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Notes to the Unaudited Pro Forma Combined Condensed Consolidated Financial Statements 
 

On October 9, 2018, International Petroleum Corp. ("IPC" or the "Company") entered into an arrangement 
agreement to acquire BlackPearl Resources Inc. ("BlackPearl") pursuant to a plan of arrangement under Section 
192 of the Canada Business Corporation Act (the "Arrangement"). 

On December 14, 2018, IPC and BlackPearl completed the Arrangement and IPC acquired all of the issued and 
outstanding BlackPearl Shares. Upon completion of the Arrangement, BlackPearl became a wholly-owned 
subsidiary of IPC.  

On January 5, 2018, the Company completed the acquisition of the Suffield area oil and gas assets in southern 

Alberta, Canada (the “Suffield Assets”, while the acquisition of those assets is referred to as the “Suffield 

Acquisition”). 

1. Basis of presentation 
These unaudited pro forma combined financial statements (the "pro forma information") of IPC have been 
prepared by management and reflect the assumed transaction and assumptions in connection with the 
Arrangement and the Suffield Acquisition. The pro forma information gives pro forma effect to the Arrangement in 
accordance with National Instrument 51-102 Continuous Disclosure Obligations by applying pro forma 
adjustments to IPC’s, BlackPearl’s and the Suffield Assets’ historical consolidated financial statements. The pro 
forma reporting entity includes IPC and its subsidiaries as well as BlackPearl and the Suffield Assets.  

The unaudited pro forma combined condensed consolidated Balance sheet as at September 30, 2018 gives effect 
to the BlackPearl Arrangement and assumptions described herein as if they had occurred on September 30, 2018. 

The unaudited pro forma combined condensed consolidated statement of operations for the nine months ended 
September 30, 2018, and the unaudited pro forma combined condensed consolidated statement of operations for 
the twelve months ended December 31, 2017 give effect to the BlackPearl Arrangement, the Suffield Acquisition 
and assumptions described herein as if they had occurred on January 1, 2017.  

The accounting policies used in the preparation of the pro forma information are those set out in IPC’s audited 
consolidated financial statements as at and for the year ended December 31, 2017 which were prepared in 
accordance with International Financial Reporting Standards (“IFRS”) and IPC’s unaudited combined condensed 
consolidated interim financial statements as at and for the nine months ended September 30, 2018, which were 
prepared in accordance with International Accounting Standard 34, using accounting policies consistent with 
IFRS. The pro forma information has been prepared from information derived from and should be read in 
conjunