition of selected seismic
programmes. Geochemical sampling and fieldwork will complement these activities. Analysis and
integration of these data should assist to reduce the uncertainty on the nature and distribution of the rift fills
in each of the blocks comprising the East African Projects. However, drilling would ultimately be required to
prove the nature of the fill.
Swala BVI recognises these uncertainties and risks, and have negotiated licence structures that will allow
early withdrawal should the risks remain too high to continue exploration. Such early exit points are the first
time that these have been negotiated for petroleum licences in this area.
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Swala BVI is actively engaged on an acquisition strategy which will augment their existing portfolio with
further blocks in East Africa. A number of targets are currently being pursued.

1.5.

TERMINOLOGY

The East African Projects are currently at a very early stage of exploration, and as such, resources are not yet
quantified. Nevertheless, the projects are focused on a particular exploration ‘play’, a term used extensively
in this report. This is a defined term under the internationally recognised Petroleum Resources Management
System (‘PRMS’) 5, and comprises the least mature category of prospective resources. Prospective Resources
are those quantities of petroleum estimated, as of a given date, to be potentially recoverable from
undiscovered accumulations by application of future development projects. With advancing understanding
and definition of a play, through acquisition of more data, we would normally expect that prospects and
leads would be defined, to which a range of Prospective Resources could be quantified, with associated
chances of success.
Prospective Resources can be subdivided into Prospect, Lead or Play. The definitions from the PRMS
guidelines are given in Table 1-3.

Table 1-3 Prospective Resources definition (PRMS)

5

SPE/WPC/AAPG/SPEE 2007 Petroleum Resources Management System
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2.

REGIONAL SETTING

2.1.
2.1.1.

The East African Rift System
Structure

The East African Projects lie in the East African Rift System (‘EARS’), the classic example of continental rifting.
This forms a narrow (50-150 km wide) system of normal faults defining elongate grabens that stretches
some 3500 km (Figure 2-1; Morley et al 1999 6). It is connected to the global system of oceanic rifts via the
Afar Triangle to the Gulf of Aden and the Red Sea. South of northern Kenya, the EARS consists of two trends,
the Eastern Branch and the Western Branch that lie either side of the Archean Tanzanian Craton.
The Eastern Branch is the focus of the East African Projects. In Kenya, located north and east of Lake Victoria,
this is a volcanic-rich system that forms the Kenyan and Ethiopian Rifts. Swala BVI’s Kenya Block 12B lies in a
rift offshoot of the Kenya (or Gregory) Rift, at the eastern end of Lake Victoria (Figure 2-2). To the south, the
Eastern branch enters Tanzania at Lake Natron and itself separates into two distinct extensional domains.
This area is known as the North Tanzania Divergence, and includes the Ngorongoro-Kilimanjaro Volcanic
Province (NKVP). The western domain includes rifting in the Eyasi and Manyara areas and is separated from
the Pangani Rift (covered by Swala BVI’s Pangani Block) in the east by the Masai plateau. To the south of the
North Tanzania Divergence, the structure is relatively poorly understood, but includes the rifts of the Kilosa
and Kilombero, which are covered by Swala BVI’s block of the same name. The Western and Eastern
Branches join in southernmost Tanzania at the Mbeya triple junction, south of the Archean craton.
The branches of the EARS are associated with two large lithospheric domes - some 1000 km diameter - called
the Afar and East African Domes, which are associated with large negative gravity anomalies. The individual
rifts are zones of thinned continental crust associated with thermal uplift of the rift shoulders.
The rifts have clear present-day topographic expression; the eastern branch is marked by small lakes, but the
western branch is particularly characterised by a series of extensive deep and shallow lakes. However, the
surface expression does not reveal all about the underlying structure; possibly the largest fault in the Kenyan
Rift, the Lokichar Fault in the Turkana area, was only identified through seismic data after the 1980’s (Morley
et al 7). This is pertinent to the East African Projects where minimal or no seismic data currently exists.
A typical rift consists of a single major border fault, shown typically by the basins in the west, or occasionally
a symmetrical pair, linking downwards to a low-angle detachment, together with a series of lesser normal
faults outlining tilted blocks. The sense of rift asymmetry depends on the underlying structure.
2.1.2.

Geological History and Stratigraphy

The geology of East Africa comprises a series of distinct and separate stratigraphic units, from Precambrian
basement through to Recent sediments and volcanism.
Precambrian
The Northern Tanzania craton provides the basement into which subsequent rifting and sedimentation and
volcanism has occurred. Basement is widely exposed and forms a stable craton in central Tanzania. The
Precambrian itself reflects a complex and multi-phase history, which is beyond the scope of this report.
However, it is clear that the Neoproterozoic (Late Proterozoic) mobile belts within the Precambrian have
provided the lines of weakness that have been utilised by the Miocene rifting (Figure 2-3). Importantly also,
basement erosion provides a local source for clastic sedimentation into subsequent rifts.

6

Morley, C. K., D.K. Ngenoh, & J. K. Ego, 1999, Introduction to the East African Rift System, in C.K. Morley ed., Geoscience of Rift
Systems – Evolution of East Africa: AAPG Studies in Geology No. 44, 1-18
7
Morley, C. K. et al., op cit
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Karoo
In central, eastern and southern Africa, several rifting events gave rise to extensive Late Palaeozoic to
Mesozoic basins within the Precambrian craton. These are associated with the assembly and breakup of the
supercontinent Pangea. The term Karoo is an extrapolation of sediments within the main Karoo Basin of
South Africa. The tectonic regime during the Karoo deposition was defined by compression and accretion
along the southern margin of Gondwanaland, coeval with extension associated with the Tethyan margin in
the north. Unsurprisingly, there is a large variation of basin types corresponding to the Karoo across Africa.
Onset of sedimentation is placed in the Late Carboniferous and continued into the Permian and Early
Triassic. These fluvio-deltaic and lacustrine sediments in such tectonically controlled basins are referred to as
the Karoo (Nilsen et al., 2001 8). Basin fills reach a maximum thickness of 6-7 km.
Deposition continued until the breakup in Middle Jurassic, when sediment accumulation was replaced by a
large igneous province (Catuneanu et al., 2005 9). The upper portion of the Karoo was subsequently subject
to erosion.
Palaeogene to Neogene - East African Rift System
Within the area of Swala BVI’s assets, rift initiation was primarily in the early Miocene, but earlier
Palaeogene activity occurred in northern Kenya and Ethiopia. However, the dating of rift development is
generally poorly constrained. The Western Branch appears to have been initiated later than the Eastern
branch, during the late Miocene. There is much less volcanism than in the Eastern branch. However, both
branches are seismically active. As well as the general location and trends provided by the Neoproterozoic
mobile belts, the Karoo rift geometry has influenced the form of the EARS.
Pliocene to Recent volcanics of the Ngorongoro-Kilimanjaro Volcanic Province and the Kenyan Rift
Pliocene to Recent volcanics are present in the Ngorongoro-Kilimanjaro Volcanic Province (NKVP) and to the
north in the Kenya Rift (Figure 2-1, Figure 2-2). The NKVP is a transverse belt 200 x 50 km, covering
numerous volcanic structures and extensive air-fall material. The western end of the Pangani Rift (and Swala
BVI’s Pangani block) covers the eastern end of the NKVP. Extending 200km to the north, within and
associated with the Kenya Rift, there are extensive Upper Cenozoic volcanic formations consisting of
basalt/phonolite fissure-derived sequences forming volcanic plateau and more localised series erupted from
central shield volcanoes (Le Gall et al., 2008 10).
Pliocene to Present Day
Extensive deposits of Plio-Pleistocene sediments are present, dominantly from fluvio-lacustrine deposition. A
late cover of alluvial-related deposits is generally the uppermost fill within the rift grabens. Where there are
present day lakes, lacustrine sedimentation is active. Present day deposition is likely simply to be a more
subdued version of that which occurred during the rifting.

8

Nilsen, O., H. Dypvick, C. Kaaya & E. Kilembe, 1999, Tectono-sedimentary development of the (Permian) Karoo sediments in the
Kilombero Rift Valley, Tanzania: Journal African Earth Sciences, 29, 393-409
9
Catuneanu, O., H. Wopfer, P.G. Eriksson, B. Cairncross, B. S. Rubidge, R.M. H. Smith & P. J. Hancox, 2005, The Karoo basins of
south-central Africa: Journal African Earth Sciences 43, 211-253
10
Le Gall, B., P. Nonnotte, J. Rolet, M. Benoit, H. Guillou, M. Mousseau-Nonnotte, J. Albaric & J. Deverchère, 2008, Rift propagation
at craton margin. Distribution of faulting and volcanism in the North Tanzanian Divergence (East Africa) during Neogene times:
Tectonophysics, 448, 1-19
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Note: Lake Mobutu = Lake Albert (location of recent hydrocarbon discoveries)
Figure 2-1 Location and main features of the East African Rift System (Morley et al., 1999)

ITSR on Swala BVI’s Petroleum Exploration Assets
8 March 2013
Page 9

Figure 2-2 Structural elements in Tanzania with Swala BVI’s blocks [green outline] (Baker, 2012)
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Figure 2-3 Regional map of the East African Rift System, showing control from Precambrian mobile belts (Morley, 1999)

2.2.
2.2.1.

THE EAST AFRICAN RIFT SYSTEM PLAY
Summary of Play

The blocks comprising the East African Projects are all associated with plays within the East African Rift
System 11.
A typical example of this play, a half graben, from the drilled Lokichar Basin in Kenya, is shown in Figure 2-4,
and illustrates the various elements of the play. Comparable geology is seen in the Albertine Graben (Lake
Albert), site of the Tullow discoveries. Reservoirs range from alluvial fans through to lacustrine gravity flow
deposits. Intervening shales provide potential sources and top seals. In the Albertine Graben , the reservoirs
are Miocene in age. Trapping mechanisms are likely to be primarily the crests of synrift fault blocks, sealed
laterally against shales with downdip closure. Updip pinchout of deep-water sands could potentially provide

11

For the Tanzania Kilosa-Kilombero Block, the Neogene play is augmented by the earlier Karoo sediments, which RISC considers
high risk; discussed separately, Section 2.4.
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stratigraphic traps. However, exploration needs to recognise the ‘extreme stratigraphic variability between
individual half grabens’ (Morley et al., 1999 12) influencing both reservoir and source distributions.
The wells drilled in the Albertine Graben have shown a very high success rate, demonstrating that where the
individual elements of the petroleum system are present, this is a very effective play.
Given that the East African Projects remain largely unexplored, it is not known whether the East African
Projects will generate the same results as the Albertine Graben. It is important to note that to the north and
south of the main discoveries in the Albertine Graben, exploration has not been successful.

Figure 2-4 Example of a half graben with interpreted depositional facies – Lokichar Basin, Kenya (Morley et al., 1999)

2.2.2.

Source

Lacustrine source rocks are widespread in the East African Rift System, and have been particularly
encountered in areas with well-developed natural oil seeps (Thuo, 2009 13). The best example in the EARS is
the Lake Albert Rift where oil seeps are numerous and where major oil discoveries have recently been made
(Section 2.3). However, source rocks may not be ubiquitous; a lack of local source facies may be the cause of
the lack of exploration success in the blocks to the north and south of the Lake Albert area.
Elsewhere, there are oil seeps in the northern basin of Lake Tanganyika, where asphaltic oil is generated
from recent organic-rich muds associated with hydrothermal systems. In the Lokichar Basin of the Northern
Kenya Rift, the Lokone Shales form good source rocks. Morley (1999 14) states that from a relatively small
area (~100 km2), this thick (average 500m) high TOC source is capable of generating 10-20 billion barrels of
oil. The Poi source rocks found in the Ngorora Formation of the Kerio-Baringo Basins of the Central Kenya
Rift are reported to be of comparable quality (up to 4.3% TOC). Thou (2009) notes that the modern day lakes
of the Central Kenya Rift may be analogous, where organic-rich muds (up to 12% TOC) have accumulated in
the deeper levels of the lake. However, the variability of facies within the rifts, especially where volcanics
may be present, adds uncertainty; for example, the high quality source rocks of the Lokichar Basin are
replaced by volcanics and volcaniclastics over a distance of 100km.

12

Morley, C.K., W.A. Wescott, D.M. Stone, R.M. Harper, S.T. Wigger, R.A. Day, and F.M. Karanjal, 1999, Geology and Geophysics of
the Western Turkana Basins, Kenya: in C.K. Morley ed.,Geoscience of Rift Systems—Evolution of East Africa: AAPG Studies in Geology
No. 44, 19–54.
13
Thuo, P. 2009 (year of thesis submission), Stratigraphic, petrographic and diagenetic evaluation of Cretaceous/Paleogene potential
reservoir sandstones of western Turkana, Kenya. Implications on the petroleum potential of northwestern Kenya: Doctorate thesis
for l’Université de Bretagne Occidentale
14
Morley, C.K., 1999, Comparison of Hydrocarbon Prospectivity in Rift Systems: in C.K. Morley ed., Geoscience of Rift Systems—
Evolution of East Africa: AAPG Studies in Geology No. 44, 233–242.
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Published information on the geochemistry of the Lake Albert source rocks and hydrocarbons appears to be
limited, but are postulated to be a mixture of Type I and Type II kerogens derived from lacustrine and higher
plant assemblages 15. Crude oil is reported to be typically light (30 – 34° API) and paraffinic with high wax
content. Nevertheless, although oil is the dominant phase within traps in the Lake Albert pools, a number of
wells have also encountered (smaller) gas columns, so it is clear that the source rocks in the Lake Albert Rift
are both oil and gas-prone – unless the gas is a separate biogenic component. There is also a single gas-only
discovery at Turaco which has a high CO2 component. Given that the East African Projects remain largely
unexplored, the geochemistry of any potential source rocks and hydrocarbons in the East African Projects
are currently unknown.
Heat flow measurements in this area of the Kenya Rift (Simiyu, 2008 16) showed very high heat values (about
200 MWm-2). A high geothermal gradient with temperatures of up to 340° C has been measured in wells at a
depth of 2 km. It would seem likely that elevated heat flows would accompany rifting, and associated
igneous activity may have allowed source maturation at relatively shallower depths. In fact the Kenya Rift is
prospective for geothermal energy (although some geothermal prospects are directly associated with
volcanic centres 17). There is no information on the heat flow in the East African Projects, which may or may
not have elevated heat flow.
We have not seen discussion of maturation and timing, but the evident discovery success implies that these
are not major concerns. Some of the pools in the Lake Albert area are shallow (e.g. Kigogole at 400m 18),
where any in-situ sources will be immature, so oil has necessarily migrated from deeper levels in the rift. We
note also that despite the shallow levels of the same pools, the discovered oil is light, so isolation from
surface waters seems to have prevented biodegradation.
In summary, it seems reasonable to predict that where significant Neogene rift fill is discovered in the East
African Projects, adequate lacustrine source facies are likely to be present.
2.2.3.

Reservoir

The success of the Lake Albert discoveries proves the viability of the syn-rift Neogene reservoirs. To the east,
the different basins in the Kenyan Rifts – Lotikipi, Gatome and Lokichar in the Northern Kenyan Rift (NKR),
and Kerio and Baringo Basins in the Central Kenyan Rift (CKR) – also offer good to very good reservoir
potential (Thuo 2009 19). The best examples are the Lapur and Muruanachok Sandstone Formations and the
lowest parts of the Lokichar Basin fill. The Lokichar Basin (which has current exploration, see below) also
includes the Lokone and Auwerwer Sandstone Formations (Figure 2-5). The reservoir age is older in this area
than that expected for Swala BVI’s assets (southern Kenya and Tanzania) due to the southerly advancement
of the rifting through time. However, while we would expect the analogies remain relevant, each rift or
portion of rift within the EARS is a discrete entity, with its own petroleum systems and accordingly, the East
African Projects may not be analogous to these basins.
Rift fill tends to show a progradation of coarse-grained fluvio-deltaic systems over lacustrine sediments.
Sandstone quality is nevertheless dependent on the source area and transport distance. In these basins, the
sandstones are associated with early basin development and tend to be arkosic, and with breakdown of
feldspars tend to provide less effective reservoirs. Where present, volcanic components are likely to break
down and reduce porosity and permeability, such as in the Kenyan Rift. This may be significant in Swala BVI’s
Kenya Block 12B, and the western end of Tanzania Pangani Block, due to proximity to known volcanics. Any
15

Government of Tanzania Petroleum Exploration and Production Dept
Simiyu, S. M., 2008, Application of micro-seismic methods to geothermal exploration: examples from the Kenya Rift: Short Course
III on Exploration for Geothermal Resources, UNU-GTP and KenGen, at Lake Naivasha, Kenya; referring to Wheildon, J. et al., 1994,
Heat flow in the Kenya rift zone. Tectonophysics, 236, 131-149.
17
Lagat, J. 2003 Geology and the geothermal systems of the southern segment of the Kenya Rift: International Geothermal
Conference, Reykjavík, Sept. 2003 S04 Paper 107
18
Tullow website
19
Thuo, P., op cit.
16
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of calcite, kaolinite, hematite and/or zeolite cements may be present. Porosities of 3 to 25% are reported for
the Lapur Sandstone Formation. Morley (1999 20) concluded however that reservoir quality sandstones
(porosity 12-14%) could be encountered down to at least 3 km (Figure 2-6).
In the Albertine Graben discoveries, porosities up to 30% have been reported.

Depth (m)

At the current pre-drilling stage of exploration in the East African Projects, the existence of a Neogene fill is
not yet demonstrated (discussed under each block), and thus there is no information on reservoirs or their
porosities and permeabilities. However, assuming a Neogene fill is present, the presence of effective
reservoirs within this fill is relatively low risk.

Figure 2-5 Schematic stratigraphy of Lokichar Basin (Thou, 2009 21) [left]
Figure 2-6 Depth versus porosity for wells in Kenyan rifts (Morley, 1999 22) [right]

2.2.4.

Seal

Morley (1999) discussed the characteristics of the rifts and compared them to other rift systems in relation
to hydrocarbon potential. He concluded that the elements for a successful hydrocarbon play are present in
East Africa, but the critical factor was in finding a widespread sealing facies at an appropriate level. Shales
interbedded with late rift phase fluivo-deltaics tend to be thin and discontinuous (Figure 2-4). This was a
common characteristic of rifts with no or poorly developed overlying thermal sag basins. The illustration
20

Morley, C.K., 1999, Comparison of Hydrocarbon Prospectivity in Rift Systems, in C.K. Morley ed., Geoscience of Rift Systems—
Evolution of East Africa: AAPG Studies in Geology No. 44, 233–242.
21
Morley, C. K., 1999, Comparison of Hydrocarbon Prospectivity in Rift Systems, in C.K. Morley ed., Geoscience of Rift Systems—
Evolution of East Africa: AAPG Studies in Geology No. 44, 233–242.
22
Morley, C. K., 1999, Comparison of Hydrocarbon Prospectivity in Rift Systems, in C.K. Morley ed., Geoscience of Rift Systems—
Evolution of East Africa: AAPG Studies in Geology No. 44, 233–242.
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provided above of the half graben illustrates that sealing (top seal) is necessarily intraformational.
Nevertheless, the Lake Albert and associated discoveries have shown that this is clearly a proven mechanism
in these rifts. However, given that the East African Projects are currently largely unexplored, it is not known
whether the East African Projects will contain comparable seals in its rifts.
2.2.5.

Trap

Trapping mechanisms are predominantly footwall closures, sealed updip laterally against intra-formational
shales in the hanging-wall, with dip closure on other sides (Figure 2-4). Fault orientations that are parallel to
the main bounding fault (where the geometry is a half graben) and antithetic are both present. In places,
rollover due to listric fault geometry, or structural inversion, should provide an element of four-way dip
closure. Leading on from the observation that intraformational shales tend to be thin, the sealing of
significant columns through updip lateral pinchout against the same shales may also be difficult.
In the Albertine Graben discoveries, hydrocarbon columns vary significantly, but reported values range up to
about 130m, with net pay seen in wells between 3m and 40m. RISC has no information on what defines the
hydrocarbon-filled closure. It is possible that these are defined by the limits of shale facies.
Comparable trapping mechanisms are possible for the East African Projects, but at the current early
exploration stage prior to seismic data and an understanding of the fill stratigraphy, this is currently
speculative.

2.3.

HYDROCARBON EXPLORATION IN THE EAST AFRICAN RIFT SYSTEM

2.3.1.
Overview
Exploration success in East Africa has been associated with the Lake Albert region, and the offshore. We
review the exploration of the Uganda Lake Albert EARS area, and the recent Kenya Lokichar Rift exploration,
as they provide direct analogy for the Neogene exploration plays within the East African Projects, and are
the current focus of exploration in the region.
However, while we expect the analogies to remain relevant, we note that each rift or portion of rift within
the EARS is a discrete entity, with its own petroleum systems that may or may not be analogous to the
Uganda Lake Albert area. Given that Swala BVI is an exploration company and its operations are at a very
early stage, it is not known whether the East African Projects will produce similar results to the Lake Albert
area.
The coastal and offshore plays are not of relevance to the East African Projects as they relate to the oceanic
opening, and are not discussed here.
2.3.2.

Lake Albert Hydrocarbon Discoveries

Hydrocarbon oil seeps have been recognised in the Albertine Graben – which contains Lake Albert - for a
number of years. The first exploration well, Waki-1, was drilled in 1938 and encountered reservoirs and
numerous hydrocarbon shows, but exploration began in earnest in 1997.The key industry player in the area
for the last seven years has been Tullow Oil, which holds acreage in Blocks 1, 2 and 3A which together cover
the prime acreage in Uganda around Lake Albert (Figure 2-7). Since 2010, Tullow have farmed down
interests to Total and CNOOC 23.

23

In 2012, Tullow signed two PSAs relating to the Lake Albert Rift Basin with the Government of Uganda, enabling completion of the
farm-down for a total headline consideration of $2.9 billion.
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Figure 2-7 Fields and prospects in Lake Albert area (Tullow, 2009 24)

Waraga-1 was the first well to flow oil to surface in the region. Drilled in 2006, it achieved a combined rate in
excess of 12 kbo/d, from 27m net pay (Figure 2-8). A schematic cross section in the vicinity is given as Figure
2-9.

24

Tullow Oil November 2009, Overview presentation
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Figure 2-8 Waraga-1 - Seismic line through discovery and wireline logs (Africa Oil 25)

To the south lies the Kingfisher Field. The discovery well (Heritage Oil, 2006) was drilled to a depth of 2,125
m and intersected oil at two levels. A successful DST in the shallower reservoir unit revealed the fluids to be
light crude oil (300 API) with a low GOR and permeability> 2,000 mD. Sidetrack Kingfisher 1ST was drilled to
a depth of 3,195 m to intersect the deeper, primary objective, with production testing flowing at 9,773 bopd.
Gross hydrocarbon columns in appraisal wells are up to 110m, with cumulative net pay up to 40m.
Production testing on Kingfisher-2 gave a cumulative flow rate of 14,364 bpd. In-place oil volumes were
reported in February 2012 at some 400 MMstb 26. A schematic cross section in the vicinity of Kingfisher is
shown in Figure 2-9.
The Turaco is a deep gas discovery well located to the south-west of Kingfisher was discovered in 2003. The
gas has very high concentrations of CO2.

25

http://www.africaoilcorp.com/i/pdf/CorporatePresentation_Jan_2012.pdf
http://www.newinformers.com/ugandaoil/2012/03/27/why-government-of-uganda-signed-agreements-with-tullow-oil-againstparliaments-wish/
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Figure 2-9 Schematic cross section through the Kaiso-Tonya Region (modified from Tullow Oil)

Hydrocarbon discoveries in the northernmost area of the Albertine Graben include Jobi-1 (formerly Buffalo1, 2008) with a gross hydrocarbon-bearing interval of 123m with 43 m net oil and gas pay. This field is
described as the largest discovery in the basin to date 27. Resource volumes are not clearly published, but the
creaming curve shown below suggests mid-case contingent resources in the order of 350 MMstb.
Other discoveries in the basin include Kasamene, Kigogole, Nsogo, Wahrindi, Ngara and Ngege, with
individual net pay up to about 40m. Kigogole has moveable light oil in reservoirs just over 400m depth.
Tullow has now drilled over 50 wells in the Lake Albert area, with an exceptional success rate; 26 out of 27
wells (exploration plus appraisal) were reported (November 2009) to have found hydrocarbons.
Total resources within the graben are now reported as more than 1 billion barrels 28. A creaming curve for
the mid case contingent resource is shown in Figure 2-10 (PESGB 2010 29). Tullow have reported
‘commercialised resources’ for Uganda of 604 MMboe 30.
Exploration has been less successful for companies in Blocks 4 and 5A/5B, respectively to the south and
north of Lake Albert.

27

http://www.tullowoil.com/index.asp?pageid=283
Tullow Oil, 2011, Results presentation
29
Petroleum Exploration Society of Great Britain (PESGB), 2010, Uganda Exploration - An Overview: Petex 2010
http://petex.pesgb.org.uk/cgi-bin/somsid.cgi?page=html/abstracts/abstractid61
30
Tullow Oil, 2012, Full year results presentation,
http://www.tullowoil.com/files/pdf/results/2012_full_year_results_presentation.pdf
28
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Figure 2-10 Discovery creaming curve for Lake Albert area exploration to 2010 (PESGB 31)

Tullow have reported 32 that the key partners in the Lake Albert area have completed joint technical work to
define a conceptual basin development plan. This is based on three main oil and gas processing centres at
Buliisa, Kaiso-Tonya and Kingfisher which will deliver a combined production rate in excess of 200,000 bopd
The anticipated cost is between $8 billion and $12 billion. Field development plans have also been
submitted for Nizi and Mputa for domestic supply of gas and oil.
There is an active exploration campaign across the Lake Albert region, with a drilling campaign that includes
over 20 appraisal wells. Key focus is the Jobi-Rii discovery area and to a lesser extent the Butiaba-Buliisa
region (Ngege and Nsoga). Tullow report that the mean resources targeted by these wells range from 15 to
189 MMboe.

2.3.3.

Exploration in Kenyan EARS

Recent petroleum exploration has been focussed on the Lokichar Basin (Figure 2-11). In 1992, the Loperot-1
oil discovery was made here by Shell in Block 10BB, some 70km west of Lake Turkana, within the Kenyan Rift
Valley.
This acreage is now held by an Africa Oil Corporation / Tullow joint venture. In January 2012, they spudded
Ngamia-1 20km to the west of Loperot-1 (Figure 2-12), and encountered in excess of 100m of net oil play in
multiple reservoir zones over a gross interval of 650m of the Upper Lokhone Sandstone interval (855m to
1,500m) 33. A schematic log is shown in Figure 2-13. The reservoirs are composed of good quality Tertiary age
sandstones. Moveable oil with an API >30° was recovered to surface from four intervals. This oil has similar
properties to the light waxy crude which has been discovered in Uganda by Tullow.
After testing and evaluation of the Upper Lokhone pay zones, the well was drilled through the Lower
Lokhone Sandstone interval and encountered an additional 43m of potential oil pay based on logs and the
31

PESGB, 2010, op cit.
Tullow Oil 2012 Half yearly report for 2012
33
Africa Oil Corp, Sept 2012, Opening a new oil frontier in East Africa: presentation on website
http://www.africaoilcorp.com/i/pdf/Sep2012Final.pdf
32
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recovery of light oil on an MDT sample over a gross interval of 150m. The well was drilled to a total depth of
2,340m after penetrating the Lower Lokhone objective sequence. The well is now suspended for future flow
testing. Africa Oil report the discovery contains gross contingent resources (2C) of 51 MMstb, with an
additional 137 MMstb Best case prospective resource at a chance of success of 62%.

Figure 2-11 Strike cross-section through Lokichar Rift (Tullow 34)

Figure 2-12 Ngamia discovery, Kenya (Africa Oil Corp 35)

34

Tullow Oil 2012 Half yearly report for 2012
Africa Oil Corp, Sept 2012, Opening a new oil frontier in East Africa: presentation on website
http://www.africaoilcorp.com/i/pdf/Sep2012Final.pdf
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Figure 2-13 Ngamia-1 well results (Africa Oil Corp 36)

Exploration and appraisal continue in this area. Africa Oil Corporation recently announced 37 that the testing
of the Twiga South-1 oil discovery (23 km from Ngamia-1) has been completed, with the ‘fifth and final drill
stem test (DST) flowing at 461 bopd bringing the cumulative flow rate up to 2,812 bopd, constrained by
surface equipment’. With optimised equipment, Africa Oil believes that a cumulative flow rate of around
5,200 bopd could be achieved; the well has been suspended as a potential future production well. ‘High
quality 37 degree API waxy sweet crude was flowed from all three zones in the Auwerwer formation with
good quality reservoir sands encountered’.
Notwithstanding the successes seen in both the Lokichar Basin and the Albertine Graben, it is important to
stress again that each rift or portion of rift within the East African Rift System is a discrete entity, with its
own petroleum systems that may or may not be analogous to these areas. At the very early stage of
exploration represented by the East African Projects, there is a material play risk associated with success;
RISC has provided an estimate of the chance of the play working in each area of the East African Projects in
Section 6.2.

2.4.
2.4.1.

HYDROCARBON EXPLORATION IN KAROO BASINS
Distribution and Lithostratigraphy

The Karoo has been the subject of exploration in South Africa and East Africa but there has not yet been
success for conventional exploration (see Section 2.5). Nevertheless the presence of the Karoo in the
current Swala acreage supports its inclusion as a potential exploration play in this area.
The lithostratigraphic term Karoo was taken from the Main (or Great) Karoo Basin in South Africa and
subsequently used to define similar sediments deposited during the Late Carboniferous through to the
Middle Jurassic across southern and East Africa (Figure 2-14). North of the Equator, Karoo sediments were
subjected to different controls (Catuneanu et al., 2005 38). For the purpose of this review, our focus is on the
36

Africa Oil Corp., op cit.
Africa Oil Corp., 21 Feb 2013, http://africaoilcorp.mwnewsroom.com/press-releases
38
Catuneanu, O. et al., 2005, The Karoo basins of south-central Africa: Journal African Earth Sciences, 43, 211-253
37
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Karoo sediments that lie south of the Equator. Within Tanzania, the Karoo is primarily present within the
Selous Basin, and there are outcrops of Karoo within Swala’s Kilosa-Kilombero Licence that link to this area.
Outside of Tanzania and South Africa, the Karoo is important in Madagascar due to the presence of heavy
oil/tar sands, described below.

Figure 2-14 Distribution of the Karoo basins south-central Africa (Catuneanu et al., 2005)

2.4.2.

Reservoir

In East Africa during the Permian and Early Triassic, the Karoo was deposited in fluvio-deltaic and lacustrine
facies in tectonically controlled basins. Within the East African Projects, the Karoo is present solely within,
and in the vicinity of, the Kilosa-Kilombero Block. The Karoo geology is discussed in more detail under
Section 5.3, dealing with that block. The nearest well in the Karoo is the Liwale-1 well (Shell 1985), which
contains a succession of silty/shaley sands (Figure 2-15).
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Figure 2-15 Summary log for Liwale-1 (Shell)

2.4.3.
Source
Two source facies are described within the Karoo sequence by Boote & Matchette-Downes 39 in the PermoTriassic Sakamena in both saline lacustrine and lagaoonal marine facie to the east, including Madagascar.
However, it is not clear whether such source facies are present in the interior basins of Tanzania in which the
East African Projects lie. There is a therefore a risk that these are not present. It is possible, however, that
lacustrine sources within the lowest portion of the expected overlying Neogene rift fill could provide a
downward charge into uppermost Karoo.
Charge for the Karoo is likely to be relatively local, due to the nature of the later (EARS) rift geometry.
Maturity of the Karoo section within the East African Projects is not known. However the considerable range
of basin depths (up to 7km) within the Kilosa-Kilombero Blocks is likely to allow appropriate depths for
maturation. Vitrinite data on the outcropping Karoo coals on the margins of the Rukwa Rift in southern
Tanzania are 0.6-0.65% Ro, implying a now-removed sedimentary cover several kilometres thick (Morley et
al 1999 40). The timing of maturation/charge and potential retention of hydrocarbons has not been
investigated, but is likely to be a significant concern.

2.4.4.

Exploration for Conventional Hydrocarbons

Hydrocarbon seeps and the occurrence of bitumen has long been recognized across East Africa within the
Karoo. To date, however, limited success has been had in the discovery of commercially viable hydrocarbon
fields. Initial exploration in the Main Karoo Basin was not successful due to thermal effects of dolerite
intrusion and low reservoir quality 41; although oil and gas shows have been encountered in many wells in
the Main Karoo Basin (Figure 2-14), RISC is not aware of any hydrocarbon discoveries having been made 42.
However, an oil play is proposed for the northern Main Karoo Basin and subsidiary basins.
In Kenya and Tanzania it is not clear how many wells have been drilled that targeted the Karoo. In Tanzania,
over 100 boreholes have been drilled in total. Limited information for 45 of these wells indicates that a
majority of these wells encountered hydrocarbons shows, and in some cases have been the material
39

Boote, D. R. D. & C. J. Matchette-Downes, undated but 2007 or later, Extinct and near extinct petroleum, systems of the East
African coastal basins: http://www.mdoil.co.uk/pdfs/HGSPESGB09_East_Africa.pdf
40
Morley, C. K. W. A. Wescott, R. M. Harper, & S. M. Cunningham, 1999, Geology and Geophysics of the Rukwa Rift, in C.K. Morley
ed., Geoscience of Rift Systems—Evolution of East Africa: AAPG Studies in Geology No. 44, p. 91–110.
41
Petroleum Agency of SA 2010 Petroleum Exploration in South Africa, Information and Opportunities
42
http://www.tpdc-tz.com/hydrocarbon%20shows-database.pdf
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discoveries (e.g. the offshore gas field Songo Songo). However, the vast majority of these wells were drilled
in sediments from Late Jurassic and younger. Six wells are reported as being drilled to the Basement, which
may have had Karoo as a target, with one well listed as having TD within the Karoo (Liwale-1, Shell 1985,
within the Selous Basin; Figure 2-15).
North of the Equator, multi-Tcf gas/condensate resources are reported for the Calub and Hilal fields in
Ethiopia. These were discovered by Tenneco in 1973/4 in Permo-Triassic reservoirs (and an overlying Jurassic
sequence) in the Ogaden Basin 43. The Calub Formation sandstones have an average porosity of 12 % and an
average net pay thickness of 20.5 m. Average water saturation (Sw) is 31%. A DST in the discovery well
flowed gas at a rate of 24.4 mmcf/day. Initial gas in place at Calub is estimated to be 2.7 TCF and the initial
recoverable condensate reserves are about 128 million barrels (SPEE, 1993). Published gas in place volumes
at Hilala is 1.3 TCF. However, although the age is similar, the affinity with the main Karoo basins – and the
East African Projects - is not known.
In the immediate area to Swala BVI’s Tanzania Kilosa-Kilombero licence, Dominion Petroleum had several
PSCs in the Selous Basin, and is understood to have had plans to drill the Karoo in this area 44, but had to
declare force majeure due to the environmental issues as the Selous National park covers much of the area.
RISC has been told that the Kilosa-Kilomerbero licence will not be affected by the same environmental
issues.
In summary, although exploration specifically targeted at the Karoo appears currently to have been limited,
the lack of success across southern and eastern Africa implies that the Karoo is a high risk play within
Tanzania.
2.4.5.

Exploration for Unconventional Hydrocarbons

The onshore Main Karoo Basin in South Africa covers approximately 700,000 km2 and is currently a key focus
for unconventional hydrocarbon exploration. In the northern Main Karoo Basin, coalbed methane is
reported to have potential, notably within the Ecca Group in the Ellisras Sub-basin, within which the
Waterberg coalfield occurs 45.
The southern Main Karoo Basin is gas-prone and shale gas is the main objective. The Permian Whitehill and
Formation, also within the Ecca Group, is considered the most likely candidate, as it is rich in organic matter,
thermally mature, it has high silica content and is deeply buried. The total technically recoverable shale gas
resource of the Main Karoo Basin is estimated to be from about 30 Tcf to 500 Tcf 46.
Outside of South Africa, the Karoo hosts the Bemolanga Tar Sands and the Tsimiroro Heavy Oil Fields of
Madagascar, which were discovered in the early 1900’s. These deposits occur within the Triassic Isalo
Formation sands in the Karoo ‘failed rift corridor’ along western Madagascar.
The most likely source rock for these deposits is the Upper Permian Middle Sakamena Shale 47 48, which is
part of the overall Karoo sequence. Both saline lacustrine and restricted marine/lagoonal source facies are
present within the Sakamena 49. It is not known whether equivalent sources would be present within the
Karoo sequences in the basins covered by the Swala acreage in the interior of Tanzania.
43

http://www.africaoilcorp.com/i/pdf/CorporatePresentation_Jan_2012.pdf and
https://sites.google.com/site/linkstogeologyofethiopia/Mineral/calub-hilala-fields
44
Dominion Petroleum 2007 Petroleum Potential Of Permian Rift Basin in East Africa: An example from the Selous,
Tanzania East African Petroleum Conference
45
Petroleum Agency of SA, 2011, Republic of South Africa, Petroleum Potential of the Karoo Basins
Petroleum Agency of SA, 2011, Republic of South Africa, Petroleum Potential of the Karoo Basins
and hydrocarbon plays of Madagascar (with occasional reference to Australia) AAPG Int Conf. & Exhib. Abstract Singapore 16-19 Sep
2012
http://www.afren.com/afreneax/madagascar.html
inct and near extinct petroleum, systems of the East African coastal basins,
http://www.mdoil.co.uk/pdfs/HGSPESGB09_East_Africa.pdf
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The Bemolanga Field is estimated to have as a Best estimate of 1,179 MMstb barrels of bitumen classified
‘contingent petroleum-initially-in-place’ 50, with an additional undiscovered billion barrels. The Total –
Madagascar Oil Joint Venture are monitoring the potential for an economic mining project.
The Tsimiroro Field has a Best estimate of 965 MMstb contingent original oil in-place and 786 MMstb
prospective oil in-place. Madagascar Oil is undertaking a steam flood pilot test to assess commercial
development.
While the Karoo clearly has potential for unconventional hydrocarbon plays in the Main Karoo Basin, and
provides development projects in Madagascar, we consider that at this stage, this would be a high risk play
for the East African Projects.

50

Madagascar Oil, 2010, Annual Report (most recent available at time of writing)
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3.
3.1.

KENYA: BLOCK 12B
LICENCE

Block 12B is located on the eastern edge of Lake Victoria and has an area of 8,000 km2 (Figure 3-1). It covers
part of the Eastern Branch of the East African Rift System.

Figure 3-1 Location of Kenya Block 12B

Swala BVI negotiated a 2+2+2 year term with the Kenyan Ministry of Energy with an opt-out after 1 year if
initial results are technically unpromising. Tullow joined Swala BVI in the award (as Operator) and has
assumed all of Year 1 costs, including G&A. Details of the Production Sharing Contract (‘PSC’) are given in
Table 3 1. Note that these details have been provided to RISC, and are included for completeness, but RISC
has not inspected the relevant documents, and therefore cannot independently vouch for the information.
At the time of writing, the first year of the PSC is almost concluded, with the expenditure exceeding the PSC
obligation (Table 3-2). In addition to the tabulated items, the joint venture has also conducted an initial
passive seismic operation, at an estimate of $70,000.
However, this initial work does not yet provide clarity on whether the results are technically promising, and
thus a decision on the opt-out clause would be premature. The operator has recommended that
‘accelerated weight drop’ (‘AWD’) seismic trials should be employed, which has proved effective in Uganda.
However, mobilisation of equipment would take approximately two to three months. Accordingly, the joint
venture has sought, and been awarded, a six month extension to the Year 1 contract 51. Further review of
water data is also intended.

51

Tullow Kenya BV 14 December 2012, ‘Block 12B - Decision on entry into second contract year of the initial exploration period’,
letter to Ministry of Energy, Nairobi. Signed by Minister 17 December 2012
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Summary of PSC - Kenya Block 12B
Date of PSC

16 February 2012

Area

8,000 km2

Interest holders

Swala Energy (Kenya) Ltd - 50%
Tullow Kenya B.V. - 50% (Operator)

Government back-in rights

10% (carried during exploration)

Initial Exploration Period

2 years. However, an extension of 6 months to this
period has been awarded.

First Additional Exploration Period

2 years

Second Additional Exploration Period

2 years

Year 1 work programme

gravity/magnetics, surface geology, seismic
reprocessing, remote sensing

Year 2 work programme

700km 2D seismic

Year 3 work programme (subject to extending the
Initial Exploration Period by the First Additional
Exploration Period)

Either drill one exploratory well to a minimum
depth of 2,000m or 300km2 of 3D seismic.

Relinquishments

25% at end of Year 2
25% at end of Year 4

Signature bonus

US$300,000

Licence Rental Fees

2012-2013: US$40,000 per annum

Training fee

US$100,000 per annum

Swala Kenya’s Commitments (based on minimum
expenditure)

Year 1 (2012/2013): Nil 52 (free carry)
Year 2 (2013/2014): US$2,125,000 (2D seismic)
Year 3 (2014/2015): US$3MM (3D seismic or well)

Table 3-1 Summary of licence for Kenya Block 12B

52

Tullow Kenya is solely responsible for work commitment costs of up to US$400,000, the signature bonus, Year 1 rental fees and Year 1 training fees
on Block 12B. In the event that more than US$400,000 in work commitment costs is incurred during Year 1 on Block 12B, Swala Kenya will be
responsible for 50% of such costs. However, during Year 1, Swala Kenya will not be liable to pay Tullow Kenya for any of Tullow Kenya’s general
administrative costs as operator of Block 12B.
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PSC Clause 4 (1) (a)

PSC Work
Obligation for First
Contract Year
under Initial
Exploration Period

Status

PSC Expenditure
Obligation (USD)

Actual Expenditure
as at December
2012 (USD)

A (i)

Reprocessing of all
existing seismic,
gravity and magnetic
data
Acquisition of block
wide high resolution
airborne gravity and
magnetic data over
7000 sq km
Carrying out regional
ASTER satellite and
photo-geology work
in the block and
surrounding areas
Carrying out field
work in surface
geology and
geochemistry

Done

50,000

50,000

Done

200,000

431,000

Done

30,000

40,000

Done

70,000

70,000

350,000

591,000

A (ii)

A (iii)

A (iv)

Totals

Table 3-2 PSC expenditure obligation and actual expenditure, Contract Year 1 (actual also includes passive seismic)

3.2.

DATABASE

The data currently available for Block 12B are a combination of legacy data - minimal, very poor quality,
seismic lines and legacy remote sensing data gravity and magnetics - and newly acquired gravity and
magnetics data. Surface mapping and published fieldwork and academic papers complete the material.
Swala BVI is actively engaged in the acquisition of additional data.

3.3.
3.3.1.

GEOLOGICAL SETTING
Terrain and Geological Mapping

Block 12B covers a portion of the Nyanza Rift, which is part of the East African Rift System (EARS). The
western portion of the block covers the eastern edge of Lake Victoria. The lake level is about 1140m above
sea level. To the east of the block, the topography rises to more than 2500m above sea level (Figure 3-2),
and the topography of the eastern end of the lake supports a graben geometry (Figure 3-3). The Nyanza Rift
is a fault-bounded graben within Precambrian basement that is an offshoot from the main Eastern Branch of
the EARS.
The Nyanza rift has late fill of Quaternary fluvial sediments. There is currently no proof of a significant synrift Neogene rift fill. However, from fieldwork and regional correlation, Swala BVI has suggested that Early to
Mid-Miocene-aged rocks are present at the rift margins and in the shallow subsurface (Figure 3-4). The
rocks are primarily volcaniclastics, which has implications of poorer reservoir quality; the equivalent section
in the Lokichar Basin well, Loperot-1, is the Auwerwer Sandstone Formation. Nevertheless, as noted earlier
(Section 2.3.3), the recent South Twiga-1 well flowed at a combined rate of 2,812 bopd from intervals that
included reportedly good quality reservoir sands.
However, given that the East African Projects remain largely unexplored, it is not known whether any well
drilled in the future at the East African Projects would generate a flow analogous to that at South Twiga-1.
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Figure 3-2 Elevation data over Kenya Block 12B

Figure 3-3 Simplified geological map of Block 12B area
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Loperot-1
Lunene Lava Equivalent?

Lokhone
Shales
(0.6%R0 in
Loperot-1)

Rusinga Gp (Kulu) Equivalent?

Loperot Shales
(1.1%R0 in
Loperot-1)

Well not to scale with stratigraphic column

Figure 3-4 Interpretation of stratigraphy at rift margin and shallow subsurface, from field work and regional correlation (Swala
BVI)

3.3.2.

Structure from Gravity Data

The free air satellite gravity 53 across the region shows clearly the main north-south trend of the EARS (Figure
3-5). In addition, an east-west offshoot from this (in the area of the town Kisumu) is also apparent, with a
significant negative gravity anomaly, providing encouragement that a basin was present in this area. This is
the Nyanza Rift. [Note that the entire area lies within the East African Dome, a mega-regional gravity low,
see Section 2.1]. Ground gravity data confirm this picture (Figure 3-6). A refined picture is now available
from the gravity data newly acquired by Fugro (Figure 3-7).
The gravity low may represent significant sediment fill of a rift, although at this stage it is not possible to
exclude the presence of a large low density granitic body or low density volcanics at depth within the rift
that could be responsible for all or part of the gravity low. Granite is present within the basement block
either side of the rift, and volcanics are also present in the area.
Swala BVI reports that interpretation of field gravity work and the aeromagnetics by Western Atlas suggest
that the Nyanza Graben around the Winham Gulf has a sediment/volcanic pile up to 2,500m thick.
New gravity and magnetic data were acquired by Fugro Airborne Surveys for the joint venture in October
and November 2012. The main gravity and magnetic survey was flown at 2km x 8km line spacing at a
constant altitude of 2400m above mean sea level (i.e. 150m above the highest point located within 10 km of
the survey area). A magnetic infill survey was flown at every 1km along the flight lines at a draped altitude
140m on average (ranging between 53m and 620m) above topography. The gravity data confirm the
presence of a low density area in the central eastern portion of the area, but provide no additional insight
into its origin.

53

The elevation of the point where each gravity measurement was taken must be reduced to a reference datum to compare the
whole profile. This is called the free-air correction, and when combined with the removal of theoretical gravity leaves the Free-Air
Anomaly gravity. The Bouguer Anomaly gravity is a standard additional correction for the effects of any material between the point
where gravimetry was done and the geoid.
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Figure 3-5 Free air satellite gravity map over Block 12B and surrounding region

Figure 3-6 Free air ground gravity map over Block 12B and surrounds
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Figure 3-7 Bouguer Anomaly ground gravity map over Block 12B (correction density 2.5 g/cm3; Fugro)

3.3.3.

Structure from Magnetic Data

Interpretation of the magnetic data over Block 12B is challenging, with the likely presence of igneous bodies
within the sedimentary section. Fugro present various magnetic maps (e.g. Figure 3-8), but at this stage they
have not provided a clear view of the basin geometry on a map basis.

Figure 3-8 Total gradient of RTP anomalies (Fugro)
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Fugro have interpreted a large number of faults (Figure 3-9) with basin margin parallel faults NNE-SSW, a
strike slip set oriented roughly NW-SE, and N-S set of normal faults. Such a fault pattern may be reasonable,
but it appears largely to be model-driven from published regional geology and a consideration of stress
orientations

Figure 3-9 Structural elements and 50 km high pass RTP anomalies (Fugro)

Interpretation of the geology of the basin is difficult due to the probable presence of igneous sills within the
sediment fill. Specific indications of shallow feature are seen in the high resolution infill magnetics (Figure
3-10). Fugro have attempted to determine depth to deep magnetic sources, which may be deep sills or
basement. Their map is shown as Figure 3-11, but the calculated depths are extremely noisy and range in
short distances from zero to more than 3600m.
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Figure 3-10 Possible intrusive bodies shown in high resolution magnetic infill data (Fugro)

Figure 3-11 Estimation of depth to deep magnetic sources (Fugro)

More obviously useful are a series of 2D sections with a possible interpretation of the magnetics and gravity
data. These lines have been defined in the vicinity of the existing very poor seismic data (see below). Fugro
recognise the inherent ambiguity in the interpretation due to minimal constraints, but their sections appear
overly complex in faulting. Nevertheless, the sections illustrate a basement depth in the range 1.5 to 3 km,
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with a sediment fill into which sills have been intruded (example in Figure 3-12). There is a loose correlation
between high total gradient anomalies and basement outcrops (Figure 3-12).
We understand that Fugro are continuing to work on the data.

Figure 3-12 2D section geological interpretation (Fugro)

3.3.4.

Structure from Seismic Data

There are just four legacy seismic lines acquired in the licence (Figure 3-13). These were acquired in 1989 by
Geosource Seismic. The data are of extremely poor quality, with very poor imaging below 1 second (Figure
3-14). The poor data is considered to have been acquired with an inadequate source and possibly poor
acquisition parameters. A single line (NT4-89) has been reprocessed by DownUnder GeoSolutions for Swala
BVI. The reprocessed line suggests that the dipping events seen in the original line are true reflections,
implying that a basin is present in the area (Figure 3-15).

ITSR on Swala BVI’s Petroleum Exploration Assets
8 March 2013
Page 35

Figure 3-13 Location of 1989 Geosource seismic lines

Figure 3-14 Example of seismic line (NT4-89) acquired in Block 12B (original processing; image reversed to facilitate comparison
with reprocessed image)
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Figure 3-15 Reprocessing of seismic line NT4-89 (DownUnder GeoSolutions), with possible interpretation (Swala)

An initial trial using passive seismic has so far provided limited additional information, with no recording
deeper than 800m. Two main velocity kicks corresponding to shallow seismic events are likely to be basalts
(Figure 3-16). However there are signs of velocity reversal beneath that provide encouragement for deeper
sediment, and further work is intended on this approach.

Figure 3-16 Passive seismic VSP data (Tullow)

3.4.
3.4.1.

PROSPECTIVITY
Direct Evidence of Hydrocarbons

There had been reports of so-called ‘oil’ contamination in water wells close to the southern margin of the rift
in Block 12B (Figure 3-17). Recent analysis of one of these wells (Osodo) has included evidence of
thermogenic oil. Further assessment of the water well data is intended.
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Figure 3-17 Location of reported possible oil contamination in water wells

3.4.2.

Summary of Prospectivity

The presence of a basin is supported by the minimal seismic and gravity data and has provided sufficient
encouragement for acquisition of targeted remote sensing data, and investigation of the possible oil
contamination. There is nevertheless significant uncertainty on the depth to basement and on the maximum
depth of burial of potential source rocks. However, geothermal gradients in the Tertiary rifts elsewhere can
be extremely high as evidenced from geothermal drilling (120-140 °C/km), and source rocks have the
potential to be mature at depths of little more than 800-1,000m.
Although material uncertainties remain, we consider that Block 12B is prospective and that Swala BVI has a
realistic assessment of this prospectivity. Although the additional data should assist in reducing some of the
uncertainty, proof of a material Neogene fill is likely to come only from drilling. Swala BVI’s licence structure
nevertheless will allow early withdrawal if risks remain too high for further exploration.

3.5.

FUTURE WORK PROGRAMME

Current work includes the finalisation of the Fugro modelling work, the acquisition of magneto-tellurics, and
low fold dynamite regional lines to undershoot the probable volcanics to maximise the ability to define the
basin geometry. With the anticipation that the joint venture will chose to enter in to Contract Year 2, work
on an Environmental Impact Statement is intended to be undertaken during the first half of 2013.
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4.
4.1.

TANZANIA: PANGANI
LICENCE

Swala BVI has a 50% operated interest (through its subsidiary Swala Oil and Gas (Tanzania) Ltd (‘SOGTL’), in
which Swala BVI holds a 65.13% interest) in the Pangani Licence in Tanzania covering some 17,000 km2
(Figure 4-1). The licence is largely unexplored. The recent nature of the rift is highlighted by satellite gravity
data but the basin is filled by recent alluvial sediments, and the underlying geology is currently unknown.

Figure 4-1 Location of Tanzania Pangani Block

Swala BVI originally negotiated a 4 (1+1+2) + 4 + 3 year term, with an opt-out after Year 1 and Year 2 if initial
results are unpromising; Swala BVI reports that this is the first time such an opt-out has been negotiated.
Licence details are given in Table 4-1. Note that these details have been provided to RISC, and are included
for completeness, but RISC has not inspected the relevant documents, and therefore cannot independently
vouch for the information.
A key component of the Year 1 work programme obligation was the acquisition of 3,000 line km of magnetic
and gravity data; the actual acquired data are considerably in excess of this figure: 5,334 km of magnetic
data and 2,670 km of gravity data. Sufficient encouragement has been derived from this recent work on the
licence for the joint venture to have now committed to continue into the second year of the contract 54. The
key element of the work programme for this year is the acquisition of 200 line km of 2D seismic data
(US$2,100,000).

54

Swala Oil and Gas (Tanzania) Ltd. 16 January 2013 Re. Pangani exploration licence area: Formal notification of entry into Year 2
Work Programme; letter to Tanzania Petroleum Development Corporation (TPDC)
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Summary of PSC – Tanzania Pangani Licence
Date of PSC

20 February 2012

Area

17,156 km2

Interest holders

Swala Oil and Gas (Tanzania) Ltd (in which Swala
BVI holds a 65.13% interest) - 50% (Operator)
Otto Energy (Tanzania) Ltd - 50%

Government back-in rights

20% (carried during exploration)

Initial Exploration Period

4 years

First Additional Exploration Period

4 years

Second Additional Exploration Period

3 years

Year 1 work programme

gravity/magnetics, surface geology, seismic
reprocessing, remote sensing (completed)

Year 2 work programme

200km 2D seismic, surface geochemical sampling

Year 3 work programme

Further 200km 2D seismic

Signature bonus

No signature bonus

Licence Rental Fees

2012-2015: US$68,600 per annum

Training fee

US$200,000 per annum

SOGTL’s Commitments (based on minimum
expenditure)

Year 2 (2013): US$1,050,000 (2D seismic)
Year 3 (2014): US$1,000,000 (further 2D seismic)

Table 4-1 Summary of licence for Tanzania Pangani Licence
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4.2.

DATABASE

In addition to published geological mapping, the data over the Pangani Licence are primarily remote sensing,
and legacy to Swala BVI’s interests: satellite digital terrain data, satellite gravity, aeromagnetic data, and
Landsat Thematic Mapper (TM) are all instrumental in defining the geological setting and prospectivity of the
block. There are no seismic data; Swala BVI is considering the acquisition of passive seismic for the Pangani
Block.

4.3.
4.3.1.

GEOLOGICAL SETTING
Terrain and Geological Mapping

The Pangani Block covers an elongate northwest-southeast trending area, stretching from the Mt Meru
volcano in the north through Lake Nyumba ya Mungu to just beyond the Usambara mountains in the south.
These features are shown clearly on a 3D map (Figure 4-2), derived from digital elevation SRTM (Satellite
Radar Topographic Mission) data.

Mt Kilimanjaro is the main peak in the upper centre of the image; Mt Meru lies to its west

Figure 4-2 Digital 3D elevation map over the Pangani Block

The approximately 50 km wide Kenya Rift continues down through southern Kenya as far as the NgorongoroKilimanjaro transverse volcanic belt, which follows the margin of the cratonic block in northern Tanzania.
Here it separates into several trends in the area known as the North Tanzania Divergence, where the rift
becomes some 200 km wide (Foster et al., 1997 55). In the west are the Natron-Manyara-Balangida and EyasiWembere rifts. These rifts formed across the boundary between Archean craton and Neoproterozoic
(Mozambique Mobile Belt) basement. In the east is the Pangani Rift, which trends 250 km northwest55

Foster, A., C. Ebinger, E. Mbebe & D. Rex, 1997, Tectonic development of the northern Tanzanian sector of the East Africa Rift
System: J. Geol. Soc. Lond. 154, 689-700
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southeast and is separated from the Eyasi and Manyaran areas by the Masai plateau. The Pangani Licence
covers the majority of the Pangani Rift.
In detail, the Pangani Rift does not appear to be a continuous feature, but comprises a series of individual
north-northwest trending extensional faults within a northwest-trending corridor. Cenozoic faulting is much
more prominent in the east, with a series of Proterozoic mountainous blocks (North Pare, South Pare and
Usambara blocks) created. In the west, the Masai plateau is more subdued. Baker (2012 56) considers that
the whole belt represents dextral transtensional movements.
With the exception of the volcanic province in the north, the geological map shows the Precambrian
outcrops across almost all of the Pangani Block (Figure 4-3). There is a modest area of more Recent
sediments in the central rift. However, both Baker (2012) and Swala BVI postulates that the mapped
Precambrian may relate in part to observations made on detrital boulders. This is pertinent particularly in
the south of the Pangani Block where erosional material may be derived from the Usambara Mountains
immediately to the east. This seems a reasonable scenario, and will be investigated through field work by
Swala BVI. No Tertiary strata are shown on published geological maps. The Karoo is not a potential play in
the area.

Figure 4-3 Schematic geological map over Pangani Block (Baker)

Surficial deposits are present in the rifts, and in the northwestern end of the rift, in the vicinity of the town
of Moshi, there is a cover of pyroclastic flows and erosional volcanic debris, as part of the NgorongoroKilimanjaro volcanic province, which was initiated at about 8 Ma.
56

Baker, M., July 2012 Landsat interpretation of Pangani Rift (for Swala Energy)
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Foster et al (1997 57) did not specifically discuss the Pangani Rift, but considered the Eyasi and Manyara area
basins of the western arm to be shallow (<3km), with sedimentation and volcanism commencing c. 5Ma.
More recently, Le Gall et al. (2008 58) published a model for the Neogene development of the area of the
North Tanzanian Divergence. Their map of the key structural elements is shown in Figure 4-4, and key
geological events in Figure 4-5. These authors agreed with <3 km basin depths for the western rifts. They
considered that deposition in these areas may have been started at c. 4.9 Ma but may have largely
accumulated during recent (<2.0 Ma) rifting.
The exposed fault scarp elevations of the Pangani Rift indicate minimum vertical movement increases to the
south from >100m (N Pare) to >1500m (Usambara), although there is major uncertainty on total
displacement. More significantly, Le Gall et al. consider that the Pangani Rift is a relatively young
development – within the last million years. They propose that an easterly shift in volcanism assisted the
migration of strain to this area, and the associated transfer of strain to the south east, forming the enechelon Pangani Rift. As a consequence of its recent formation, the sediment thickness in this interpretation
is very limited, and does not include any Neogene section. This is illustrated in Figure 4-6.

57

Foster et al., 1997 op cit
Le Gall, B. et al., 2008, Rift propagation at craton margin. Distribution of faulting and volcanism in
the North Tanzanian Divergence (East Africa) during Neogene times: Tectonophysics, 448, 1-19

58
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ASWA SZ., ASWA shear zone; volcanoes: B. Burko; Em., Embagai; Es., Essimingor; G., Gelai; H., Hanang; K., Kerimasi; Ke., Ketumbeine;
Ki., Kibo; Kw., Kwaraha; L., Lemagrut; M. Monduli; Ma., Mawenzi; Me., Meru; Ng., Ngorongoro; OS., Ol Donyo Sambu; S., Shira; Sh.,
Shompole; T. Tarosero.
Figure 4-4 Main structural and magmatic features in Southern Kenya and Northern Tanzania rift systems from STRM data (Le Gall
et al., 2008)

Figure 4-5 Model of geological development of S Kenya - N Tanzania during Neogene times (Le Gall, 2008)
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Figure 4-6 Pangani Rift showing eastern en-echelon horsts (Le Gall et al., 2008)

4.3.2.

Structure from Landsat Thematic Mapper

Baker (2012 59) undertook an analysis of Landsat imagery for Swala BVI over the Pangani Rift. The main
features of his interpretation are shown in Figure 4-7. The depth to basement and implied potential for a
material Neogene section is a key uncertainty in the Pangani Rift. Baker supports that there is no
outcropping Neogene strata, but in contrast to Le Gall et al. (2008), he considers that there is a likelihood of
Neogene basin fill over much of the rift. The possible extent of this fill is inferred from the structure pattern
and is shown in Figure 4-8. There are four basins. The ‘northern rift’, less than 7 km wide, is covered by
volcanic material in the north (the eastern edge of the Ngorongoro-Kilimanjaro Volcanic Province). Baker
suggests rift development in at least this area terminated by about 1 Ma given the lack of late faulting in the
volcanics. The northern rift appears to be a half graben with the main bounding fault along its western side,

59

Baker, M., July 2012, Landsat interpretation of Pangani Rift (for Swala Energy)
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and which is offset in places by transverse faults. Baker considers that sediment supply was probably axial,
with some lateral clastic input points.

Figure 4-7 Main features of Pangani rift (Baker, 2012a)

In the middle of the Pangani Licence lies the ‘central rift’. This is broader and more complex, and at its
broadest extends as much as 25 km across. Its southern end is a symmetrical graben, but the western fault
becomes more significant further north. The northeastern flank is a continuation of terraces that border the
northern rift; the east-central margin is affected by a possible basement transfer zone; this location provides
possible clastic input point. The rift is not well-developed immediately to the south of the central rift. In the
south of the block are the Lushoto rift (Baker 2012a) is narrow (>7km) and appears to be a symmetrical
graben, and which passes directly in to a north-south oriented basement rift; and a ‘southern rift’. The
orientation of this latter feature appears to have more affinities to the coastal basin, and as such it may
primarily have Mesozoic or Karoo sediments, rather than Neogene. The areas that Baker views as having a
possible Neogene fill are shown in Figure 4-8.
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Figure 4-8 Inferred Neogene basins in Pangani Block from Landsat TM imagery (Baker, 2012)

4.3.3.
Structure from Satellite Gravity Data
Satellite gravity data over the area supports the presence of the Pangani Rift, although the ease of
interpretation is reduced through the decreasing gravity field to the west corresponding to the regional low
of the East African Dome (Figure 4-9). The deepest part appears to be in the vicinity of Nyumba ya Mungu.
The steep gravity gradients suggest a half graben structure with the main fault in the east. There is less
support for a material basin in the south.
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Contour 10 mgal
Figure 4-9 Bouguer satellite gravity image, Pangani Block

An overlay of the faults interpreted from Landsat data onto Bouguer Anomaly gravity is shown in Figure
4-10. The results are provisional and the work is still progressing. However, there is a broad agreement with
the trends evident in the two datasets. The area northwest of the town of Mvungwe appears to offer the
greatest potential for a deep basin.
More detailed gravity data has recently been acquired by NRG for Swala BVI in July and August 2012 over a
portion of the Pangani licence. Southern Geoscience Consultants (SRG) performed QC on the acquisition,
and undertook an interpretation of the data 60.

60

Southern Geoscience Consultants November 2012, Tanzania Project - Airborne gravity and magnetic modelling of the KilosaKilombero and Pangani rift basins
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Figure 4-10 Overlay of faults from Landsat data onto Bouguer Anomaly gravity map (Swala)

4.3.4.

Structure from Regional Magnetic Data

The approximate outline of the Pangani rift can be seen on legacy aeromagnetic data over eastern Tanzania
(Figure 4-11). A regional area incorporating the Pangani licence has been interpreted by Southern
Geoscience Consultants. It can be seen that the rift has formed along the faulted margins of a NNW-trending
shear belt, approximately 20-40km wide (Figure 4-12).
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Figure 4-11 Total magnetic intensity map over Tanzania (legacy Geotech)
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Figure 4-12 Pangani regional TMI magnetic image with structural interpretation (SGC)

4.3.5.

New Gravity and Aeromagnetic Data

Additional gravity and magnetic data were acquired by NRG and have been processed and interpreted by
Southern Geoscience Consultants 61. The survey involved approximately 5400 line km of magnetics and 3050
line km of gravity over the Pangani Licence (Figure 4-13). The gravity data was flown on a 2x8 km grid, the
magnetics on a 1x4 km grid; the gravity data at a 2,150m drape elevation and magnetic data at 100m AGL.

61

Southern Geoscience Consultants, November 2012, Tanzania Project – Airborne gravity and magnetic modelling of the KilosaKilombero and Pangani rift basins. SGC2510
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Figure 4-13 Airborne surveys acquired in 2012 in Swala Tanzania licences

A key objective of the gravity and magnetic data was to determine depth to basement, in other words the
thickness of the rift fill. SGC attempted various modelling approaches integrating both the magnetic and
gravity data, and concluding that ‘Naudy’ modelling solutions offered the most robust interpretation.
Images of both the magnetic and gravity data with superimposed depth contours are shown in Figure 4-14
and Figure 4-15. These indicate shallow basement (<500m) over the majority of the region, with several
possible small isolated areas deepening to approximately 1.5km, two of which coincide with a prominent
gravity in the Nyumba ya Mungu area in the north.
This presents a less positive picture of the prospectivity than Baker (2012), where sizeable areas of possible
Neogene fill were identified (Figure 4-8). The gravity and magnetic interpretation is more consistent with Le
Gall et al (2008) who considered the Pangani rift to be relatively recent, and as such unlikely to contain any
Neogene sediment. Modelling using 3D inversion techniques gave noisy results, although the short
wavelength features are considered more consistent with shallow basement than faulting. 2D profile
modelling of three lines gave depths to basement of between 1km (probability P90) and 4km (P10),
dependent on density contrasts. SGC’s ‘most-likely’ scenario is shallow relatively basement (<1.5km) across
Pangani, but it remains possible that shallow magnetic signatures derive from flat lying volcanics, and that
the basement lies at depths of 2 to 4km. The most prospective areas seem to be in the Nyumba ya Mungu
area in the north, and the southwest of the area. These areas appear encouraging from the prominent
gravity lows (seen especially on the legacy gravity data in Figure 4-10). These areas will be appropriately
targeted with the Year 2 seismic acquisition.
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Figure 4-14 Total magnetic intensity (TMI) data over a portion of Pangani licence, with Naudy depth contours (SGC)

Figure 4-15 Residual Bouguer Anomaly gravity image with Naudy depth contours (SGC)
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4.4.
4.4.1.

PROSPECTIVITY
Direct Evidence of Hydrocarbons

A reconnaissance of potential hydrocarbon seepage anomalies was carried out as part of Baker’s work on
the Landsat imagery. Hydrocarbon seeps can give rise to degradation of vegetation, and bleaching of red
soils. However, the natural variability of the rift vegetation, and the presence of pale evaporative saline soils
limits the predictive ability. Nevertheless, six vegetation anomalies were identified by Baker which
potentially could be related to hydrocarbon seepage (Table 4-2, Figure 4-16). These sites are associated with
interpreted bounding faults of the deepest portion of the rift (Figure 4-17). Swala has investigated one of
these in field reconnaissance, and samples are being analysed.

Table 4-2 Possible hydrocarbon-related anomalies in Pangani Block

Figure 4-16 Stressed vegetation anomalies in Pangani Block (Baker, 2012)
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Figure 4-17 Location of stressed vegetation with background of Bouguer Anomaly gravity map

4.4.2.

Summary of Prospectivity

The Pangani Block covers the Pangani Rift of the East African Rift System, and the Neogene is proposed as
the play. From the Landsat study, the central rift is considered to be the most prospective, due to its greater
width than the other graben in this area, and has the greater chance of clastic input. The recent
aeromagnetic and gravity data suggest that the most likely depth to basement of the surveyed area is
generally in the range 250-500m; the rift may be much more recent than others in the EARS, and that as a
consequence is very shallow, with little or no Neogene sediment. With current data, the prospective areas
are most likely to be quite small. However, there is a possibility that the magnetic response is due to shallow
volcanics, with the basement being materially deeper. In this scenario, the basin is significantly more
prospective. We note in addition that if the Neogene were to be present, high heat flows of the levels seen
in the Albertine Graben could potentially mature shallow source rocks.
Although on current evidence, the Pangani licence appears to be less prospective, a clearer view of the
basement depth, and hence prospectivity, requires seismic data, and thus Swala have reasonably defined
two areas for seismic acquisition in Year 2 that are prominent gravity lows. Proof of material Neogene fill is
nevertheless likely to require drilling.
Swala BVI has committed to enter Year 2, but in the event of the risks remaining too high for further
exploration, Swala BVI’s licence structure allows withdrawal at the end of Year 2.

4.5.

FORTHCOMING WORK PROGRAMME

As noted earlier, the SOGTL-operated joint venture has now committed to enter into the second contract
year. The key element of the work programme for this year is the acquisition of 200 line km of 2D seismic
data. The proposed lines are located in two areas, Moshi in the north and Mvungwe in the western central
position in the block (Figure 4-18 and Figure 4-19), to target the most prospective areas identified from the
gravity and magnetics data. Tenders for the seismic contract (in conjunction with the seismic in the KilosaKilombero licence) were issued February 2013, and work on an Environmental Impact Statement for the
seismic is due to commence in the same month. Seismic acquisition is planned to start August 2013.
ITSR on Swala BVI’s Petroleum Exploration Assets
8 March 2013
Page 55

During the seismic acquisition, and along the same lines, the joint venture also intends to undertake
geochemical sampling using the Gore Sorber technique.

Figure 4-18 Proposed 2D seismic acquisition Contract Year 2, Moshi area, Pangani Licence

Figure 4-19 Proposed 2D seismic acquisition Contract Year 2, Mvungwe area, Pangani Licence
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5.
5.1.

TANZANIA: KILOSA-KILOMBERO
LICENCE

Swala BVI holds a 50% operated interest (through its subsidiary Swala Oil and Gas (Tanzania) Ltd, in which
Swala BVI holds a 65.13% interest) in the Kilosa-Kilombero Licence in Tanzania (Figure 5-1). The licence
covers a portion of the East African Rift System.

Figure 5-1 Location of Tanzania Kilosa-Kilombero Block

Swala BVI originally negotiated a 4 (1+1+2) + 4 + 3 year term, with an opt-out after Year 1 and Year 2 if initial
results are unpromising; In common with the arrangement for the Pangani Block, Swala BVI reports that this
is the first time such an opt-out has been negotiated. Licence details are given in Table 5-1. Note that these
details have been provided to RISC, and are included for completeness, but RISC has not inspected the
relevant documents, and therefore cannot independently vouch for the information.
A key component of the Year 1 work programme obligation was the acquisition of 6,000 line km of magnetic
and gravity data; the actual acquired data are considerably in excess of this figure: 9,026 km of magnetic
data and 4,489 km of gravity data. Sufficient encouragement has been derived from this recent work on the
licence for the joint venture to have now committed to continue into the second year of the contract 62. The
key element of the work programme for this year is the acquisition of 300 line km of 2D seismic data ($3.50
MM).

62

Swala Oil and Gas (Tanzania) Ltd. 16 January 2013 Re. Kilosa-Kilombero exploration licence area: Formal notification of entry into
Year 2 Work Programme; letter to Tanzania Petroleum Development Corporation (TPDC)
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Existing exploration is minimal; there are no wells or seismic data. Recent activities include airborne gravity
(fixed wing) and magnetic (helicopter) surveys, a field trip to assess areas of vegetation anomalies, and
review of water wells and reports.
Summary of PSC – Tanzania Kilosa-Kilombero Licence
Date of PSC

20 February 2012

Area

17,675 km2

Interest holders

Swala Oil and Gas (Tanzania) Ltd (in which Swala
BVI holds a 65.13% interest - 50%
Otto Energy (Tanzania) Ltd 50%

Government back-in rights

20% (carried during exploration)

Initial Exploration Period

4 years

First Additional Exploration Period

4 years

Second Additional Exploration Period

3 years

Year 1 work programme

gravity/magnetics, surface geology, seismic
reprocessing, remote sensing (complete)

Year 2 work programme

300km 2D seismic, surface geochemical sampling

Year 3 work programme

Further 500km 2D seismic

Signature bonus

No signature bonus

Licence Rental Fees

2012-2015: US$70,700 per annum

Training fee

US$200,000 per annum

SOGTL’s Commitments (based on minimum
expenditure)

Year 2 (2013): US$1,050,000 (2D seismic)
Year 3 (2014): US$2,500,000 (further 2D seismic)

Table 5-1 Summary of licence for Tanzania Kilosa-Kilombero Licence

5.2.

DATABASE

Geological mapping forms the basis of the understanding. The data is primarily remote sensing; legacy to
Swala BVI’s interests are satellite, digital terrain data, satellite gravity, aeromagnetic data, and Landsat
Thematic Mapper (TM), which have been recently augmented by airborne gravity and magnetics data.
There are no seismic data or wells.
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5.3.
5.3.1.

GEOLOGICAL SETTING
Terrain and Surface Geology

The Kilosa-Kilombero Licence is an elongate permit that covers two alluvial basins of the EARS, separated by
an intervening saddle. The basins are between 250 and 500m in elevation, the southerly area being lower.
The block is bordered to the west by the eastern flank of the Gologolo Mountains, with elevations up to
2000m. The 3D digital elevation map (Figure 5-2) clearly illustrates the relatively flat valley floors and the
elevated terrain of the rift shoulders and surrounds. A division can be made between the northern Kilosa
Rift, and the southern Kidatu and Kilombero Rifts, separated by an uplifted zone. This is referred to as the
Gombati Transfer zone by Nilsen et al (2001 63). The northern basin slopes gently upwards to the east. The
Kilombero Rift is separated from the coastal Selous Basin to the east by the irregular terrain of the Uluguru
Mountains.

Kilosa

Gombati

Kidatu

Kilombero

Figure 5-2 3D elevation map (Satellite Radar Topographic Mission) with basic subdivision of areas

63

Nilsen, O., H. Dypvik, C. Kaaya & E. Kilembe, 1999, Tectono-sedimentary development of the (Permian) Karoo sediments in the
Kilombero Rift Valley, Tanzania: Journal African Earth Sciences, 29, 2, 393-409
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A geological map clearly illustrates the structural and stratigraphic elements of the area (Figure 5-3), and
these are set into context in the wider Tanzanian geology in Figure 5-4.
The main rift surrounds are Precambrian basement. This comprises banded Proterozoic gneisses and Late
Proterozoic (Neoproterozoic) high grade metamorphics, the latter constituting a portion of the Mozambique
Mobile Belt.

Figure 5-3 Simplified geological map of Kilosa-Kilombero area (Baker)

The Permo-Trias Karoo is exposed in the saddle area (Gombati Ridge) between the two basins. Karoo
sediments also outcrop in the Kidatu Rift, along the margin of the Uluguru Mountains south of the saddle
area. A southerly extension to the Kidatu (distinct from the southwestern continuation into the Kilombero
Basin), east of the Mahenge massif has outcropping Karoo, and with increasing Karoo thickness links into the
Selous-Luwegu Basin to the south. Toward the coast, the Karoo of the Selous-Luwegu basin is
unconformably overlain by Mesozoic-Cenozoic post-rift thermal subsidence strata deposited following
continental breakup. This latter area is a different structural terrane to the EARS.
It seems very likely that Karoo sediments are present at depth within the Kidatu Rift, and with expected thin
Neogene, the Karoo can be proposed as a possible play for this area, although as noted previously (Section
2.4) is high risk.
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Kilosa
Kidatu
Kilombero

Figure 5-4 Geological setting of the Kilosa-Kidatu-Kilombero rifts (Nilsen et al., 2001)

The Karoo sediments are fluvio-lacustrine deposits that accumulated in tectonically controlled basins during
the Permian and Early Triassic. The total thickness of the Karoo is very significant: in the order of 40005000m (Le Gall et al., 2004 64; Nilsen et al., 2001 65 quotes up to 6000m). These are mainly siliciclastic
sediments, dominated by shales and feldspathic sandstones. Conglomeratic and calcareous units also occur.
The Karoo stratigraphy in the area is shown in Figure 5-5. Deposition commenced with debris flows and
braided streams on alluvial fans, probably with a local uplifted basement source. Lacustrine sedimentation
followed, before a final rift fill, characterised by flood plain deposition (Nilsen et al 2001).
There is no mapped outcrop of Neogene sediments. However, as discussed below, the Neogene is expected
to be present below recent deposits in the Kilosa and Kilombero rifts.
64

Le Gall, B. et al., 2004, Neogene-Holocene rift propagation in central Tanzania: Morphostructural and aeromagnetic evidence from
the Kilombero area: GSA Bulletin, 116, 3/4, 490–510
65
Nilsen, O. Hagen, E. & Dypvik, H. 2001 Sediment provenance and Karoo rift basin evolution in the Kilombero Rift Valley,Tanzania:
South African J. Geol., 104, 137-150
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The present day rift pattern results from an overprint of the Karoo rift with Neogene-Recent faults of the
East African Rift System. Le Gall et al (2004 66) discussed the history of the rifting in the Kilombero area. The
rift valleys of the EARS are filled primarily with surficial deposits related to the current drainage systems and
older Recent alluvial fans and sheetwash gravels, plus landslide debris. The Plio-Quaternary alluvium is of
unknown thickness.

Figure 5-5 Stratigraphy of the Karoo, Kilombero Rift (Nilsen et al., 2001)

With respect to source potential of the Karoo, Dominion Petroleum 67 published figures showing poor to fair
values for organic richness (TOC 0.2 to 2.9%) within the north-south offshoot of the Kilombero Rift (Figure
5-6), increasing up to a maximum of 6.1% further to the east. Maturity values ranged from early oil mature
into the gas window. Dominion suggest that either or both oil and gas could be produced.

66

Le Gall, B. et al., 2004, Neogene-Holocene rift propagation in central Tanzania: Morphostructural and aeromagnetic evidence from
the Kilombero area: GSA Bulletin, 116, 3/4, 490–510
67
Dominion Petroleum, 2007, Petroleum Potential Of Permian Rift Basin in East Africa: An example from the Selous,
Tanzania East African Petroleum Conference
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Figure 5-6 Hydrocarbon source information for the Karoo in the Selous Basin (Dominion)

5.3.2.

Structure from Landsat TM Data

Landsat imagery and aeromagnetic data have been recently interpreted by Baker (2012 68 – separate report
to that for Pangani Block). The Landsat Thematic Mapper (TM) data are processed to allow differentiation
between dense vegetation, grassland/scrub, and different qualities of bare soil (dry, wet, saline). No field
data were used as a check. The Landsat imagery is used to identify faults. Topographic scarps are classed as
extensional.
At surface, the Kilombero and Kilosa rift zone comprises two alluvial basins separated by an intervening
saddle. The whole zone comprises a series of grabens and half grabens. Northeast to east-northeast trends
are attributed by Baker to Cenozoic extension, and are all southeast-facing half-grabens. North-south
grabens are interpreted as Karoo structures, reactivated during the Late Cenozoic. Middle Quaternary
68

Baker, M., August 2012, Landsat interpretation of Kilombero-Kilosa Rifts, Tanzania (for Swala Energy)
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termination of rifting in the northern half-grabens is inferred from lack of a present day structural controlled
alluvial deposition. In the Kilombero basin in the south, rifting appears to have been followed by thermal
subsidence of at least 500m. The Neogene is the key play in this area.

Figure 5-7 Geology of Kilosa-Kilombero Block from Landsat data (Baker 2012)

The rift zones within the Kilosa-Kilombero block comprise a number of individual grabens and half grabens
within a zone of broader subsidence. These are shown in Figure 5-7. Baker notes that the basement blocks
that form the faulted margins thus tend to slope towards the rifts, rather than away from them as is the case
in the Pangani block. Inferences have been made by Baker that Neogene strata are likely to be present in the
subsurface in two main areas, within the Kilosa and Kilombero rifts, shown in Figure 5-8. He does not make
any estimation of possible thickness.
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Figure 5-8 Inferred Neogene basins in Kilosa-Kilombero Block from Landsat TM imagery (Baker, 2012b)

The main rift elements are as follows (refer also to Le Gall et al., Figure 5-9):
Kilosa Rift – this is the main half graben in the northern portion of the block. It is bounded on the northwest
by a series of prominent rift faults, which are offset by north to northwest minor transform faults. From the
Landsat data, Baker interprets a significant Neogene basin fill is likely to be present. There is a major reentrant in the Precambrian block to the west, which could have been an important entry point for clastic
material in to the basin, but little suggestion for clastic input elsewhere. The northeastern end of this
extension system is the Magole Rift, a southeast-facing, relatively shallow half-graben. The southern end of
the Kilosa Rift is referred to as the Mikumi Rift, defined by north-south faults extending from the central
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saddle. A Neogene section is interpreted for the northern half of this rift. Both Neogene and Karoo plays are
considered for this rift.
Central saddle – this area forms a topographic high and has been mapped in the field with a major area of
Karoo outcrop. Baker refers to this area as the Mkata Rift. There are differing views on the origin of this
saddle; from Landsat data, Baker considers that the overall structure is pre-Cenozoic, with only modest
Cenozoic reactivation. In contrast, Nilsen et al (1999 69) interpret the area to be a Late Cenozoic
accommodation zone associated with rifting. Le Gall et al (2004 70) have also investigated this area in detail
using topographic/structural and aeromagnetic evidence; they appear to support a Neogene-Holocene age
for the Mikumi transfer fault in this area.
Kidatu Rift – this lies immediately south of the central saddle. It is sharply defined in the west by a northnortheast trending boundary fault, which is offset by minor northwest transform faults. Le Gall et al.
believed that the dramatic edge of the Gologolo Mountains bordering both the Kidatu and Kilombero rifts
reflects Neogene-Holocene faulting (Figure 5-10). The eastern side comprises a series of north-south fault
blocks with outcropping Karoo considered by Baker to be pre-Cenozoic, but reactivated. There is a
prominent transverse feature in the north of the rift, but its nature is unclear. There is a line of possible
outcrops, mapped tentatively as Karoo. Baker considers that the Karoo is shallow in the Kidatu Rift, with
limited possibility for a material Neogene section. The Karoo is thus proposed by Swala BVI as the main play
in the Kidatu Rift. Le Gall et al. considered that the Kidatu rift was the deepest portion of the whole KidatuKilombero rift (Figure 5-11).
Kilombero Rift – this is a major, 150 km long Cenozoic rift basin, which originated as a southeast-facing halfgraben that subsequently underwent a more general thermal sag. The rift is limited in the west and north by
en-echelon boundary faults. The presence of east-west faults in the Precambrian basement is interpreted by
Baker to imply that the northern end of the structure is partly controlled by pre-existing faulting. The
Landsat imagery and regional magnetics both suggest that the axial sector is underlain by northeast-trending
faults, which may subdivide the basin into a series of horsts and grabens.
On this basis this rift is considered to have the best potential for a significant Neogene basin fill (although a
north-south horst in the west limits potential here). At present, there is no evidence to suggest that Karoo
sediments may be present except at the eastern end of the rift. A re-entrant along the western margin offers
a clastic input route.
Interpretation of the recent magnetic and gravity suggests however a different picture, that the rift is poorly
developed here in comparison with the Kidatu and southern Kilosa rifts. These results are discussed below in
Section 4.3.5.

69

Nilsen, O. et al., 1999, Tectono-sedimentary development of the (Permian) Karoo sediments in the Kilombero Rift Valley, Tanzania:
J. African Earth Sciences, 29, 2, 393-409
70
Le Gall, B. et al., 2004, Neogene-Holocene rift propagation in central Tanzania: Morphostructural and aeromagnetic evidence from
the Kilombero area: GSA Bulletin, 116, 3/4, 490–510
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Kilosa Rift

Kidatu Rift

Kilombero Rift

Figure 5-9 General rift structure of central Tanzania (Le Gall et al., 2004)

ITSR on Swala BVI’s Petroleum Exploration Assets
8 March 2013
Page 67

vertical exaggeration 5:1

Figure 5-10 Cenozoic and Permo-Tirassic rift structures in central saddle (Le Gall et al., 2004)
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Note: Le Gall et al use ‘Kilombero’ to refer to the whole of the Kidatu-Kilombero rift; this image is of the deepest
portion of the rift, which is the Kidatu rift itself in the terminology of this report
Figure 5-11 Interpretative cross section across the Kidatu Rift (Le Gall et al. 2004)

5.3.3.

Structure from Gravity Data

Satellite gravity data is available. The free air anomaly map provides a guide to the general location of the
Kilosa-Kilombero rifts (Figure 5-12), perhaps simply reflecting topography, but is not indicative of basement
depth. The Bouguer Anomaly gravity does not clearly define the rifts.
In the free air map, the Kilosa and Kilombero Rift segments are roughly marked by gravity lows, but not the
Kidatu rift; Swala BVI speculates that this may reflect Karoo sediments being of similar density to the
basement (this could presumably be assessed elsewhere where the Karoo is a known basin fill).
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Figure 5-12 Satellite gravity maps over Kilosa-Kilombero Licence (Left – free air; Right – Bouguer anomaly)

5.3.4.

Structure from Legacy Aeromagnetic Data

Le Gall et al. (2004 71) reviewed the aeromagnetic data available at that time in the Kilombero rift area. They
determined maximum depth to basement of 2000m to 8000m in the Kilombero-Kidatu rift, with maximum
depths in the Kidatu Rift. The Mkata area north of the transfer zone had maximum depths less than 4000m.
They estimate that the Kidatu half graben comprises a 4000-5000m thick section of Permo-Triassic Karoo,
overlain by a <3000m thick post-Karoo rift sequence. These figures are of the same order of magnitude as
those determined by Southern Geoscience Consultants.
This post-Karoo infill is expected to be Neogene in age, although as noted above, sediments of this age are
not yet known in the basin. The bounding fault of the Kilombero/Kidatu Rift is thus considered to be
polyphase in origin.
Southern Geoscience Consultants have also made a structural interpretation of the regional aeromagnetic
TMI data (Figure 5-13). It shows a clear north-south rift trend from the Kilosa rift in the north, through the
Kidatu rift, and then continuing southwards ultimately into the Selous Basin. The southwesterly arm of the
rift system, evident on topographic data, and referred to in this report as the Kilombero rift appears much
less well developed. A similar picture is evident on the reduced to pole (RTP) data (Figure 5-14).

71

Le Gall, B. et al., 2004, Neogene-Holocene rift propagation in central Tanzania: Morphostructural and aeromagnetic evidence from
the Kilombero area: GSA Bulletin, March/April, 116, 3/4, 490–510
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Figure 5-13 Regional TMI magnetic image and structural interpretation over Kilosa-Kilombero Licence (SGC)
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Figure 5-14 Aeromagnetic data (RTP) over Kilosa-Kilombero Licence, with structural interpretation and areas of new data
acquisition (SGC)

5.3.1.

Structure from New Gravity and Aeromagnetic Data

Additional gravity and magnetic data have been acquired in the Kilosa-Kilombero Licence by NRG and
evaluated by SGC, in conjunction with the data over Pangani. The survey involves approximately 9,000 km
magnetics and 4,500 km of gravity (over three separate areas in the licence; Figure 5-14, Figure 5-15) The
gravity data was flown on a 2x8 km grid, the magnetics on a 1x4 km grid; the gravity data at a drape
elevation of between 515m and 668m AGL, and the magnetic data between 46m and 94m AGL.
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Figure 5-15 Airborne surveys acquired in 2012 over Swala Tanzania acreage

As part of the same analysis process undertaken for the data over Pangani, SGC assessed a number of
different modelling techniques for determining the depth to basement using the magnetic data. The most
robust approach appeared to be using the Naudy method. Images of the first vertical derivative of the total
magnetic intensity (TMI 1VD) and Bouguer Anomaly gravity over the three different survey areas are shown
in
Figure 5-16 to Figure 5-21. The results are particular encouraging to prospectivity in the northern and central
survey areas.
In the north, within the Kilosa rift, the calculated depths are reasonably consistent with not only the
magnetic images, but also the gravity and the geological interpretation by Baker, discussed above. Depths of
5 to 7km are determined for the deepest parts of the rift, with a narrow sub-basin (depths 1-1.5 km)
extending to the north. The western rift boundary is particular clear on the magnetic data, seen also on
modelled 2D profiles.
In the central area of the licence over the Kidatu rift, both western and eastern boundaries are shown well,
both dipping steeply. There is less clarity on the depth to basement, where results are grouped in a 3 -5 km
range and another at a 6 – 9 km range. Provisional work by SOGTL suggests that careful selection of data
points allows a more geologically realistic picture to emerge. 2D profile modelling that integrates both
magnetic and gravity data suggests most-likely rift depths in the north of this area of 4km, and an upthrown
basement block may account for local region of higher gravity, but a more southerly profile supports the
Naudy depths. In all cases the significant depths seen generally in the rift are encouraging for prospectivity.
In the south, the Kilombero rift, the present day topography suggests a significant rift (Figure 5-2), but the
structural interpretation of the both the magnetic and gravity data indicates a shallow poorly developed
feature in comparison to the Kidatu and Kilosa rifts. Naudy depths suggest a rift of <10km wide, with a
maximum depth of 4km. 2D modelled profiles indicate depths of 1.5 km to 4 km. It appears likely that the
main rift in this region is a southerly continuation from the Kilombero rift into the Selous Basin, as noted
earlier.
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Figure 5-16 TMI 1VD magnetic image over ‘Kilosa A’ area, northern Kilosa-Kilombero Licence with interpretation of depth (m) to
basement (SGC)

Figure 5-17 Residual Bouguer Anomaly image over ‘Kilosa A’ area, northern Kilosa-Kilombero Licence with interpretation of
depth (m) to basement (SGC)
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Figure 5-18 TMI 1VD magnetic image over ‘Kilosa B’ area, northern Kilosa-Kilombero Licence with interpretation of depth (m) to
basement (SGC)

Figure 5-19 Residual Bouguer Anomaly image over ‘Kilosa B’ area, central Kilosa-Kilombero Licence with interpretation of depth
(m) to basement (SGC)
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Figure 5-20 TMI 1VD magnetic image over ‘Kilosa C’ area, southern Kilosa-Kilombero Licence with interpretation of depth (m) to
basement (SGC)

Figure 5-21 Residual Bouguer Anomaly image over ‘Kilosa C’ area, southern Kilosa-Kilombero Licence with interpretation of
depth (m) to basement (SGC)
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5.4.
5.4.1.

PROSPECTIVITY
Direct evidence of hydrocarbons

A reconnaissance of potential hydrocarbon seepage anomalies was carried out as part of Baker’s work on
the Landsat imagery. Hydrocarbon seeps can give rise to degradation of vegetation, and bleaching of red
soils. The terrain and natural variability of vegetation renders this exercise unconducive in this area, and no
convincing vegetation anomalies were seen along any of the rift margins. However, one geomorphic
anomaly of potential interest was identified. This large 1800m diameter disturbance in the drainage pattern
is located in the Kilombero rift and has been postulated as potentially related to a gas chimney. This feature
apparently coincides with a lineament coincident with a fault seen in the magnetics data, and could
potentially offer a location where gas may seep. Two vegetation anomalies of unknown origin within the rift
were also identified. These various features are detailed in Table 5-2, and on map in Figure 5-22.

Table 5-2 Possible hydrocarbon-related anomalies in Kilosa-Kilombero Block (Baker)

Figure 5-22 Location of possible hydrocarbon-related anomalies (Baker)
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5.4.2.

Summary of Prospectivity

The Kilosa-Kilombero Licence covers a portion of the East African Rift System which is unexplored for
petroleum. The various elements required for a working petroleum system – reservoir, trap, source/charge
are almost entirely unproven for this frontier area. At present, given the absence of wells, critical aspects
such as the nature of the rift fill and depths to basement are at present interpretative. In particular, the
Neogene sediments have not yet been demonstrated in the area. Nevertheless, the structural interpretation
from the topography/morphology with the available geological mapping provide the basis on which
interpretation of remote sensing data from Landsat, satellite gravity and aeromagnetic sources provide a
strong argument for the prospectivity of the block.
The rift basins covered by the Kilosa-Kilombero Block are expected to contain different thicknesses of both
Neogene (EARS) rift fill, and the underlying Karoo sequence. The fill in the deep Kidatu Rift and probably also
the Kilosa Rift is expected to be both Neogene and Karoo. Both these rifts are interpreted to have maximum
basement depths of at least 7 km and are considered clearly prospective. The northerly portion of the
Kilombero Rift appears to be shallow from the aeromagnetic data, and is less prospective. In the south,
although encouraging from a topographic viewpoint, magnetic and gravity data suggest that the Kilombero
rift is poorly developed and relatively shallow with basement depths of 1-3km, and is less prospective.
Nevertheless, if high heat flows are present, such as in the Albertine Graben, source rocks would still achieve
maturity at such depths. Transfer zones and fault re-entrants are likely to provide clastic input points, with
sediment available from erosion of the adjacent basement blocks.
The Neogene EARS play has proven very successful in the Lake Albert area of the Albertine Graben in
Uganda, and this provides considerable encouragement for the Kilosa-Kilombero Neogene. However, each
rift or portion of rift within the EARS is a discrete entity and it is not known whether the analogous EARS play
in the Kilosa-Kilombero PSC will prove to be successful.
Effective reservoir rocks are very likely to be present in Kilosa-Kilombero, and there is a good chance of
source rocks also being present, although the failure of exploration north and south of the main Lake Albert
pools may imply that source facies are not ubiquitous in this play. Levels of maturation and ability to charge
the reservoirs is unknown but are expected to have a realistic chance of working.
The Karoo is also proposed as a target, and in some portions of the Kilosa-Kilombero rift it is expected to
constitute the entire rift fill. Although Karoo reservoirs are expected to be present, details of their
depositional facies and effectiveness are unknown. Reported figures for source richness provide some
encouragement, but considerable uncertainty remains on charge effectiveness. More importantly, the
Karoo has not yet demonstrated a commercial conventional hydrocarbon discovery in all of southern and
eastern Africa, so the Karoo should be considered a high risk upside play.

5.1.

FORTHCOMING WORK PROGRAMME

As noted earlier, the SOGTL-operated joint venture has now committed to enter into the second contract
year. The key element of the work programme for this year is the acquisition of 300 line km of 2D seismic
data. The proposed lines are located in three areas, Kilosa, Kidatu and Kilombero (Figure 5-23 to Figure
5-25), to target the most prospective areas identified from the recent gravity and magnetics work (discussed
above). Tenders for the seismic contract (in conjunction with the seismic in the Pangani licence) were issued
February 2013, and work on an Environmental Impact Statement for the seismic is due to commence in the
same month. Seismic acquisition is planned to start August 2013.
During the seismic acquisition, and along the same lines, the joint venture also intends to undertake
geochemical sampling using the Gore Sorber technique.
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Figure 5-23 Proposed 2D seismic acquisition for contract Year 2, Kilosa area [left image]
Figure 5-24 Proposed 2D seismic acquisition for contract Year 2, Kidatu area [right image]
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Figure 5-25 Proposed 2D seismic acquisition for contract Year 2, Kilombero area
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6.
6.1.

SUMMARY OF PROSPECTIVITY
OVERVIEW

Swala BVI has interests in one onshore block in Kenya (12B), and two onshore licences in Tanzania (Pangani
and Kilosa-Kilombero), all covering portions of the East African Rift System (EARS). The acreage is frontier
territory; there are no wells and minimal seismic data. The Kilosa-kilombero licence and Block 12B are
clearly prospective; the Pangani licence is somewhat less so, as shallow basement (<500m) is likely generally
across the block but there may be local deep areas and there is a high case possibility of volcanics concealing
a deeper basement response.
Support for this view of prospectivity comes directly from the discovery of significant commercial volumes of
oil in the same play in the last eight years in the Albertine Graben (Lake Albert area), which has
demonstrated pools with recoverable volumes in the range <20 – 300 MMstb. In addition, a recent oil
discovery in the Lokichar Basin in Kenya gives encouragement. Although at this early stage prospective
resources cannot yet be defined within the East African Projects, such discoveries provide appropriate
analogues. Nevertheless, it should be noted that each rift or portion of rift within the EARS is a discrete
entity, with its own petroleum systems that may or may not be analogous to the Lake Albert area or the
Lokichar Basin.
The existing data comprise legacy data consisting of geological mapping, digital terrain, satellite and some
ground gravity data, aeromagnetic data, and academic publications analysing the area, together with
important new magnetic and gravity data. These data have been reviewed by RISC. The key play is the
Neogene fill of the rift system, but this has not yet been proven to be present anywhere within the East
African Projects, as there is a covering of Recent alluvial deposits in each rift. Swala BVI has nevertheless
used the data to good effect to provide a realistic assessment of the Neogene prospectivty of their acreage.
In particular, aeromagnetic data suggests maximum depths to basement in the Kilosa-Kilombero rift of up to
7 km or more. Assuming the presence of the Neogene fill, fluvio-deltaic reservoir facies are very likely to be
present, given the eroding adjacent basement blocks. The presence of source rocks is less certain, although
rich lacustrine source can be present. The lack of success to the north and south of the Lake Albert pools
may imply that source facies are not ubiquitous.
The Karoo, which is proposed as a secondary play for portions of the rifts in the Kilosa-Kilombero Block, is
considered by RISC to be less prospective than the EARS play. Although reservoir presence is very likely,
effectiveness is unknown. There are indications that source facies may be present, but timing and potential
charging are not known. More significantly, to RISC’s knowledge the Karoo has not yet provided a
commercial conventional hydrocarbon discovery across southern and eastern Africa, although it does offer
unconventional hydrocarbon potential elsewhere. At present, the Karoo is considered to be a high risk
upside play.
In summary, Swala BVI’s assets are considered prospective, albeit all with the significant uncertainty of the
presence of the syn-rift fill, and with varying chance of success

6.2.

CHANCES OF SUCCESS

The EARS play is proven regionally, primarily in the Lake Albert area, but also the Lokichar Rift. Tullow Oil
achieved a very high success rate locally at Lake Albert, in the order of 75% for exploration wells 72. Although
this provides considerable encouragement, the nature of the EARS is that each rift or portion of rift is a
discrete entity, with its own petroleum systems that may or may not be entirely analogous to Lake Albert.
Exploration to the south of the Lake Albert area has not, for example, mirrored the success further north.
Each of the blocks comprising the East African Projects are frontier acreage with no wells, no or minimal
seismic and considerable uncertainty on the presence of the key syn-rift Neogene section that is proven in
72

Tullow Oil 2012 Our business – exploration success. The figure of 75% derived from solely exploration wells from Tullow data
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Lake Albert. Nevertheless, the Lake Albert example suggests that where the play works, it works very well.
Given the early stage in exploration, it is not possible to determine conventional prospect risks.
Nevertheless, we can provide a view on play risks. These are detailed in Table 6-1. The play as a whole is
proven – but as discussed each rift can be addressed separately. The play chances we have defined
represent the play working somewhere within the rift. The issue is simplified as each of the blocks
comprising the East African Projects effectively covers the whole of each rift.
The play chance is combination of four factors: the chance of a material syn-rift Neogene section being
present, an adequately mature and rich source rock capable of delivering charge to Neogene reservoirs – we
have nominally assumed oil as the phase, the presence and effectiveness of the reservoir rock (i.e. the
chance of it being present and commercially producible), and the presence and effectiveness of regional
seals. These factors are multiplied together to give the overall play chance for the block. These are 16% for
Kenya 12B, 11% for Tanzania Pangani, and 22% for Tanzania Kilosa-Kilombero. In RISC’s view the chance of
success in Block 12B suffers due to potential volcanic presence degraded reservoir effectiveness. The lower
chance of success in Pangani is due to the most-likely interpretation of the recent magnetic and gravity data
of shallow basement, with a high risk on the presence of a significant Neogene rift fill. These chances of
success are relatively low but appropriate to the undrilled, frontier nature of the East African Projects. RISC
considers that the level and incremental nature of the Swala’s exploration effort is commensurate with
these chances of success.
On the subsequent acquisition of seismic data, and the mapping of prospects, these figures would then be
combined with prospect-specific risks (predominantly trap definition and fault seal) to give an overall
prospect chance of success. The Lake Albert story suggests that if and when an initial discovery were to be
made, subsequent prospects could have a high chance of success.

Play Chance Factors
Block/Licence

Chance of
material synrift section

Source Rock

Reservoir

Seal

Richness and
Maturity

Presence and
Effectiveness

Presence and
Effectiveness

Overall Play
Chance for
Block

Kenya 12B

0.7

0.65

0.55

0.65

0.16

Tanzania Pangani

0.4

0.65

0.65

0.65

0.11

Tanzania Kilosa-Kilombero

0.8

0.65

0.65

0.65

0.22

Table 6-1 Play chances of success for Swala BVI blocks
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7.
7.1.

SWALA EXPLORATION STRATEGY AND FORWARD PLAN
STRATEGY

RISC has been informed that the Company has entered into a share sale agreement with Swala BVI and each
of the shareholders of Swala BVI, pursuant to which the Company has agreed to acquire, 100% of the issued
capital of Swala BVI (‘Acquisition’). RISC understands that following completion of the Acquisition, the
Company intends to focus its operations primarily on the exploration for hydrocarbons in sub-Saharan
Africa.
Swala BVI was established in September 2010 to pursue petroleum exploration in Sub-Saharan Africa. To this
end, the Swala group maintain offices in Kenya, Tanzania and Zambia. The East African Projects demonstrate
the advances so far in their objective. RISC understands that the Company intends to continue to focus on
the plays offered by the Eastern Branch of the East African Rift System. This approach takes as its cue the
considerable success that Tullow Oil has achieved in the Lake Albert area in Uganda in the Western Branch,
with additional encouragement from Tullow’s recent success in Kenya in the Lokichar Basin within the
Eastern Branch.
The East African Projects cover portions of the East African Rift which appear to be broadly analogous to the
rifts with exploration successes in the region, and as such RISC fully supports the East African Projects. The
uncertainty over whether these analogies are appropriate are reflected in a play risk, and quantified as a
specific chance of success of the play working somewhere within each area of the East African Projects. Each
of Swala BVI’s blocks is nevertheless considered prospective, albeit all with the significant uncertainty of the
presence of the syn-rift fill.
The strategy adopted by Swala to reduce where possible the inherent risks includes incremental acquisition
of additional data, and fieldwork and is supported by RISC, although proof in each case is only likely to be
gained through drilling.
Swala BVI recognises these uncertainties and risks, and have negotiated licence structures that will allow
early withdrawal should the risks remain too high to continue exploration. Such early exit points are the first
time that these have been negotiated for petroleum licences in this area.
This ITSR is intended to be provided for inclusion in the Prospectus. Section 3.12 of the Prospectus sets out
the proposed activities that the Company intends to undertake on the East African Projects over the next
two years and section 5.7 of the Prospectus includes reference to the minimum expenditure commitments
of the Company in respect of the East African Projects. RISC has not made an assessment of the costs of the
stated work programmes, but considers that the activities (primarily acquisition of seismic data, and
geochemical sampling/geological mapping for Contract Year 2; plus seismic for Pangani and KilosaKilombero, and a well or seismic for 12B for Contract Year 3) to be appropriate and reasonable, and are
considered to be a technically sound approach to exploration for oil and gas within the East African Projects.

7.2.

NEAR TERM NEW VENTURES

Swala BVI is actively engaged on an acquisition strategy which will augment their existing portfolio with
further blocks in East Africa. A number of targets are currently being pursued.
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8.

LIST OF TERMS

The following lists, along with a brief definition, abbreviated terms that are commonly used in the oil and gas
industry and which may be used in this report.
Abbreviation

Definition

1P

Equivalent to Proved reserves or Proved in-place quantities, depending on the
context.

1Q

1st Quarter

2P

The sum of Proved and Probable reserves or in-place quantities, depending on
the context.

2Q

2nd Quarter

2D

Two Dimensional

3D

Three Dimensional

4D

Four Dimensional – time lapsed 3D in relation to seismic

3P

The sum of Proved, Probable and Possible Reserves or in-place quantities,
depending on the context.

3Q

3rd Quarter

4Q

4th Quarter

AFE

Authority for Expenditure

Bbl

US Barrel

BBL/D

US Barrels per day

BCF

Billion (109) cubic feet

BCM

Billion (109) cubic meters

BFPD

Barrels of fluid per day

BOPD

Barrels of oil per day

BTU

British Thermal Units

BOEPD

US barrels of oil equivalent per day

BWPD

Barrels of water per day

°C

Degrees Celsius
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Abbreviation

Definition

Capex

Capital expenditure

CAPM

Capital asset pricing model

CGR

Condensate Gas Ratio – usually expressed as bbl/MMscf

Contingent Resources

Those quantities of petroleum estimated, as of a given date, to be potentially
recoverable from known accumulations by application of development projects
but which are not currently considered to be commercially recoverable due to
one or more contingencies. Contingent Resources are a class of discovered
recoverable resources as defined in the SPE-PRMS.

CO2

Carbon dioxide

CP

Centipoise (measure of viscosity)

CPI

Consumer Price Index

DEG

Degrees

DHI

Direct hydrocarbon indicator

Discount Rate

The interest rate used to discount future cash flows into a dollars of a reference
date

DST

Drill stem test

E&P

Exploration and Production

EG

Gas expansion factor. Gas volume at standard (surface) conditions / gas volume
at reservoir conditions (pressure & temperature)

EIA

US Energy Information Administration

EMV

Expected Monetary Value

EOR

Enhanced Oil Recovery

ESP

Electric submersible pump

EUR

Economic ultimate recovery

Expectation

The mean of a probability distribution

F

Degrees Fahrenheit

FDP

Field Development Plan

FEED

Front End Engineering and design
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Abbreviation

Definition

FID

Final investment decision

FM

Formation

FPSO

Floating Production Storage and offtake unit

FWL

Free Water Level

FVF

Formation volume factor

GIIP

Gas Initially In Place

GJ

Giga (109) joules

GOC

Gas-oil contact

GOR

Gas oil ratio

GRV

Gross rock volume

GSA

Gas sales agreement

GTL

Gas To Liquid(s)

GWC

Gas water contact

H2S

Hydrogen sulphide

HHV

Higher heating value

ID

Internal diameter

IRR

Internal Rate of Return is the discount rate that results in the NPV being equal to
zero.

JV(P)

Joint Venture (Partners)

Kh

Horizontal permeability

km2

Square kilometres

Krw

Relative permeability to water

Kv

Vertical permeability

kPa

Kilo (thousand) Pascals (measurement of pressure)

Mstb/d

Thousand Stock tank barrels per day
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Abbreviation

Definition

LIBOR

London inter-bank offered rate

LNG

Liquefied Natural Gas

LTBR

Long-Term Bond Rate

m

Metres

MDT

Modular dynamic (formation) tester

mD

Millidarcies (permeability)

MJ

Mega (106) Joules

MMbbl

Million US barrels

MMscf(d)

Million standard cubic feet (per day)

MMstb

Million US stock tank barrels

MOD

Money of the Day (nominal dollars) as opposed to money in real terms

MOU

Memorandum of Understanding

Mscf

Thousand standard cubic feet

Mstb

Thousand US stock tank barrels

MPa

Mega (106) pascal (measurement of pressure)

mss

Metres subsea

MSV

Mean Success Volume

mTVDss

Metres true vertical depth subsea

MW

Megawatt

NPV

Net Present Value (of a series of cash flows)

NTG

Net to Gross (ratio)

ODT

Oil down to

OGIP

Original Gas In Place

OOIP

Original Oil in Place

Opex

Operating expenditure
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Abbreviation

Definition

OWC

Oil-water contact

P90, P50, P10

90%, 50% & 10% probabilities respectively that the stated quantities will be
equalled or exceeded. The P90, P50 and P10 quantities correspond to the
Proved (1P), Proved + Probable (2P) and Proved + Probable + Possible (3P)
confidence levels respectively.

PBU

Pressure build-up

PJ

Peta (1015) Joules

POS

Probability of Success

Possible Reserves

As defined in the SPE-PRMS, an incremental category of estimated recoverable
volumes associated with a defined degree of uncertainty. Possible Reserves are
those additional reserves which analysis of geoscience and engineering data
suggest are less likely to be recoverable than Probable Reserves. The total
quantities ultimately recovered from the project have a low probability to
exceed the sum of Proved plus Probable plus Possible (3P) which is equivalent to
the high estimate scenario. When probabilistic methods are used, there should
be at least a 10% probability that the actual quantities recovered will equal or
exceed the 3P estimate.

Probable Reserves

As defined in the SPE-PRMS, an incremental category of estimated recoverable
volumes associated with a defined degree of uncertainty. Probable Reserves are
those additional Reserves that are less likely to be recovered than Proved
Reserves but more certain to be recovered than Possible Reserves. It is equally
likely that actual remaining quantities recovered will be greater than or less than
the sum of the estimated Proved plus Probable Reserves (2P). In this context,
when probabilistic methods are used, there should be at least a 50% probability
that the actual quantities recovered will equal or exceed the 2P estimate.

Prospective Resources

Those quantities of petroleum which are estimated, as of a given date, to be
potentially recoverable from undiscovered accumulations as defined in the SPEPRMS.

Proved Reserves

As defined in the SPE-PRMS, an incremental category of estimated recoverable
volumes associated with a defined degree of uncertainty Proved Reserves are
those quantities of petroleum, which by analysis of geoscience and engineering
data, can be estimated with reasonable certainty to be commercially
recoverable, from a given date forward, from known reservoirs and under
defined economic conditions, operating methods, and government regulations.
If deterministic methods are used, the term reasonable certainty is intended to
express a high degree of confidence that the quantities will be recovered. If
probabilistic methods are used, there should be at least a 90% probability that
the quantities actually recovered will equal or exceed the estimate. Often
referred to as 1P, also as “Proven”.
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Abbreviation

Definition

PSC

Production Sharing Contract

PSDM

Pre-stack depth migration

PSTM

Pre-stack time migration

psia

Pounds per square inch pressure absolute

p.u.

Porosity unit e.g. porosity of 20% +/- 2 p.u. equals a porosity range of 18% to
22%

PVT

Pressure, volume & temperature

QA/QC

Quality Assurance/ Control

rb/stb

Reservoir barrels per stock tank barrel under standard conditions

RFT

Repeat Formation Test

Real Terms (RT)

Real Terms (in the reference date dollars) as opposed to Nominal Terms of
Money of the Day

Reserves

RESERVES are those quantities of petroleum anticipated to be commercially
recoverable by application of development projects to known accumulations
from a given date forward under defined conditions. Reserves must further
satisfy four criteria: they must be discovered, recoverable, commercial, and
remaining (as of the evaluation date) based on the development project(s)
applied. Reserves are further categorised in accordance with the level of
certainty associated with the estimates and may be sub-classified based on
project maturity and/or characterized by development and production status.

RT

Measured from Rotary Table or Real Terms, depending on context

SC

Service Contract

scf

Standard cubic feet (measured at 60 degrees F and 14.7 psia)

Sg

Gas saturation

Sgr

Residual gas saturation

SRD

Seismic reference datum lake level

SPE

Society of Petroleum Engineers

SPE-PRMS

Petroleum Resources Management System, approved by the Board of the SPE
March 2007 and endorsed by the Boards of Society of Petroleum Engineers,
American Association of Petroleum Geologists, World Petroleum Council and
Society of Petroleum Evaluation Engineers.
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Abbreviation

Definition

s.u.

Fluid saturation unit. e.g. saturation of 80% +/- 10 s.u. equals a saturation range
of 70% to 90%

stb

Stock tank barrels

STOIIP

Stock Tank Oil Initially In Place

Sw

Water saturation

TCM

Technical committee meeting

Tcf

Trillion (1012) cubic feet

TJ

Tera (1012) Joules

TLP

Tension Leg Platform

TRSSV

Tubing retrievable subsurface safety valve

TVD

True vertical depth

US$

United States dollar

US$ million

Million United States dollars

WACC

Weighted average cost of capital

WHFP

Well Head Flowing Pressure

Working interest

A company’s equity interest in a project before reduction for royalties or
production share owed to others under the applicable fiscal terms.

WPC

World Petroleum Council

WTI

West Texas Intermediate Crude Oil
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Our Reference: 177.001
Date: 7 March 2013
Swala Energy Limited
70C Kishorn Road
MOUNT PLEASANT WA 6153
Australia
Dear Sirs,
Solicitor’s Report re Swala Oil and Gas (Tanzania) Limited
We act as Tanzanian legal advisors to Swala Energy Limited (ACN 161 989 546) (Swala) and
we have prepared this opinion in connection with the proposed acquisition by Swala of up to
100% of the issued shares in Swala Energy Limited (a company incorporated a company
incorporated under the laws of the British Virgin Islands with company number 1604418)
(Swala BVI) (Acquisition) and a public offer of shares in the capital of Swala for the purpose
of raising funds and seeking admission to the official list of the Australian Securities Exchange
(Capital Raising) (the Acquisition and the Capital Raising together the Proposed
Transaction).
We understand that the report is required for the purposes of the Capital Raising, and shall be
included in the prospectus to be lodged by Swala with the Australian Securities and
Investments Commission (the Prospectus) for the public offer of 55,000,000 fully paid
ordinary shares in the capital of Swala (Share) at A$0.20 per Share to raise A$11,000,000
(before costs and expenses) (the Offer).
Velma Law gives its consent for the inclusion of this report in the Prospectus, and the
references in the Prospectus to this report, in the form and context in which they appear.
1.

We have examined emailed scanned copies of a number of documents to which SOGTL
is a party including, without limitation, the following material documents in connection
with the Proposed Transaction:
1.1.

the Production Sharing Agreements (PSAs) dated 20 February 2012 between
the Government of the United Republic of Tanzania (represented by MEM),
TPDC and Swala Oil and Gas (Tanzania) Limited (SOGTL);

1.2.

the licences dated 20 February 2012 over areas in Kilombero Kilosa and
Pangani (as described in the PSAs) issued by the Ministry of Energy and
Minerals (MEM) to Tanzania Petroleum Development Corporation (TPDC)
(Licences);

1.3.

the Deeds of Assignment dated 21 February 2012 between SOGTL and Otto
Energy (Tanzania) Limited (Otto Energy) (Deeds of Assignment);

Victoria Lyimo Makani | Nicholas Zervos
2nd Floor, Kilwa House, 369 Toure Drive, Oyster Bay
PO Box 62, Dar es Salaam, Tanzania

1.4.

the Joint Operating Agreements undated (JOAs) between SOGTL and Otto
Energy; and

1.5.

a letter from SOGTL to the Tanzania Petroleum Development Corporation
dated 18 January 2013,

(together the Opinion Documents).
2.

3.

We have also examined the following documents in respect of SOGTL provided to us
by SOGTL:
2.1.

scanned copies of Resolutions of the Board of Directors dated 21 March 2012,
31 March 2012, 2 April 2012 and 7 May 2012 (Original Board Resolutions);

2.2.

scanned copies of Resolutions of the Board of Directors dated 30 November
2012 ratifying the decisions made in the Original Board Resolutions and
authorising due execution of the Opinion Documents to which SOGTL is a
party (Restatement Board Resolutions);

2.3.

scanned copies of the memorandum of association and articles of association
dated 27 July 2011 (SOGTL Constitution);

2.4.

scanned copy of the Certificate of Incorporation dated 29 July 2011
(Certificate of Incorporation);

2.5.

scanned copy of the register of members updated on 11 February 2013
(Register of Members);

2.6.

scanned copy of Forms 55A for allotments of shares dated 4 November 2012
and dated 18 February 2013 (Form 55A);

2.7.

scanned copy of the annual return dated 4 November 2012;

2.8.

an official company search result from Business Registrations and Licensing
Agency (BRELA) dated 22 February 2013 (BRELA Search Results);

2.9.

an official search result from TPDC dated 26 February 2013 (TPDC Search
Results); and

2.10.

emailed scanned copy of an Officer’s Certificate dated 13 February 2013
(Officer’s Certificate).

Except as mentioned above, we have not examined any agreements, instruments,
records or other documents whatsoever relating to SOGTL and have not made any
other enquiries or investigations concerning SOGTL in connection with the giving of
this opinion and, if required, you will rely on other opinions in respect of other laws
and the obligations of the other parties under those laws.
DEFINITIONS:

4.

In this report:
Petroleum means:
(a)

any naturally occurring hydrocarbon, whether in gaseous, liquid or solid
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state;
(b)

any naturaly occuring mixture of hydrocarbons, whether in a gaseous,
liquid or solit state; or

(c)

any naturally occuring mixture of one or more hydrocarbons whether in
a gaseous, liquid or solid state and any other substance; and

includes any other petroleum as defined by paragraph (a), (b) or (c) that has been
returned to a natural reservoir, but does not include cola or any substance that may
be extracted from coal or other rock.
Petroleum Operations means any and all operations and activities in connection
with exploration operations, appraisal operations, development operations and
production operations, including all abandonment activities.
Contract Areas means on the effective date of the PSAs the area described in the
annexes and shown on the map, in accordance with the PSA the whole or any part of
such area in respect of which the contractor continues to have rights and obligations
under the PSAs.
5.

In considering the documents listed above we have assumed:
5.1.

the genuineness of all signatures and seals thereon;

5.2.

the correctness of all facts stated therein;

5.3.

the authenticity and completeness of all documents and copy documents
submitted to us as originals and the conformity to original documents of all
copy documents submitted to us and the authenticity and completeness of the
originals from which such copies were taken;

5.4.

that each of the Opinion Documents have been validly authorised, executed
and delivered by each party thereto (other than SOGTL) in the form of the
copies supplied to us and that the same constitute the legally binding and
enforceable obligations of the parties thereto (other than SOGTL);

5.5.

that all board meetings at which the above mentioned resolutions were
passed were duly convened and held and that such resolutions were passed
by a duly qualified quorum of directors and that in relation to such board
resolutions, any provisions contained in the Companies Act 2002 or the
SOGTL Constitution relating to the declaration of directors’ interests or the
power of interested directors to vote were duly observed and that none of the
resolutions referred to above have been rescinded or amended in any way;

5.6.

that in entering into the Opinion Documents, SOGTL did so in good faith and
for the purposes of carrying on its business and that, at the time of entering
into the Opinion Documents to which it is a party there were reasonable
grounds for the directors of SOGTL to believe that such action and the
assumption and performance by each such person of its obligations under the
relevant Opinion Documents to which it is a party would benefit such person;

5.7.

that SOGTL is fully solvent and that it has not passed any winding up
resolution or resolution to appoint a liquidator and that no petition has been
presented to or order made by any competent court for the winding up of
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SOGTL and that no resolution has been passed nor any petition presented to
or order made by any competent court in connection with the appointment of
an administrator in relation to SOGTL;
5.8.

that all matters which ought to have been registered with BRELA as at the
date of the BRELA Search Results had been duly registered against SOGTL
and appear on the BRELA Search Results. However, we have relied upon the
copies of the SOGTL Constitution produced to us, without verifying that these
are identical to the copies filed by SOGTL with BRELA and have assumed that
they have not been subject to any amendment;

5.9.

that any borrowing restrictions contained in the SOGTL Constitution have
been and will be duly observed and that SOGTL is carrying on business in
accordance with its SOGTL Constitution; and

5.10.

that there are no provisions of the laws of any jurisdiction outside Tanzania
which would be contravened by the execution and delivery of the Opinion
Documents or which would render the Opinion Documents, or any part
thereof, or the performance of any of the provisions thereof illegal or
unenforceable.

6.

Our opinion is confined to and given on the basis of Tanzanian law as currently applied
by the Tanzanian Courts and we have made no investigation of the laws of any
country or jurisdiction other than Tanzania and we do not express or imply any
opinion thereon. Furthermore, we express no opinion as to matters of fact and our
opinion is to be construed in accordance with and is governed by Tanzanian law.

7.

Based on the foregoing information and documents and subject to the qualifications,
reservations and assumptions set out above and below, we are of the opinion that:
VALIDITY:
7.1.

Status – SOGTL is a limited liability company duly incorporated under
Tanzanian law.

7.2.

Ownership – so far as we are aware from the Register of Members and Form
55A, SOGTL has an issued share capital of TZS 13,716,245,010, the current
number of issued shares is 35,169,959 ordinary shares of which Swala BVI
holds 22,906,044 ordinary shares, representing a 65.13% interest in SOGTL,
and a further 3,272,292 ordinary shares are held by Swala BVI, which we
understand from SOGTL, will be later transferred to a trust in favour of local
communities in which SoGTL operates..

7.3.

Powers and authority - SOGTL has the corporate power and authority to
enter into, and to perform the obligations expressed to be assumed by it
under the Opinion Documents and has taken all necessary corporate action to
authorise the execution and delivery of Opinion Documents.

7.4.

Legal validity – each of the Opinion Documents constitutes the legal, valid,
binding and enforceable obligations of SOGTL.

7.5.

Due execution – each of the Opinion Documents has been duly executed by
SOGTL.
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NO VIOLATION OF LAW:
7.6.

Non conflict with laws – the execution of the Opinion Documents by SOGTL
does not, and the assuming of its obligations under the Opinion Documents
will not, violate any Tanzanian law or the SOGTL Constitution.

7.7.

Change of law – so far as we are aware there are no proposed changes in
relevant laws or regulations which we consider are likely to have a material
adverse impact on the business, or trading prospects, or the activities of
SOGTL in Tanzania, or on the existence or enforceability of the Opinion
Documents, save that we would point out that it has recently been reported 1
that “Energy and Minerals Minister Sospeter Muhongo has ordered the new
board of TPDC to review all 26 production sharing agreements with oil and
gas companies”. The potential implications associated with TPDC’s review of
the PSAs is that certain PSAs risk being amended or revoked if they are held
not to be in the public interest. We understand that the Minister has however
subsequently stated that PSAs will not be revoked, and that the review is
merely procedural to help with the preparation of a new gas policy.

CONSENTS:
7.8.

Approvals - no authorisations, approvals, consents or exemptions from, and
no filings or registrations with, or notarisations of, any governmental or other
regulatory authority of Tanzania are required:
(a)

in connection with the execution and delivery by SOGTL of the Opinion
Documents; and

(b)

to carry on the operations that so far as we are aware it is carrying out
on the date of this letter as contemplated by the Opinion Documents.

FILINGS:
7.9.

Filings - it is not required under the laws of Tanzania to file, register, notarise
or record any of the Opinion Documents to ensure their legality, validity or
enforceability.

LITIGATION:
7.10.

Litigation - so far as we are aware, there is no ongoing material litigation in
relation to SOGTL.

ENVIRONMENTAL:
7.11.

1
2

Environmental - so far as we are aware, there is no environmental, native
title or third party land rights issues affecting the Licences. SOGTL is however
required 2 to conduct Environmental Impact Assessment (EIA) studies prior
to, during and after any major petroleum operations. EIA studies are also
required prior to seismic acquisition, in areas that are considered to be of
particular environmental sensitivity.

The Citizen Newspaper 16 September 2012
Article 22(e) PSAs
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IMMUNITY:
7.12.

Immunity - neither SOGTL nor any of its assets, is entitled to any immunity,
on the grounds of sovereignty or otherwise, from any legal actions or
proceedings (which shall include, without limitation, suit, attachment prior to
judgment, execution or other enforcement).

TAXES AND OTHER FEES:
7.13.

7.14.

Taxes and other fees – SOGTL is subject in respect of its exploration and
any other activities or operations in Tanzania to the following taxes and fees,
amongst others:
(a)

Licence charge – USD 32 per square km for the first extension period
and USD 64 per square km for the second extension. An annual charge
of USD 200 per square km for the development licence.

(b)

Royalties – on petroleum obtained from the contract area, at the
current rate of 12.5% of the total crude oil/natural gas production.

(c)

Import duty – on any equipment, machinery, vehicles, supplies or
moveable property not used by SOGTL or its subcontractors in
connection with petroleum operations.

(d)

Income tax – on income derived from the petroleum operations at the
current rate of 30%.

(e)

Other taxes and costs – for services rendered to SOGTL or any rent
due in relation to any land rights granted to SOGTL.

(f)

Withholding tax – for payments made to non resident service
providers at the current rate of 15%.

(g)

Stamp duties, registration fees and other taxes or duties.

Stamp duty - no stamp duty tax or other payment to any authorities and
agencies of Tanzania is required to be paid in connection with the entry into,
validity or admissibility in evidence in Tanzania of the Opinion Documents.

TANZANIAN PETROLEUM LEGISLATION AND REGULATIONS
7.15.

There are several pieces of legislation applicable to the petroleum sector in
Tanzania, namely the Petroleum Act, 2008; the Petroleum (Exploration and
Production) Act, Cap 328 (PEP Act) and the regulations promulgated under
the PEP Act; and the Energy and Water Utilities Regulatory Authority Act
(EWURA Act).

7.16.

All title and control over petroleum on any land in Tanzania vests with the
Government.
The Ministry of Energy and Minerals (MEM) has primary
responsibility for the development of the petroleum sector and grants licences
for upstream exploration and development. The PEP Act allows MEM to enter
into agreements with any company, for the purpose of granting the company
licences for the exploration and production of petroleum.

7.17.

TPDC – The Tanzania Petroleum Development Corporation (TPDC) is a statePage 6 of 13

owned corporation established by the Government of Tanzania under the
Public Corporations Act (Cap 258). TPDC’s functions are to regulate directly
petroleum exploration and development in Tanzania. TPDC has the right
power and authority to enter into production sharing agreements (PSAs), and
to perform its obligations under such agreements.
7.18.

MEM has the right to grant licences for exploration and development.
Exploration licences are granted for an initial period of 4 years. The duration
of the licence can be extended for a further two terms, with the first extension
lasting 4 years, and the second lasting a further 3 years. The exploration
licence may be extended for an additional term not exceeding 3 years if:
(a)

petroleum is discovered within a block where the relevant exploration
licence has 2 more years left on its second extension; and

(b)

MEM has made a declaration of location, i.e. it has declared the
discovery of oil or gas in the block.

7.19.

Development licences are granted for a period of 25 years, but can be
extended for a further term not exceeding 20 years. An extension of the
licence will only be permitted, if it is a reasonable period within which to
recover the maximum amount of petroleum.

7.20.

As a matter of policy and general practice, all licences for exploration blocks
are issued to TPDC, following a bidding process by oil and gas companies.
TPDC then engages the investor to carry out the petroleum operations on its
behalf, by granting it exclusive rights over an exploration block under the
PSA.

7.21.

Approval is required from MEM for an assignment of oil and gas interests
under a PSA, or the transfer of a licence to a non-affiliated company or
person. Any assignment without approval has no legal effect. MEM has the
discretion to either approve or refuse any assignment, and may impose
conditions on the grant of an approval. Such conditions, include but are not
limited to:
(a)

the assignee providing an unconditional undertaking to assume all of the
assigned obligations of the investor;

(b)

the provision of a deed of assignment to MEM detailing the main
conditions and liabilities that the assignee will assume; and

(c)

details of the technical, industrial and financial resources available to the
companies (where the assignment or transfer involves more than one
investor).

7.22.

An oil and gas company can freely assign or transfer its rights to an affiliated
company, provided that both MEM and TPDC are notified in advance, and that
the assignment will not affect the performance of the investor’s obligations.

7.23.

Any transfer of shares in a company which has a development licence and
results in a change of control, must be approved by MEM. Consent will be
granted if the Minister is satisfied that the public interest will not be
prejudiced as a result of the transfer. A change of control is defined under
the PEP Act, as a situation where:
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7.24.

(a)

a person or their nominee holder either jointly or severally, more than
20% of the equity shares of the company; or

(b)

the person or their nominee is entitled to appoint or prevent the
appointment of a sufficient number of directors to make a directors
meeting quorate.

There is no corresponding provision for an exploration licence. However,
based on: (i) our informal discussions with the officers at MEM, MEM considers
that change of control of an exploration licence also requires MEM consent
(though we are not aware of any such legal provision) and (ii) the PSAs
require notification to MEM in the event of a change of circumstances of any
Affiliate of SOGTL on whom SOGTL is dependent which is likely to have an
adverse impact. 3 We assume that the Proposed Transaction will have a
positive not adverse impact, so on the face of it this notification would not be
required. However, in order to cover off on these matters, we suggested that
notification by letter from SOGTL on the proposed change of control following
the public offer of shares should be provided to TPDC, who will then inform
MEM. We confirm that such notification was given to TPDC by SOGTL on or
about 18 January 2013.

EXPLORATION AND EXPLORATION RIGHTS:

3

4
5

7.25.

Licences – the Licences are issued in the name of TPDC in accordance with
usual practice in Tanzania and SOGTL has been granted exclusive rights under
the PSAs 4 to conduct petroleum operations over the Licence areas on behalf
of TPDC as the registered licence holder.

7.26.

Validity and good standing – the Licences have been validly issued and
remain in good standing. They will expire on 19 February 2016 with an option
for renewal for two additional terms.

7.27.

PSAs rights – the exploration rights granted to SOGTL under the PSAs 5 are
in full force and effect, valid, exclusive, subsisting and enforceable by SOGTL
and, so far as we are aware, are not subject to any application or proceedings
for their revocation or modification, save as referred to in paragraph 7.7
above.

7.28.

Exploitation Rights - the exploitation rights entitle SOGTL to:
(a)

Conduct on behalf of TPDC, Petroleum Operations in the Contract Areas;

(b)

Keep samples or cores, cuttings and fluids taken from drilling wells, and
export the samples for further investigations;

(c)

Request TPDC to apply for a development licence on discovery of
Petroleum in the Contract Areas;

(d)

Construct, establish and operate an industry for the recovery of
Petroleum from a discovery location including ports or berthing facilities,

Article 3(d)(viii) PSAs
Articles 3(c) PSAs
Article 3(c) PSAs
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roads, pipelines, water facilities, airstrips, electricity plant and other
works, services or facilities required for the industry;
(e)

Export freely, subject to satisfaction of domestic supply obligations, any
Petroleum after deducting all operating, exploration and expenses
associated with the Petroleum; and

(f)

Exploit any non-associated natural gas discovered in the Contract Areas
that exists in sufficient quantities to justify an export project.

7.29.

Assignment to Otto Energy – SOGTL assigned 50% of its rights, title,
interests and benefits under the PSAs to Otto Energy (Tanzania) Limited
under the Deeds of Assignment. The assignment of rights under the PSAs
was subject to prior written consent of MEM. Notice of MEM’s consent to the
assignment was given by TPDC on 19 April 2012.

7.30.

Operator – although TPDC is the primary licensee, the operator of the
Licences is SOGTL in accordance with the terms of the PSAs and as confirmed
in the TPDC Search Results.

7.31.

Security interest – on the basis of the BRELA Search Results and the TPDC
Search Results, there are no liens, mortgages or security interests of any kind
over the SOGTL exploration rights under the PSAs.

7.32.

Native title or third party rights - other than a search at the Lands
Registry in respect of registered land, there are no other registry searches
which can be undertaken in Tanzania which might disclose details of any third
party or native third party claims of ownership or occupation of land, or other
surface or access rights which are the subject of the exploration right, or
which might be adverse to or in conflict with any of the exploration rights.

TERMINATION
7.33.

There are circumstances which might allow for termination of the PSAs if (i)
SOGTL surrenders its rights in respect of the whole of the Contract Area; or
(ii) SOGTL is in default. SOGTL may during the exploration period surrender
its rights for the contract area by giving 30 days notice prior to the expiry of
the first or second year 6.

7.34.

The Government shall not however terminate the PSAs on grounds of default
under the PSAs, unless:
(a)

6
7
8

it has given SOGTL 30 days notice in writing 7;

(b)

it has specified in the notice a date by which SOGTL may submit to the
Government any matter that it wishes the Government to consider; and

(c)

has taken into account any action taken by SOGTL to remedy the default
or prevent its recurrence. 8

Article 5(b) PSAs
Article 4 PSAs
Article 4(c) PSAs
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7.35.

The Government shall not terminate the PSAs on grounds of default in
payment of any amount payable, if SOGTL makes payment together with any
interest before the date specified in the notice, or if SOGTL remedies the
default. 9

7.36.

The Government may terminate the PSAs by notice in writing, if an order is
made or a resolution is passed winding up the affairs of SOGTL. Any winding
up is excepted if it is for the purpose of (i) amalgamation and the Government
has consented to it; or (ii) reconstruction and the Government has been given
notice of the reconstruction. 10

7.37.

The Government shall not terminate the PSAs on grounds of winding up of
one of the companies where SOGTL and another company constitute the
contractor, provided the other company satisfies the Government that the
other company

DOCUMENTS
7.38.

PSAs format – the PSAs are based on the model PSA under the Petroleum
(Exploration and Production) Act Cap 328 (Model PSA) and our review has
not revealed any material unusual or special conditions that differ from the
Model PSA.

7.39.

PSAs summary –
(a)

(b)

9

the exploration rights set out in the PSAs entitle SOGTL to:
(i)

conduct on behalf of TPDC, petroleum operations in the licence
areas;

(ii)

keep samples or cores, cuttings and fluids taken from drilling
wells, and export the samples for further investigations;

(iii)

request TPDC to apply for a development licence on discovery of
petroleum in the contract areas;

(iv)

construct, establish and operate an industry for the recovery of
petroleum from a discovery location including ports or berthing
facilities, roads, pipelines, water facilities, airstrips, electricity plant
and other works, services or facilities required for the industry;

(v)

export freely, subject to satisfaction of domestic supply
obligations, any petroleum after deducting all operating,
exploration and expenses associated with the petroleum; and

(vi)

exploit any non-associated natural gas discovered in the licence
areas that exists in sufficient quantities to justify an export
project.

Expiration Date - the PSAs can be for a term of 25 years so long as a
development licence is granted; but if not granted, the PSAs can remain

Article 4(d) PSAs
Article 4(f) PSAs

10
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valid until the end of the last extension of the exploration period
(c)

(d)

7.40.

12
13

.

Exploration work commitments - SOGTL must commence exploration
operations within 90 days after the date of the signing of the PSAs 12.
The minimum work commitment that SOGTL must carry out during the
initial exploration periods and the first and second extension periods are
to:
(i)

acquire high resolution airborne gravity and/or magnetic data;

(ii)

drill 1 well of a maximum depth of 3,000 m in the initial
exploration period; and

(iii)

drill 1 well of a maximum depth of 3,000 m during the first and
second extension period.

In order to carry out the exploration work, SOGTL undertakes to spend
the following minimum amounts:
(i)

USD 13,600,000 and USD 10,470,000 during the initial exploration
period for Kilosa Kilombero and Pangani

(ii)

USD 12,100,000 each during the first extension period for Kilosa
Kilombero and Pangani; and

(iii)

USD 12,100,000 each during the second extension period for both
Kilosa Kilombero and Pangani.
13

.

(e)

Arbitration Jurisdiction - any arbitration will be in Dar es Salaam

(f)

Performance of exploration obligations – on the basis of the TPDC
Search Results and ancillary documentation to the Opinion Documents
that we have reviewed we understand that:
(i)

SOGTL submitted Environmental Impact Statements in respect of
the Licences;

(ii)

SOGTL has been performing its obligations under the Licences and
the PSAs, and its performance has so far been in accordance with
the approved work program and budget; and

(iii)

SOGTL has engaged NRG Exploration at a cost of USD 577,273 to
conduct seismic surveys over the Licence areas which commenced
in September 2012. The data was acquired by SOGTL from
GETECH Group Plc.

JOAs summary –
(a)

11

11

Scope of work: to establish the parties’ rights and obligations in
relation to the joint exploration, appraisal, development, production and

Article 4(a) PSAs
Article 5 PSAs
Article 25(e) PSAs
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disposal of hydrocarbons in the Kilosa Kilombero and Pangani contract
areas 14.

8.

14
15
16

(b)

Termination: the JOAs will remain in force unless: (i) the PSAs are
terminated; or (ii) all material, equipment and personal property used in
connection with the joint operations have been disposed or removed and
final settlement has been made and (iii) the final settlement audit is
carried out 15.

(c)

Arbitration Jurisdiction: any arbitration will be in London, England

16

.

In providing this opinion, we have made the following assumptions and qualifications
(without carrying out any independent investigation or verification in respect of such
assumptions):
8.1.

That all consents and licenses not obtained by this firm have been duly and
validly obtained.

8.2.

The term “enforceable” means that the obligations referred to are of a type
enforced by the Tanzanian courts. It is not certain however that each such
obligation will be enforced in accordance with its terms in every circumstance,
the enforcement being subject, amongst others, to the nature of the available
remedies.

8.3.

A search at BRELA is not capable of revealing whether or not a winding-up
petition or a petition for the making of an administration order has been
presented. Furthermore, notice of a winding-up order or resolution, notice of
an administration order and notice of the appointment of a receiver may not
be filed at BRELA immediately and there may be a delay in the relevant notice
appearing on the file of the relevant party.

8.4.

That the documentation and information supplied to and examined by us in
connection with this letter was and remains true, up to date and complete in
all respects and is not misleading in any way.

8.5.

That the parties (other than SOGTL) to the various documents referred to or
shown to us in connection with this opinion had full power and authority to
execute them, all necessary corporate action was taken to enable the
respective parties (other than SOGTL) to enter into the documents and that
the documents create legally binding obligations between the parties (other
than SOGTL) to the various documents.

8.6.

Each of the Opinion Documents which we have reviewed represents in its
entirety an integral document and that all terms had been finally and
completely agreed between the contracting parties and that no collateral
agreements or other documents or arrangements or course of conduct have
resulted in any variation or waiver to any of the documents. It is also
impossible for us to state whether there have been any extraneous
circumstances affecting the enforceability of any of the documents.

Article 3.1(A) JOAs
Article 2 JOAs
Article 18.2(D)(5) JOAs
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8.7.

Where agreements or documents are governed by laws other than the laws of
Tanzania, we have assumed the validity, legality and enforceability of the
agreements or documents under the foreign law applicable.

8.8.

That nothing in the Opinion Documents contravenes, or could result in a
contravention of any obligation of SOGTL to any third person.

8.9.

That any attesting advocate (not being an advocate of this firm) is the holder
of a valid practicing certificate.

8.10.

That SOGTL is in full compliance with applicable environmental legislation.

8.11.

Nothing in this opinion is to be taken as indicating that the remedy of an
order for specific performance or the issue of an injunction would be available
having regard to the principles of equity subject to which those remedies are
available.

8.12.

Where any party is vested with any discretion or may determine a matter in
its opinion or sole opinion, Tanzanian law may require such discretion to be
exercised reasonably or such opinion to be based on reasonable grounds.

8.13.

The records with BRELA and TPDC are not always up to date or complete and
as such no opinion can be expressed as to the veracity of information
procured from the undertaking of a search. Indeed the BRELA Search Results
refer to anomalies in the register, which we assume is because the BRELA
Search Results do not reflect the information and the shareholder identities
referred to in the Register of Members and Forms 55A.

This opinion is limited to the laws of Tanzania.
Yours faithfully,
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The Report
1.

Definitions

1.1.

“Act” means the Petroleum (Production and Exploration) Act Chapter 308 of the Laws of Kenya.

1.2.

“Block 12B” means exploration Block 12B as governed by the PSC and the Act.

1.3.

“JOA” means the Joint Operating Agreement between Swala Kenya and Tullow Kenya B.V (“Tullow
Kenya”) over Block 12B.

1.4.

“Operative Documents” mean collectively the JOA, PA and the PSC.

1.5.

“Participation Agreement” or “PA” means the agreement entered into between Swala Kenya and
Tullow Kenya dated 10th February 2012.

1.6.

“PSC” means the Production Sharing Contract between the Government of the Republic of Kenya
and Tullow Kenya and Swala Kenya relating to Block 12B dated 16th February 2012.

2.

In rendering the opinions set forth herein, we have reviewed copies of the documents
provided to us by the Company and listed in Schedule 1 of this Report, together with those
mentioned below:

2.1.

the results of the search of the files of the Companies Registry in relation to Swala Kenya (the
“Search”); and

2.2.

such other documents as we have deemed necessary or appropriate as a basis for the opinions set
forth below.

3.

For the purpose of this Report, we have assumed the following:

3.1.

the authenticity of all documents submitted to us as originals;

3.2.

all documents submitted to us as facsimile, electronic, certified or photostatic copies conform to the
original of such documents;

3.3.

the genuineness of all signatures (including endorsements);

3.4.

the documents that we have inspected have been duly authorised, executed and delivered by the
parties to those documents; and

3.5.

the Operative Documents are within the capacity and powers of, and have been validly authorised
and signed by, the parties to those documents.

4.

On the above assumptions and subject to the qualifications set out below, we set out our
opinion on Swala Kenya and the Operative Documents.
Corporate Matters

4.1.

Swala Kenya is duly incorporated, duly organised and validly existing under the laws of Kenya and
has the requisite power and authority to conduct its business as described in its constitutive
documents.
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4.2.

Swala Kenya is a wholly owned subsidiary of Swala BVI 1.

4.3.

To the best of our knowledge no winding up notice or notice of appointment of a liquidator, receiver
or receiver and manager has been filed or received in relation to Swala Kenya.

4.4.

Swala Kenya is qualified to do business as a private company under the laws of Kenya.

4.5.

Swala Kenya has the corporate capacity and authority to execute, deliver and perform all of its
obligations under the Operative Documents under the laws of Kenya.

4.6.

The Company Secretary confirmed that they are not aware of any winding up proceedings that have
commenced against the Company.

4.7.

The Operative Documents have been duly executed and delivered by Swala Kenya.

4.8.

The obligations under each of the Operative Documents constitute legal, valid and binding
obligations of Swala Kenya enforceable against it in accordance with its terms under the laws of
Kenya.

4.9.

The execution and delivery by Swala Kenya of the Operative Documents and the performance by
Swala Kenya of its obligations under each of the Operative Documents, each in accordance with its
terms, does not conflict with the constitutive documents of Swala Kenya.

4.10.

Neither the execution, delivery nor performance by Swala Kenya of the Operative Documents nor
the compliance by Swala Kenya with the terms and provisions thereof will contravene any provisions
of the laws of Kenya.

4.11.

The government has recently introduced amendments to the Income Tax Act that make the value or
consideration from the sale of property or shares in respect of oil companies, mining companies and
mineral prospecting companies subject to a withholding tax. The amendments to the Income Tax Act
th
were made through the Finance Act, 2012 which was assented to on 7 January 2013. The new
provisions on withholding tax provides that income from the sale of property or shares for oil, mining
companies and mineral prospecting companies paid by a resident to a non-resident not having a
permanent establishment in Kenya is subject to a withholding of 20% and income paid to a resident
in respect of the same is subject to a withholding tax of 10%. The ‘sale of property or shares’
includes the assignment of rights, sale of companies and businesses and takeovers or any other
non-inventory assets’.
The withholding tax provisions do not apply to payments made by a non-resident person to another
non-resident person in respect of the proceeds from the sale of property or shares of an oil, mining
or mineral prospecting company. Therefore, the Acquisition will not be subject to the above
mentioned provisions on withholding tax.

4.12.

Save for the new withholding tax provisions referred to above, we are not aware of any proposed
changes in the laws of Kenya which might have an impact on the business or trading prospects or
the activities of Swala Kenya in Kenya or on the existence or enforceability of the Operative
Documents.

1

99 fully paid ordinary shares in the capital of Swala Kenya are held by Swala BVI. The remaining 1 fully paid ordinary
share on issue in the capital of Swala Kenya is held by Elizabeth Obeiro on trust for and on behalf of Swala BVI.
Pursuant to a trust deed between Swala BVI and Ms Obeiro, Ms Obeiro has agreed to hold the 1 share on trust for Swala
BVI and to transfer and deal with such share in such manner as Swala BVI may from time to time direct.
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Petroleum Exploration Licences and Agreements
4.13.

The Company not being the Operator of Block 12B means that it does not require any Governmental
or local authority approvals to undertake such business in Kenya. We are not in a position to confirm
that Tullow Kenya is in possession of an Environmental Impact Assessment Licence to conduct oil
exploration within Block 12B.

4.14.

Petroleum resources in their natural conditions vest in the Government of Kenya in accordance with
the laws of Kenya. Tullow Kenya and Swala Kenya have been granted exclusive rights under the
PSC to conduct petroleum operations over Block 12B on behalf of the Government of Kenya.

4.15.

To the best of our knowledge, Block 12B has been validly issued and remains in good standing.

4.16.

The rights and obligations of Swala Kenya under the PSC are set out in a table in Schedule 2 of this
Report.

4.17.

We are not able to confirm whether Swala Kenya has complied with its obligations under the PSC to
date however, we can confirm that based on our due diligence investigations, we have not seen any
written communication to indicate otherwise.

4.18.

To the best of our knowledge, the PSC is recognised by the Ministry of Energy as being a valid and
binding PSC on the Government of Kenya and has been duly entered into between the Government
of Kenya, Swala Kenya and Tullow Kenya.

4.19.

We have been informed by an officer of Swala Kenya, Dr. David Mestres Ridge, that there is no
material litigation pending or threatened against Swala Kenya. Without having a case number or a
reference, it is near impossible to conduct a search in the courts in Kenya to determine whether any
litigation exists against Swala Kenya.

4.20.

It is a requirement that before any exploration can be undertaken on Block 12B, an Environmental
Impact Assessment Licence (“EIAL”) is obtained. This is usually obtained by the operator of the
licence which, in this case, is Tullow Kenya. As such, we have not sighted a copy of the requisite
EIAL for the purposes of this Report.

4.21.

The Operative Documents are required to be validly stamped under the Stamp Duty Act Chapter
480, Laws of Kenya (the “Stamp Duty Act”) and stamp duty paid.

4.22.

As far as we are aware the Operative Documents have not been stamped. If the Operative
Documents are not stamped under the Stamp Duty Act they are not admissible as evidence in
criminal and civil proceedings brought before a Kenyan court, though the court may, at its discretion,
waive the requirement for stamping. The Stamp Duty Act requires that documents are stamped
within 30 days of their execution. The Operative Documents can be stamped out of time subject to
the payment of a penalty for late stamping.

4.23.

We do not express any opinion as to matters of taxation in relation to Swala Kenya.
Validity and Enforceability of the Operative Documents

4.24.

The Operative Documents, subject to the qualifications set out below, are valid, binding and
enforceable under the laws of Kenya.

4.25.

The Operative Documents which are governed by the laws of England and Wales, are, subject to the
qualifications set out below, valid, binding and enforceable under the laws of Kenya.
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4.26.

Assuming that the Operative Documents which contain consents to English jurisdiction are valid,
binding and enforceable under the respective governing law provisions contained in such Operative
Documents, the submission by Swala Kenya to the exclusive jurisdiction of the courts of England
pursuant to the particular agreement which contains consents to English jurisdiction is valid, binding
and enforceable under the laws of Kenya.

4.27.

A final judgement rendered by any English court in respect of the Operative Documents would be
enforceable against Swala Kenya by application of the Foreign Judgements (Reciprocal
Enforcement) Act (“the Foreign Judgements Act”) Chapter 43 of the Laws of Kenya. The Foreign
Judgements Act provides for the enforcement of judgments given in countries outside Kenya which
accord reciprocal treatment to judgments given in Kenya. England accords reciprocal treatment to
Kenyan judgments and therefore a final and conclusive judgement made by the courts in England
may be enforced by registration in the Kenya courts as if it were a judgment of a Kenyan court.

4.28.

Kenya is a signatory to ‘The Convention on the Recognition and Enforcement of Foreign Arbitral
Awards’, also known as the "New York Convention". The New York Convention ensures that awards
of State Parties to the Convention are recognized and generally capable of enforcement in their
jurisdiction in the same way as domestic awards.

4.29.

The execution, delivery and performance of the Operative Documents constitute private and
commercial acts and not public or governmental acts and no immunity, sovereign or otherwise, from
such proceedings, executions, attachment or other legal process can be claimed by Swala Kenya.
Under the Government Proceedings Act Chapter 40 of the Laws of Kenya (“GPA”), while the
Government may be sued subject to the provisions of the GPA, its assets may not be attached.

5.

Assumptions and qualifications
Our opinions are subject to the following assumptions and qualifications:

5.1.

the fact that enforceability of a judgment of a foreign court may be limited by (a) application of
conflict of law rules by the High Court (b) general equitable principles (regardless of whether such
enforceability is considered in a proceeding in equity or at law), including without limitation (i) the
possible unavailability of specific performance, injunctive relief or any other equitable remedy, and
(ii) concepts of materiality, reasonableness, good faith and fair dealing;

5.2.

any provision requiring any person to pay default interest in a contract may be unenforceable in the
Kenyan courts on the grounds (i) that such default interest would constitute a penalty and (ii) that
penalties are not generally enforceable under common law. We consider it possible that the Kenyan
courts would now follow the decision by the High Court in England in Lordsvale Finance plc v. Bank
of Zambia [1996] Q.B. 752, permitting recovery by a creditor of default interest, such decision being
of persuasive value in Kenya; and

5.3.

severance under the provisions of any of the Operative Documents would be subject to the exercise
of the discretion of the Kenyan courts;
(i)

to the extent that either party is vested with any discretion or may determine a matter in its
opinion, the Kenyan courts may require that such discretion be exercised reasonably or that
such opinion be based on reasonable grounds;

(ii)

a Kenyan court has the discretion on whether to award costs and by whom and out of what
property and to what extent such costs are to be paid; and

(iii)

our opinion that Swala Kenya is a corporate entity validly existing is based on the Official
Search results we received from the Companies Registry. It should be noted that the
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Search is not capable of revealing conclusively (i) details relating to shareholders, directors
and encumbrances as records kept by that Registry are not necessarily up to date (ii)
whether or not a winding up petition has been presented or because notice of a winding up
or winding up resolution passed may not be filed at Swala Kenya Registry immediately and
even if a filing has been made the records kept by that Registry are not necessarily up to
date. It should be further noted that our search results were not accurate in that the
information relating to the address of one of the shareholders.
6.

Kenyan Petroleum Legislation and Regulations

6.1.

The Kenyan Petroleum industry is regulated by the Energy Act No. 12 of 2006 and the Petroleum
(Exploration and Production) Act (“PEPA”) together with the regulations under it, the Petroleum
(Exploration and Production) Regulations (“PEPA Regulations”).

6.2.

All petroleum in Kenya in its natural state vests in the Government of Kenya (“GoK” or “the
Government”). The Ministry of Energy bears the primary responsibility of sanctioning petroleum
operations in Kenya on behalf of the Government of Kenya. The Government conducts petroleum
operations through: oil companies established by the Government; contractors in accordance with
petroleum agreements.

6.3.

Oil and Gas exploration blocks are put on the “market” by the Minister for Energy through a gazette
notice and thereafter the Minister accepts applications from potential explorers. The practice of
obtaining exploration blocks prior to November 2012 had been on a first come first serve basis,
however the Ministry of Energy has indicated through the press that it has published new rules to
conduct licensing rounds and auction of exploration blocks to the highest bidder. The concept of
licensing rounds has yet to be tested in Kenya, however the first round is expected in the next few
months.

6.4.

The Minister for Energy, may, on behalf of the Government, negotiate, enter into and sign petroleum
agreements (ie. a PSC) with a contractor. Petroleum agreements that are negotiated by the
Government are based on the model petroleum agreements that are issued under PEPA.

6.5.

The powers of the Minister may be assigned in writing to another officer in the Ministry of Energy,
who is usually the Permanent Secretary in the Ministry of Energy.

6.6.

The overarching statute is the Energy Act (No. 12 of 2006), which governs all sources of energy,
including petroleum and other fossil fuels, as well as regulating the functions of the Energy
Regulation Commission (“ERC”). At present, upstream petroleum activities are managed by the
Ministry of Energy and accordingly, oil and gas exploration and production falls under the auspices
of the Minister for Energy (“the Minister”). The ERC oversees both the electricity and downstream
petroleum sectors.

6.7.

PEPA provides that no person can engage in any petroleum operations in Kenya without having
previously obtained the permission of the Minister in such manner, in such form and on such terms
as are prescribed by PEPA and by the regulations under it.

6.8.

A contractor is required, among other things, prior to beginning petroleum operations, to conduct an
Environmental Impact Assessment (“EIA”) and obtain and EIA Licence as provided for under the
Environmental Management and Coordination Act (No. 8 of 1999 of the Laws of Kenya). Secondly,
where exploration is off-shore the Merchant Shipping Act (No.4 of 2009 of the Laws of Kenya) may
be applicable.

6.9.

The Government is authorised under the PEPA to retain certain blocks to be exploited exclusively by
the Government we have noted that the trend for now has been to award all blocks to non-
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Government contractors. The Government only enters into petroleum agreements with contractors
who have the financial ability, technical competence and professional skills necessary to fulfil the
obligations under the petroleum agreements.
6.10.

Where more than one entity comprises the Contractor, such parties would also enter into a joint
operating agreement to govern their relationship and the Ministry of Energy has been known to
request sight of such joint operating agreement before commencement of petroleum operations.

This opinion is limited to the laws of Kenya as at the date of this opinion.
Yours faithfully

COULSON HARNEY
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SCHEDULE 1
LIST OF DOCUMENTS RECEIVED
-SWALA ENERGY (KENYA) LIMITED-

NO

DOCUMENTS

1.

Certificate of Incorporation of Swala Kenya

2

SHA (Shareholders Agreement for Shareholders of Swala Energy Limited) dated 1st
August 2011

3.

SHA (Shareholders Agreement for Shareholders of Swala Energy Limited)) 2nd
November 2010

4.

Articles of Association (Kainsha Energy Limited) – Not Applicable to Kenya

5.

Memorandum and Articles of Association for Swala Energy Limited

6.

Swala Energy Limited letter to Ministry of Energy dated 6th November 2010

7.

Swala Energy Limited letter to the Ministry dated 3rd September 2010

8.

Swala Energy Limited letter to Hon. Kiraitu, Minister for Energy dated 20th June 2011

9.

Swala Energy Limited letter to Ministry of Energy dated 19th August 2011

10.

Swala Kenya letter to Ministry of Energy dated 2nd March 2012

11.

Presentation entitled “Block 12B, Kenya: The Nyanza Rift dated 10th April 2012”

12.

Swala Energy Limited letter to Shareholders to amend SHA dated 2nd November 2010

13.

Letter from Nyachae & Ashitiva Advocates dated 13th February 2012 forwarding
documents to Swala Energy Limited.

14.

Trust deed (undated) between Swala Energy Limited and Elizabeth Obeiro
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INDEX NO.

DOCUMENT

11.2.1

Memorandum and Articles of Association (Swala Kenya)

11.3.1.1

Joint Operating Agreement between Swala Kenya and Tullow Kenya (Block 12B)

11.3.1.2

Power of Attorney- Neil Catto Taylor
Power of Attorney- David Metres Ridge

11.3.1.3

Corporate Directory (Swala Kenya)

11.3.1.4

Parent Guarantee (in favour of Swala Kenya)

11.3.1.5

Letter from Swala Kenya to Tullow Kenya dated 21st February 2012

11.3.1.6

Letter from Swala Energy Limited to Tullow Kenya dated 26th January 2012

11.3.1.7

Participation Agreement Block 12B

11.3.1.8

Corporate Directory- Correspondence

11.3.1.9

Letter from Ministry of Energy to Tullow Kenya dated 11th May 2012 (3 copies)

11.3.1.10

Block 12B Depth to Basement(“Keller data”)

11.3.1.11

Block 12B Kenya – ACM dated 10th April 2012

11.3.1.12

Newspaper cutting- Nyakach exploration

11.3.1.13

Joint Operating Agreement – Execution Version Swala Kenya and Tullow Kenya

11.3.1.14

Production Sharing Contract between the Republic of Kenya and Tullow Kenya
and Swala Kenya (16th February 2012)

11.3.1.15

Production Sharing Contract between the Republic of Kenya and Tullow Kenya
and Swala Kenya Page 101-102 and 47

11.3.1.16

Production Sharing Contract between the Republic of Kenya and Tullow Kenya
and Swala Kenya (16th February 2012) 2nd copy
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SCHEDULE 2
SWALA KENYA RIGHTS UNDER THE PSC
Clause No.

Comment

Recitals
Parties are:
(1) Government of the Republic of Kenya (“GOK”) represented by
the Minister of Energy;
(2) Tullow Kenya BV (an entity registered in the Netherlands with a
Branch in Kenya); and
(3) Swala Energy (Kenya) Limited (a private company with limited
liability and incorporated in Kenya),
(whereTullow Kenya and Swala Kenya have been jointly
appointed as the “Contractor”).
Interpretation (Clause 1B)
“Additional Exploration Period” means the First Additional
Exploration Period and/or Second Additional Exploration Period.
“Change in Control” means any direct or indirect change in Control
of a Party (whether through merger, sale of shares or other equity
interests, or otherwise) through a single transaction or series of
related transactions, from one (1) or more transferors to one (1) or
more transferees.
“Control” has not been defined in this section.
“Contract Area” means Block 12B, the geographic area covered by
this Contract and described in Appendix “a” and any part thereof
not previously surrendered.
“Development Area” means the area delimited in a Development
Plan adopted under Clause 20 hereof.
“Exploration Operations” include geological, geophysical and
Geochemical surveys and analyses, aerial mapping, investigations
of subsurface geology, stratigraphic test, drilling Exploratory Wells
and work necessarily connected therewith.
“First Additional Exploration Period” means the additional period of
two (2) Contract Years after the Initial Exploration Period pursuant
to sub-clause 2 (3), as may be extended under this Contract.
“Initial Exploration Period” means the period of two (2) Contract
Years commencing on the effective Date of the Contract, as
defined in sub-clause 2 (1).
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“Petroleum Operations” means all or any of the operations,
authorised under this contract, related to the exploration for,
development, extraction, production, separation and treatment,
storage, transportation, and sale or disposal of, Petroleum up to
the point of export or the agreed Delivery Point in Kenya or the
point of entry into a refinery and includes Natural Gas processing,
liquefaction and compressed Natural Gas operations but does not
include petroleum refining operations.
“Second Additional Exploration Period” means the second period
of two (2) Contract Years after the First Additional Exploration
Period pursuant to sub-clause 2 (4), as may be extended under
this Contract.
Term (clause 2)

The Effective Date in this
instance is 16th February, 2012.

- The Contractor is authorised to conduct Exploration Operations
in the Contract Area during an Initial Exploration Period of two
(2) Contract Years from the Effective Date.

We understand from our review
of a letter from the Minister
dated 11th May, 2012 that
certain exploratory work has
begun over Block 12B. The
Company is therefore compliant
in
starting
Exploration
Operations within three months
of the Effective Date.

- The Contractor shall begin Exploration Operations within three
(3) months of the Effective Date.
Clause 2 (3) and (4) allow for successive additional periods of two
years each as Additional Exploration Periods provided that the
Contractor writes to the Minister a month prior to the expiration of
the current Exploration Period.
Clause 2 (6) The Contract shall expire automatically at the end of:
(i) the First Contract Year if the results of the work program
conducted during the First Contract Year will not be technically
promising;
(ii) the Initial Exploration Period; or
(iii) at the end of any Additional Exploration Period as extended in
accordance with this Contract, except as to any Development
Area.
Sub-clause 6 (iii) goes on to provide that in the event of
commercial discovery the Contract shall with respect to the
Development Area be for a period of twenty five (25) years for
both for Crude Oil and Natural Gas.
Clause 3 (Surrender)
The Contractor is required to surrender twenty five per cent (25%)
of the original contract area at or before the end of the Initial
Exploration Period and another twenty five per cent of the
remaining contract area at or before the end of the First Additional
Period.

Swala Kenya will have to
relinquish a portion Block 12B
within four years of the start of
exploration.
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Clause 4 (Minimum Exploration Work and Expenditure
Obligations)
These clauses deal with the minimum exploration work to be
conducted by the Contractor. Under this clause there is a
requirement for Tullow Kenya to provide requisite guarantees to
the GOK.

Failure to conduct minimum
work
and
exploration
obligations
will
result
in
payment to the GOK for the
shortfall.

Please note that in addition to the work programme outlined in the
clause 4 the following amounts are listed as the minimum
expenditure sums:
i. first two years of exploration US$4,600,000.00;
ii. next two years of exploration US$6,000,000.00; and
iii. the last two years of exploration US$6,000,000.00.
Clause 6 (Termination and Withdrawal)
The PSC may be terminated for (i) failure to make payment by
Contractor to the GOK and (ii) for material breach of any other
obligation under the PSC.

From the correspondence we
have not seen any indication
that either Tullow Kenya or
Swala Kenya is in material
breach of its obligations under
the PSC.

Clause 7 (Rights of the Contractor)
We set out below clause 7 outlining the rights of the Contractor
7. (1) The Contractor shall have the right to carry out the
Petroleum Operations within the Contract Area, subject to the
provisions of this Contract for the term hereof.

The Government can grant a
third party the right to enter into
the Contract Area to search for
and mine minerals, or may
grant them a right of way.

(2) The Contractor is granted the right to enter upon the Contract
Area and conduct Petroleum Operations there, but permission
may be granted by the Government to other persons to search for
and mine minerals, other than Petroleum, so long as they do not
interfere with the Petroleum Operations, and easements and rights
of way may be granted to other Persons for the benefit of land
adjacent to the Contract Area.
(3) The Minister shall facilitate on behalf of the contractor any
permit necessary to enable the Contractor to use the water in the
Contract Area for the purpose of the Petroleum Operations but the
Contractor shall not unreasonably deprive the users land,
domestic settlement or cattle watering place of the water supply to
which they are accustomed.
(4) The Contractor may, for the purpose of the Petroleum
Operations, use gravel, sand, clay and stone in the Contract Area
but not in-
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(a) Trust land without a license granted under section 37 of the
Trust Land Act;
(b) Other private land without the consent of the owner; and
(c) A beach, foreshore or reef without the consent of the Minister.
(5) Subject to the provisions of section 10 of the Act and of
regulations 6 of the Regulations, and subject to the provisions of
chapter V and articles 261 and 262 in the 5th schedule of the
Constitution and part IV of the Trust Land Act, the Contractor may
exercise all rights granted to him by this Contract.
(6) Subject to the approval of the applicable Development Plan,
the Contractor shall have the right to freely consume or re-inject,
without being subject to any taxes, royalties or other payments,
Crude Oil and Natural Gas from the Contract Area for the purpose
of conducting the Petroleum Operations.

(7) As a result of conducting the Petroleum Operations, the
Contractor shall have the right, without any additional payment,
except for those payments provided for in this Contract to:
(a) Enter into the contracts with other Parties for the services of
their personnel or to provide services in relation to the Petroleum
Operations;
(b) Arrange financing for a portion of the capital costs of the
development operations to be undertaken by the Contractor, as
determined by the Contractor;
(c) Enter into agreement providing for the transportation and
terminal ling (sic) [link] of Crude Oil and Natural Gas;
(d) Establish a marketing agreement with one or more of the
parties to market the Crude Oil and Natural Gas on behalf of the
Contractor on international markets; and
(e) Enter into any other agreements that may be necessary to
conduct the Petroleum Operations.
Clause 17 (Obligations of the Government)
The Government may at the request of the Contractor, make
available to the Contractor such land as the Contractor may
reasonably require for the conduct of Petroleum Operations.
This clause also commits the GOK to not unreasonably refuse to
issue and/or renew entry visa or work permits for staff of the
Contractor. Additionally the GOK will facilitate the provision of
necessary approvals and permits as needed by the Contractor
with specific reference to ERC and NEMA (environmental

Though the Government makes
land available to the Contractor,
it is the Contractor’s obligation
to pay for the land, if
necessary)
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licences).
Take note that the termination notice period for the above two
reasons is two (2) months and in all other instances it is three (3)
months. The Contractor has a chance to remedy the breach within
the notice period or where the Minister reasonably believes the
Contractor is using its best efforts to remedy the default he may
increase the notice period.
Clause 18 (Work Programme, Development and Production)
The Contractor shall submit and orally present to the Minister one
(1) month after the Effective Date, a detailed statement of the
exploration work programme ad budget for the first Contract Year.
Clause 18 (3) allows the Minister to make suggested modifications
and revisions to such work programme.
Clause 9 (Joint Liability and Indemnity)
Where a Contractor consists of more than one (1) Person their
liability shall be joint and several.

Clause 28 (Government Participation)
The Government may elect to participate in the Petroleum
Operations in any development area and acquire an interest of up
to ten percent (10%) paid interest in the PSC.

Clause 35 (Assignment)
Clause 35 (3) provides that each of the Contractors shall report to
the Minister any Change in Control in Corporate Structure.

As both Swala Kenya and
Tullow
Kenya
are
the
contractors under the PSC,
they are jointly and severally
liable for any default under the
PSC. However, the party who
incurs more than its share of
the liability is entitled to claim
for contribution from the other
party whatever portion of
liability they have borne on their
behalf.
Based on the JOA and PA
Tullow Kenya and Swala Kenya
would each have to give up 5%
of their interest to the
Government
if
the
GOK
exercised its rights under this
clause. The GOK will reimburse
the Contractor without interest,
pro-rata, its share of all costs,
expenses and expenditure
incurred in respect of the
Development Area from the
date of Development Plan has
been adopted to the date the
GOK exercises its option.
Since the ownership of Swala
Kenya will be affected by the
Offer, there will be a change in
control for the purposes of the
PSC and Swala Kenya will
need to inform the Minister of
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such
change
following
completion of the Offer.
Clause 40 (Governing Law)
The governing law of the PSC is Kenyan law.
Additionally, take note of clause 40 (3):
“If after the Execution Date of this Contract the economic benefits
of a party are substantially affected by the promulgation of new
laws and regulations, or of any amendments to the applicable laws
and regulations of Kenya, the parties shall agree to make the
necessary adjustments to the relevant provisions of this Contract,
observing the principle of mutual economic benefits of the parties.”

It would be worth noting that as
the new laws on withholding tax
on the value of sale of property
or shares of oil companies have
been introduced, Swala Kenya
can use this clause to seek
from
the
exemptions
withholding tax provisions from
the GOK. However, there can
be no guarantee that the
necessary exemptions will be
granted.
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13 Additional Information
13.1 Rights attaching to Shares
The following is a broad summary of the more significant rights, privileges and restrictions
attaching to the Company’s securities. This summary is not exhaustive and does not constitute
a definitive statement of the rights and liabilities of shareholders in the Company. To obtain
such a statement, persons should seek independent legal advice.
Full details of the rights attaching to Shares are:
(i)

set out in the Company’s Constitution to be adopted, a copy of which is available
for inspection at the Company’s registered office during normal business hours;
and

(ii)

in certain circumstances, regulated by the Corporations Act, the ASX Listing
Rules, the ASX Settlement Operating Rules and the general law.

All Shares issued pursuant to this Prospectus will, from the time that they are issued, rank
equally with the Company’s existing issued Shares.
(a)

Voting
Subject to the Constitution and any rights or restrictions for the time being attached to
any class or classes of shares, at a general meeting of Shareholders or classes of
Shareholders:
(i)

every Shareholder entitled to vote may vote in person or by proxy, attorney or
representative;

(ii)

on a show of hands every Shareholder who is present in person or by proxy,
attorney or representative has one vote; and

(iii)

on a poll every Shareholder who is present in person or by proxy, attorney or
representative has one vote for every Share held, but, in respect of partly-paid
shares, shall have a fraction of a vote for each partly-paid share.

A poll may be demanded before a vote for show of hands is taken, or before or
immediately after the declaration of the result of the show of hands by the chair of the
meeting, by at least five Shareholders present and entitled to vote on the resolution or by
any one or more Shareholders representing at least 5% of the votes that may be cast on
the resolution on a poll.
(b)

Dividends
Subject to the Corporations Act, the ASX Listing Rules, the rights of any preference
Shareholders and the rights or restrictions attached to a share or class of shares, the
Directors may pay a dividend in respect of Shares as, in their judgment, the financial
position of the Company justifies.
Dividends shall (subject to the rights of any preference shareholders and to the right of
the holders of any shares created or raised under any special arrangement as to
dividend), be payable in the proportion which the amounts paid (not credited) on shares
bears to the total amounts paid and payable (excluding amounts credited) on the share.
Interest is not payable by the Company in respect of the dividend.
The Directors may authorise the payment to Shareholders of an interim dividend as the
Directors may determine.
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(c)

Transfer of Shares
Subject to the Constitution and to the rights or restrictions attached to any share or class
of shares, a Shareholder may transfer Shares by a Proper ASTC Transfer (as defined in
the Corporations Regulations 2001 (Cth)); or an instrument in writing in any usual form or
in any other form that the Directors approve.
The Directors may ask ASX Settlement to apply a holding lock to prevent a Proper ASTC
Transfer or may decline to register an instrument of transfer of Shares received, where
permitted or required by the ASX Listing Rules or the ASX Settlement Operating Rules
or, except for a Proper ASTC Transfer, under the terms of the issue of the Shares or
where the transfer is not in registrable form, where the Company has a lien on the
Shares transferred, where the transfer may breach a law of Australia, when the holding
would be less than a marketable parcel (in the case of paper-based transfers), or where
the transfer is not permitted under the terms of an employee incentive scheme.
The Company must give written notice of the refusal, or the request for a holding lock,
and the precise reasons for it:

(d)

(i)

to the holder of the Shares, if the Company asks ASX Settlement to apply a
holding lock to prevent a Proper ASTC Transfer; or

(ii)

to the party lodging the transfer, if the Company declines to register any other
transfer.

General Meetings and Notice
Each Shareholder is entitled to receive notice of and to attend general meetings for the
Company and to receive all notices, accounts and other documents required to be sent
to Shareholders under the Constitution, the Corporations Act or the ASX Listing Rules.
Shareholders may requisition meetings in accordance with section 249D of the
Corporations Act and the Constitution.

(e)

Winding Up
Subject to the Constitution and to the rights of Shareholders entitled to Shares with
special rights in a winding up, if the Company is wound up and the property of the
Company is more than sufficient to pay all of the debts and liabilities of the Company and
the costs, charges and expenses of the winding up, all monies and property to be
distributed between Shareholders shall be distributed to them in proportion to the Shares
held by them. The amount that would otherwise be distributed to the holder of a partly
paid share must be reduced by the amount unpaid on that share at the date of the
distribution; and if the effect of the would be to reduce the distribution to the holder of a
partly paid share to a negative amount, the holder must contribute that amount to the
Company.
A liquidator may, with the sanction of special resolution of the Company, divide among
the Shareholders the whole or any part of the property of the Company and may
determine how the division is to be carried out between Shareholders or different classes
of Shareholders.
In the event of a breach of the ASX Listing Rules or a breach of a restriction agreement
entered into by the Company under the ASX Listing Rules relating to Restricted
Securities (as defined in the ASX Listing Rules), the Shareholder holding the Restricted
Shares in question shall cease to be entitled to be paid any dividends, distribution or any
voting rights in respect of those Restricted Securities during the period of such breach.
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(f)

Variation of Class Rights
The rights attached to any class of shares may unless their terms of issue state
otherwise, be varied with the written consent of the holder of 75% of the shares of the
class or by special resolution passed at a separate meeting of the holder of shares of the
class.
The provisions of the Constitution relating to general meetings shall apply so far as they
are capable of application and with necessary alternations to every such separate
meeting except that a quorum is constituted by two persons who together hold or
represent by proxy, attorney or representative, at least 25% of the issued shares of that
class.
The rights conferred on the holders of any class of shares are to be taken as not having
been varied by the creation or issue of further shares ranking equally with them.

(g)

Changes to Capital Structure
The Company may by ordinary resolution and subject to the Corporations Act and
applicable ASX Listing Rules:

(h)

(i)

increase its share capital by the issue of new shares of such amount as is
specified in a resolution;

(ii)

consolidate and divide all or any of its share capital into shares of larger amounts
than its existing shares;

(iii)

sub-divide all or any of its shares into shares of smaller amount than is fixed by the
Constitution, but so that in the sub-division the proportion between the amount
paid and the amount (if any) unpaid on each such share of a smaller amount is the
same as it was in the case of the share from which the share of a smaller amount
is derived; and

(iv)

cancel shares that, at the date of the passing of the resolution, have not been
taken or agreed to be taken by any person or have been forfeited and reduce its
share capital by the amount of the shares so cancelled.

Shareholder Liability
As the Shares issued under the Prospectus are fully paid shares, they are not subject to
any calls for money by the Directors and will therefore not become liable for forfeiture.

(i)

Alteration to the Constitution
In accordance with the Corporations Act, the Constitution can only be amended by a
special resolution passed by at least three quarters of Shareholders present and voting
at the general meeting. At least 28 days written notice specifying the intention to propose
the resolution as a special resolution must be given.

(j)

ASX Listing Rules
If the Company is admitted to the official list of the ASX, notwithstanding anything in the
Constitution, if the ASX Listing Rules prohibit an act being done, the act must not be
done. Nothing in the Constitution prevents an act being done that the ASX Listing Rules
require to be done. If the ASX Listing Rules require an act to be done or not to be done,
authority is given for that act to be done or not to be done (as the case may be). If the
ASX Listing Rules require the Constitution to contain a provision or not to contain a
provision the Constitution is deemed to contain that provision or not to contain that
provision (as the case may be). If a provision of the Constitution is or becomes
inconsistent with the ASX Listing Rules, the Constitution is deemed not to contain that
provision to the extent of the inconsistency.
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13.2 Terms and Conditions of Class A Performance Shares
Rights
(a)

Performance Shares: Each Class A Performance Share is a share in the capital of the
Company.

(b)

General meetings: The Class A Performance Shares shall confer on the holder (Class
A Holder) the right to receive notices of general meetings and financial reports and
accounts of the Company that are circulated to shareholders. The Class A Holder has
the right to attend general meetings of shareholders of the Company.

(c)

Voting rights: The Performance Shares do not entitle the holder to vote on any
resolutions proposed at a general meeting of the shareholders of the Company other
than a resolution to amend the rights attaching to a Class A Performance Share.

(d)

No dividend rights: The Class A Performance Shares do not entitle the holder to any
dividends or performance payments by the Company.

(e)

Rights on winding up: The Class A Performance Shares do not entitle the holder to
participate in the surplus profits or assets of the Company on the winding-up of the
Company.

(f)

Not transferable: The Class A Performance Shares are not transferable.

(g)

Reorganisation of capital: If at any time the issued capital of the Company is
reconstructed, all rights of a Class A Holder will be changed to the extent necessary to
comply with the applicable ASX Listing Rules at the time of reorganisation.

(h)

Quotation: The Class A Performance Shares will not be quoted on ASX.

(i)

No other rights: The Class A Performance Shares give the older no rights other than
those expressly provided by these terms and those provided at law where such rights at
law cannot be excluded by these terms.

Conversion
(j)

Conversion: Upon the achievement of the spudding of a well on one of the licences
comprising the East African Projects (Class A Milestone), the Class A Performance
Shares will automatically convert into shares on the basis of one (1) Share for every one
(1) Class A Performance Share held.

(k)

Conversion if Class A Milestone not achieved: If the Class A Milestone is not
achieved by the date that is three years from the date of issue of the Class A
Performance Shares, then every 1,000 Performance Shares then held by the Class A
Holder will automatically convert into one Share. The Company will issue the Class A
Holder with a new certificate or holding statement for the Shares within 2 Business Days
of the conversion. For the avoidance of doubt, if the conversion of the Class A
Performance Shares occurs in accordance with this paragraph (b), any and all of the
rights of conversion referred to in paragraph (a) above are automatically extinguished.

(l)

Conversion procedure: Upon the Class A Milestone being achieved, then each Class A
Performance Share will automatically convert into one Share in accordance with
paragraph (a) and the Company will issue the Class A Holder with a new certificate for
the Shares within 5 Business Days of the satisfaction of the Class A Milestone.

(m)

Ranking of shares: The Shares into which the Class A Performance Shares will convert
will rank pari passu in all respects with existing Shares.
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13.3 Terms and Conditions of Class B Performance Shares
Rights
(a)

Performance Shares: Each Class B Performance Share is a share in the capital of the
Company.

(b)

General meetings: The Class B Performance Shares shall confer on the holder (Class
B Holder) the right to receive notices of general meetings and financial reports and
accounts of the Company that are circulated to shareholders. The Class B Holder has
the right to attend general meetings of shareholders of the Company.

(c)

Voting rights: The Performance Shares do not entitle the holder to vote on any
resolutions proposed at a general meeting of the shareholders of the Company other
than a resolution to amend the rights attaching to a Class B Performance Share.

(d)

No dividend rights: The Class B Performance Shares do not entitle the holder to any
dividends or performance payments by the Company.

(e)

Rights on winding up: The Class B Performance Shares do not entitle the holder to
participate in the surplus profits or assets of the Company on the winding-up of the
Company.

(f)

Not transferable: The Class B Performance Shares are not transferable.

(g)

Reorganisation of capital: If at any time the issued capital of the Company is
reconstructed, all rights of a Class B Holder will be changed to the extent necessary to
comply with the applicable ASX Listing Rules at the time of reorganisation.

(h)

Quotation: The Class B Performance Shares will not be quoted on ASX.

(i)

No other rights: The Class B Performance Shares give the older no rights other than
those expressly provided by these terms and those provided at law where such rights at
law cannot be excluded by these terms.

Conversion
(j)

Conversion: Upon the definition by the Company of P50 Prospective Resources of
200MMstb recoverable oil as independently verified to SPE-PRMS standards on the East
African Projects (Class B Milestone), the Class B Performance Shares will automatically
convert into shares on the basis of one (1) Share for every one (1) Class B Performance
Share held.

(k)

Conversion if Class B Milestone not achieved: If the Class B Milestone is not
achieved by the date that is three years from the date of issue of the Class B
Performance Shares, then every 1,000 Performance Shares then held by the Class B
Holder will automatically convert into one Share. The Company will issue the Class B
Holder with a new certificate or holding statement for the Shares within 2 Business Days
of the conversion. For the avoidance of doubt, if the conversion of the Class B
Performance Shares occurs in accordance with this paragraph (b), any and all of the
rights of conversion referred to in paragraph (a) above are automatically extinguished.

(l)

Conversion procedure: Upon the Class B Milestone being achieved, then each Class B
Performance Share will automatically convert into one Share in accordance with
paragraph (a) and the Company will issue the Class B Holder with a new certificate for
the Shares within 5 Business Days of the satisfaction of the Class B Milestone.

(m)

Ranking of shares: The Shares into which the Class B Performance Shares will convert
will rank pari passu in all respects with existing Shares.
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13.4 Terms and Conditions of Options
The Options to be issued to:


Argonaut and Foster in consideration of their services as Joint Lead Managers under the
Offer Management Agreement;



Pursuit Capital in consideration for its services as the Company’s corporate adviser in
relation to the Offer under the Mandate Letter Agreement; and



the Directors,

will be issued on the following terms and conditions:
(a)

Each Option gives the holder the right to subscribe for one (1) Share.

(b)

The Options are exercisable at any time on or before that date that is 5 years from the
date of issue.

(c)

The exercise price of each Option is $0.30 each.

(d)

The Options are not transferable.

(e)

The Options are exercisable by delivering to the registered office of the Company a
notice in writing stating the intention of the holder to exercise a specified number of
Options, accompanied by an Option certificate, if applicable, and a cheque made
payable to the Company for the subscription monies due, subject to the funds being duly
cleared funds . The exercise of only a portion of the Options held does not affect the
holder’s right to exercise the balance of any Options remaining.

(f)

All Shares issued upon exercise of the Options will rank pari passu in all respects with
the Company’s then issued Shares.

(g)

There are no participating rights or entitlements inherent in the Options and holders will
not be entitled to participate in new issues of capital to Shareholders during the currency
of the Options. However, the Company will ensure that for the purposes of determining
entitlements to any such issue, Option holders will be notified of the proposed issue at
least seven (7) Business Days before the record date of any proposed issue. This will
give holders the opportunity to exercise their Options prior to the date for determining
entitlements to participate in any such issue.

(h)

In the event of any reconstruction (including consolidation, subdivision, reduction or
return of capital) of the issued capital of the Company prior to the expiry date, all rights of
the Option holder will be varied in accordance with the ASX Listing Rules.

(i)

In the event the Company makes a pro rata issue of securities (except a bonus issue),
the exercise price of the Options will change in accordance with the formula set out in
ASX Listing Rule 6.22.2.

(j)

In the event the Company proceeds with a bonus issue of securities to Shareholders
after the date of issues of the Options, the number of securities over which an Option is
exercisable may be increased by the number of securities which the Option holder would
have received if the Option had been exercised before the record date for the bonus
issue.
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13.5 Interests of Directors
Other than as set out below or elsewhere in this Prospectus, no Director holds, or has held
within the 2 years preceding lodgement of this Prospectus with ASIC, any interest in:
(a)

the formation or promotion of the Company;

(b)

any property acquired or proposed to be acquired by the Company in connection with:

(c)

(i)

its formation or promotion; or

(ii)

the Offer; or

the Offer,

and no amounts have been paid or agreed to be paid and no benefits have been given or
agreed to be given to any of those persons:
(a)

as an inducement to become, or to qualify as, a Director; or

(b)

for services rendered in connection with:
(i)

the formation or promotion of the Company; or

(ii)

the Offer.

13.6 Interests of Experts and Advisers
Other than as set out below or elsewhere in this Prospectus, no:
(a)

person named in this Prospectus as performing a function in a professional, advisory or
other capacity in connection with the preparation or distribution of this Prospectus;

(b)

promoter of the Company; or

(c)

underwriter (but not a sub-underwriter) to the issue of a financial services licensee
named in this Prospectus as a financial services licensee involved in the issue,

holds, or has held within the 2 years preceding lodgement of this Prospectus with ASIC, any
interest in:
(a)

the formation or promotion of the Company;

(b)

any property acquired or proposed to be acquired by the Company in connection with:

(c)

(i)

its formation or promotion; or

(ii)

the Offer; or

the Offer,

and no amounts have been paid or agreed to be paid and no benefits have been given or
agreed to be given to any of these persons for services provided in connection with:
(a)

the formation or promotion of the Company; or

(b)

the Offer.

Argonaut Securities Pty Limited (Argonaut) has acted as Joint Lead Manager in relation to the
Offer. The Company estimates it will pay Argonaut a total of approximately $330,000
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(excluding GST) for these services. In addition to these fees, Argonaut will be entitled to
subscribe for 1,750,000 Options at an issue price of $0.0001 per Option upon completion of the
Offer under the terms of the Offer Management Agreement. Further details of the Offer
Management Agreement and the terms and conditions of the Options are set out in Sections
7.8 and 13.4 respectively. During the 24 months preceding lodgement of this Prospectus with
the ASIC, Argonaut has provided other professional services to the Company for which it has
received fees from the Company in the amount of approximately $60,000 (excluding GST). In
addition, Argonaut is entitled to subscribe for 750,000 Options at an issue price of $0.0001 per
Option following completion of the Convertible Note Issue under the terms of the Offer
Management Agreement.
Foster Stockbroking Pty Ltd (Foster) has acted as Joint Lead Manager in relation to the Offer.
The Company estimates it will pay Foster a total of approximately $330,000 (excluding GST)
for these services. In addition to these fees, Foster will be entitled to subscribe for 1,750,000
Options at an issue price of $0.0001 per Option upon completion of the Offer under the terms of
the Offer Management Agreement. Further details of the Offer Management Agreement and
the terms and conditions of the Options are set out in Sections 7.8 and 13.4 respectively.
During the 24 months preceding lodgement of this Prospectus with the ASIC, Foster has
provided other professional services to the Company for which it has received fees in the
amount of approximately $60,000 (excluding GST). In addition, Foster is entitled to subscribe
for 750,000 Options at an issue price of $0.0001 per Option following completion of the
Convertible Note Issue under the terms of the Offer Management Agreement.
Pursuit Capital Pty Ltd (Pursuit Capital) has acted as the Company’s corporate adviser in
relation to the Offer. The Company estimates it will pay Pursuit Capital a total of approximately
$105,000 (excluding GST) for these services. In addition to these fees, Pursuit Capital will be
issued 1,000,000 Options upon completion of the Offer under the terms of the Mandate Letter
Agreement. Further details of the Mandate Letter Agreement and the terms and conditions of
the Options are set out in Sections 7.9 and 13.4 respectively. During the 24 months preceding
lodgement of this Prospectus with the ASIC, Pursuit Capital has provided other professional
services to the Company for which it has received fees in the amount of approximately $40,000
(excluding GST). In addition, Pursuit Capital has an interest in 10,937,500 Swala BVI Shares
and, upon completion of the Acquisition, will be issued 472,636 Shares, 78,772 Class A
Performance Shares and 39,386 Class B Performance Shares.
BDO Corporate Finance (WA) Pty Ltd (BDO) has acted as Investigating Accountant and has
prepared the Investigating Accountant’s Report which is included in Section 9. The Company
estimates it will pay BDO a total of $10,000 (excluding GST) for these services. During the 24
months preceding lodgement of this Prospectus with the ASIC, BDO and its affiliates has
provided other professional services to the Company for which it has received fees in the
amount of $12,077 (excluding GST).
Coulson Harney Advocates has acted as the Company’s Kenyan advocates in relation to the
Offer and has prepared the Kenyan Advocate’s Report which is included in Section 12. The
Company estimates it will pay Coulson Harney Advocates a total of US$3,500 (excluding VAT)
for these services. During the 24 months preceding lodgement of this Prospectus with the
ASIC, Coulson Harney Advocates has provided other professional services for the benefit of
the Company for which it has received fees from the Company in the amount of US$7,500
(excluding VAT).
Velma Law has acted as the Company’s Tanzanian solicitors in relation to the Offer and has
prepared the Tanzanian Solicitor’s Report which is included in Section 11. The Company
estimates it will pay Velma Law a total of US$12,515.97 (including disbursements and VAT) for
these services. During the 24 months preceding lodgement of this Prospectus with the ASIC,
Velma Law has provided other professional services for the benefit of the Company for which it
has received fees in the amount of US$29,643.08 (including disbursements and VAT).
RISC Operations Pty Ltd (RISC) has acted as the Company’s Independent Technical Specialist
and has prepared the Independent Technical Specialist’s Report which is included in
Section 10. The Company estimates it will pay RISC a total of $15,000 (excluding GST) for
these services. During the 24 months preceding lodgement of this Prospectus with the ASIC,
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RISC has provided other professional services for the benefit of the Company which have
contributed to the preparation of the Independent Technical Specialist’s Report in Section 10
and for which it has received fees from the Company in the amount of $56,940 (excluding
GST).
Gilbert + Tobin has acted as the Australian solicitors to the Company in relation to the Offer.
The Company estimates it will pay Gilbert + Tobin a total of approximately $200,000 (excluding
GST) for these services. Subsequently, fees will be charged in accordance with normal charge
out rates. During the 24 months preceding lodgement of this Prospectus with the ASIC, Gilbert
+ Tobin has provided other professional services for the benefit of the Company for which it has
received fees in the amount of approximately $313,971 (excluding GST).
13.7 Consents
Each of the parties referred to in this Section:
(a)

does not make, or purport to make, any statement in this Prospectus other than those
referred to in this Section; and

(b)

to the maximum extent permitted by law, expressly disclaim and take no responsibility for
any part of this Prospectus other than a reference to its name and a statement included
in this Prospectus with the consent of that party as specified in this Section.

Argonaut Securities Pty Limited (Argonaut) has given its written consent to being named as
Joint Lead Manager to the Offer in this Prospectus. Argonaut has not withdrawn its consent
prior to the lodgement of this Prospectus with the ASIC.
Foster Stockbroking Pty Ltd (Foster) has given its written consent to being named as Joint
Lead Manager to the Offer in this Prospectus. Foster has not withdrawn its consent prior to the
lodgement of this Prospectus with the ASIC.
Pursuit Capital Pty Ltd has given its written consent to being named as the Company’s
corporate adviser in relation to the Offer in this Prospectus. Pursuit Capital Pty Ltd has not
withdrawn its consent prior to the lodgement of this Prospectus with the ASIC.
BDO Corporate Finance (WA) Pty Ltd (BDO) has given its written consent to being named as
Investigating Accountant in this Prospectus and to the inclusion of the Investigating
Accountant’s Report in Section 9 and all statements referring to or based on the Investigating
Accountant’s Report in the Prospectus in the form and context in which the information and
report is included. BDO has not caused or authorised the issue of this Prospectus and has not
withdrawn its consent prior to lodgement of this Prospectus with the ASIC.
Coulson Harney Advocates has given its written consent to being named as the Company’s
Kenyan advocates in this Prospectus and to the inclusion of the Kenyan Advocate’s Report in
Section 12 and all statements referring to or based on the Kenyan Advocate’s Report in the
Prospectus in the form and context in which the report is included. Coulson Harney Advocates
has not withdrawn its consent prior to lodgement of this Prospectus with the ASIC.
Velma Law has given its written consent to being named as the Company’s Tanzanian
solicitors in this Prospectus and to the inclusion of the Tanzanian Solicitor’s Report in
Section 11 and all statements referring to or based on the Tanzanian Solicitor’s Report in the
Prospectus in the form and context in which the report is included. Velma Law has not
withdrawn its consent prior to lodgement of this Prospectus with the ASIC.
RISC Operations Pty Ltd (RISC) has given its written consent to being named as the
Company’s Independent Technical Specialist in this Prospectus and to the inclusion of the
Independent Technical Specialist’s Report in Section 10 and all statements referring to or
based on the Independent Technical Specialist’s Report in the Prospectus in the form and
context in which the report is included. RISC has not withdrawn its consent prior to lodgement
of this Prospectus with the ASIC.
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Gilbert + Tobin has given its written consent to being named as the Australian solicitors to the
Company in this Prospectus. Gilbert + Tobin has not withdrawn its consent prior to the
lodgement of this Prospectus with the ASIC.
Link Market Services Limited has given its written consent to being named as the Company’s
share registry in this Prospectus. Link Market Services Limited has not withdrawn its consent
prior to the lodgement of this Prospectus with the ASIC.
13.8 Estimated Expenses of the Offer
The total expenses of the Offer (excluding GST) are estimated to be approximately $1,115,532
and are expected to be applied towards the items set out in the table below:
Item

Expenses ($)

ASX fees

$72,361

ASIC fees

$2,171

Joint lead manager fees
Pursuit Capital fees

1

2

Legal expenses

$105,000
$221,000

Independent Technical
Specialist’s fees

$15,000

Investigating Accountant’s
fees

$10,000

Print and mailing expenses

$20,000

Miscellaneous

$10,000

TOTAL
No te s :

$660,000

$1,115,532

1.

Please refer to Section 7.8 for a summary of the terms and conditions of the Offer Management Agreement
between the Company, Swala BVI, Argonaut and Foster.

2.

Please refer to Section 7.9 for a summary of the terms and conditions of the Mandate Letter Agreement
between the Company and Pursuit Capital.

13.9 Continuous disclosure obligations
Following admission of the Company to the official list of ASX, the Company will be a
‘disclosing entity’ (as defined in section 111AC of the Corporations Act) and, as such, will be
subject to regular reporting and disclosure obligations. Specifically, like all listed companies,
the Company is required to continuously disclose any information it has to the market which a
reasonable person would expect to have a material effect on the price or the value of the
Company’s securities.
Price sensitive information is publicly released through ASX before it is disclosed to
shareholders and market participants. Distribution of other information to shareholders and
market participants is also managed through disclosure to the ASX. In addition, the Company
will post this information on its website after the ASX confirms an announcement has been
made, with an aim of making the information readily accessible to the widest audience.
13.10 Electronic Prospectus
Pursuant to Class Order 00/44, the ASIC has exempted compliance with certain provisions of
the Corporations Act to allow distribution of an electronic prospectus and electronic application
form on the basis of a paper prospectus lodged with the ASIC, and the publication of notices
referring to an electronic prospectus or electronic application form, subject to compliance with
certain conditions.
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Any person accessing the electronic version of this Prospectus for the purpose of making an
investment in the Company must be an Australian resident and must only access the
Prospectus from within Australia.
If you have received this Prospectus as an electronic Prospectus, please ensure that you have
received the entire Prospectus accompanied by the Application Form. If you have not, please
contact the Company and the Company will send you, for free, either a hard copy or a further
electronic copy of this Prospectus or both. Alternatively, you may obtain a copy of this
Prospectus from the Company’s ASX announcements website at www.asx.com.au.
The Corporations Act prohibits any person passing onto another person an Application Form
unless it is attached to a hard copy of this Prospectus or it accompanies the complete and
unaltered version of this Prospectus.
The Company reserves the right not to accept an Application Form from a person if it has
reason to believe that when that person was given access to the electronic Application Form, it
was not provided together with the electronic Prospectus and any relevant supplementary or
replacement prospectus or any of those documents were incomplete or altered.
13.11 Litigation
As at the date of this Prospectus, the Company is not involved in any legal proceedings and the
Directors are not aware of any legal proceedings pending or threatened against the Company.
13.12 Financial Forecasts
The Directors have considered the matters set out in ASIC Regulatory Guide 170 and believe
that they do not have a reasonable basis to forecast future earnings on the basis that the
operations of the Company are inherently uncertain. Accordingly, any forecast or projection
information would contain such a broad range of potential outcomes and possibilities that it is
not possible to prepare a reliable best estimate forecast or projection.
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14 Directors’ Consent
This Prospectus is issued by the Company and its issue has been authorised by a resolution of
the Directors.
In accordance with section 720 of the Corporations Act, each Director has consented in writing
to the lodgement of this Prospectus with the ASIC.

Mr Ken Russell
Non-Executive Chairman
FOR AND ON BEHALF OF SWALA ENERGY LIMITED
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15 Definitions
12B JOA means the joint operating agreement between Swala Kenya and Tullow Kenya, a
summary of which is set out in Section 7.5.
12B PSC means the production sharing contract between Swala Kenya, Tullow Kenya and the
Kenyan Government dated 16 February 2012.
Acquisition means the proposed acquisition by the Company of all the issued capital in Swala
BVI on the terms and conditions set out in the Share Sale Agreement.
Applicant means an investor that applies for Securities using an Application Form pursuant to
this Prospectus.
Application means an application to subscribe for Shares under this Prospectus made on the
Application Form and accompanied by the relevant application monies.
Application Form means the application form attached to or accompanying this Prospectus
relating to the Offer.
Argonaut means Argonaut Securities Pty Ltd.
ASIC means the Australian Securities and Investments Commission.
ASX means ASX Limited (ABN 98 008 624 691).
ASX Listing Rules means the listing rules of ASX.
ASX Settlement means ASX Settlement Pty Ltd (ABN 49 008 504 532).
ASX Settlement Operating Rules means the operating rules of the settlement facility provided
by ASX Settlement as amended from time to time.
AUD$, Dollar or $ means Australian dollars.
BDO means BDO Corporate Finance (WA) Pty Ltd.
2

Block 12B means the block covering approximately 8,000 km in Kenya, East Africa and more
particularly described in Section 5.6(a).
Broker means a broker who is offered a firm allocation of Shares under the Broker Firm Offer.
Broker Firm Offer means the offer of Shares under this Prospectus to sophisticated or
professional investors (within the meaning of sections 708(8) and 708(11) of the Corporations
Act, respectively) and, following lodgement of this Prospectus, to eligible investors who are not
Institutional Investors and who have received a firm allocation from their Broker.
Business Day means a day on which trading takes place on the stock market of ASX.
Closing Date means the closing date for receipt of Application Forms under this Prospectus as
set out in Section 3.11 (unless extended or closed early by the Company).
Company or Swala means Swala Energy Limited (ACN 161 989 546).
Consideration Securities means the 60,000,000 Shares and 15,000,000 Performance Shares
to be issued to the Swala BVI Shareholders in consideration for the Acquisition in accordance
with the Share Sale Agreement.
Constitution means the Company’s Constitution as at the date of this Prospectus.
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Contractors means the contractors to the relevant Tanzanian PSC or the 12B PSC, as the
context requires.
Convertible Note Deeds means the convertible note deeds entered into by Swala BVI on the
terms and conditions summarised in Section 7.2.
Convertible Notes has the meaning given to it in Section 7.2.
Corporations Act means the Corporations Act 2001 (Cth).
Directors means directors of the Company at the date of this Prospectus and Director means
any one of them.
East African Projects means Block 12B, the Pangani Licence and the Kilosa-Kilombero
2
Licence, together covering a net area of approximately 22,000 km in Kenya and Tanzania and
more particularly described in Section 5.6.
East African Rift System means a series of linked intra-continental rift basins that extend over
a distance of some 3,500km and are 50km to 150km wide, the further details of which are set
out in Section 5.4(a).
End Date means 30 April 2013 or such other date as may be agreed by the Company and
David Mestres Ridge (as the representative for the Swala BVI Shareholders) in writing.
Exposure Period means the period of 7 days after the date of lodgement of this Prospectus,
which period may be extended by the ASIC by not more than 7 days pursuant to section 727(3)
of the Corporations Act.
Foster means Foster Stockbroking Pty Ltd.
Independent Technical Specialist means RISC Operations Pty Ltd.
Independent Technical Specialist’s Report means the Independent Technical Specialist’s
Report prepared by the Independent Technical Specialist included in Section 10.
Institutional Investor means an investor to whom offers or invitations in respect of securities
can be made without the need for a lodged prospectus (or other formality, other than a formality
with which the Company is willing to comply), including in Australia, persons to whom offers or
invitations in respect of securities can be made without the need for a lodged prospectus under
section 708 of the Corporations Act.
Institutional Offer means the invitation prior to the date of this Prospectus to certain
Institutional Investors in Australia and certain other jurisdictions to apply for Shares under this
Prospectus.
Investigating Accountant’s Report means the Investigating Accountant’s Report included in
Section 9.
Joint Lead Managers means Argonaut Securities Pty Ltd and Foster Stockbroking Pty Ltd and
Joint Lead Manager means either one of them.
Kainsha Energy Limited or KEL means the company incorporated pursuant to the laws of the
Republic of Zambia with Registration Number 99665.
Kenyan Government means the Government of the Republic of Kenya.
Kenyan Advocate’s Report means the Kenyan Solicitor’s Report included in Section 12.
Kilosa-Kilombero or Kilosa-Kilombero Licence means the block covering approximately
2
17,675 km in Tanzania, East Africa and more particularly described in Section 5.6(b).
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km means kilometres.
Mandate Letter Agreement means the mandate agreement between the Company and
Pursuit Capital pursuant to which Pursuit Capital was appointed as the Company’s corporate
adviser in respect of the Offer, the terms of which are more particularly described in Section
7.9.
MMstb means million US stock tank barrels.
Offer means the Offer as set out in this Prospectus.
Offer Management Agreement means the offer management agreement between the
Company, Swala BVI, Argonaut and Foster pursuant to which Argonaut and Foster were
appointed as joint lead managers to the Offer, the terms of which are more particularly
described in Section 7.8.
Official Quotation means quotation on the official list of ASX.
Opening Date means the opening date for receipt of Application Forms under this Prospectus
as set out in Section 3.11.
Option means an option to acquire a Share.
P50 Prospective Resources means those quantities of petroleum which are estimated, as of a
given date, to have a 50% certainty of being recoverable from undiscovered accumulations as
defined in the SPE-PRMS.
2

Pangani or Pangani Licence means the block covering approximately 17,156 km in
Tanzania, East Africa and more particularly described in Section 5.6(b).
Prospectus means this Prospectus.
Pursuit Capital means Pursuit Capital Pty Ltd.
Section means a section in this Prospectus.
Securities means Shares, Performance Shares and Options and, where the context permits,
means the Shares the subject of the Offer.
Share means a fully paid ordinary share in the capital of the Company and, where the context
permits, means the Shares the subject of the Offer.
Shareholders means the holders of Shares.
Share Registry means Link Market Services Limited.
Share Sale means the sale the subject of the Share Sale Agreement.
Share Sale Agreement means the agreement entered into between the Company, Swala BVI
and the Swala BVI Shareholders as summarised in Section 7.1.
Share Sale Condition has the meaning given to it in Section 7.1.
SOGTL or Swala Oil and Gas (Tanzania) Limited means Swala Oil and Gas (Tanzania)
Limited, a company incorporated pursuant to the laws of the United Republic of Tanzania with
Registration Number 84838.
SPE-PRMS means Petroleum Resources Management System, approved by the board of the
Society of Petroleum Engineers in March 2007 and endorsed by the boards of the Society of
Petroleum Engineers, American Association of Petroleum Geologists, World Petroleum Council
and Society of Petroleum Evaluation Engineers.
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Swala BVI means Swala Energy Limited, a company incorporated under the laws of the British
Virgin Islands with company number 1604418.
Swala BVI Share means a fully paid share of Swala BVI.
Swala BVI Shareholders means the holders of Swala BVI Shares.
Swala Group means the Company and its subsidiaries.
Swala Kenya means Swala Energy (Kenya) Limited, a company incorporated pursuant to the
laws of the Republic of Kenya with Registration Number 2011/56436.
Tullow means Tullow Oil plc.
Tullow Kenya means Tullow Kenya B.V.
Tanzanian Government means the Government of the United Republic of Tanzania.
Tanzanian JOAs means the joint operating agreements between SOGTL and Otto Energy
(Tanzania) Limited in respect of the Pangani Licence and Kilosa-Kilombero Licence,
summaries of which are set out in Section 7.7 and Tanzanian JOA means any one of them.
Tanzanian Licences means the Pangani Licence and Kilosa-Kilombero Licence.
Tanzanian PSC means a production sharing contracts between SOGTL, Otto Energy
(Tanzania) Limited, the Tanzanian Government and TPDC, each of which are dated 20
January 2012.
Tanzanian Solicitor’s Report means the Tanzanian Solicitor’s Report included in Section 11.
TDPC means the Tanzanian Petroleum Development Corporation, a body established under
the laws of the United Republic of Tanzania for the purposes of promoting the development of
the petroleum industry and production of petroleum in Tanzania.
US$ means the currency of the United States of America.
VAT means value added tax.
WST means western standard time, as recognised in Perth, Australia.
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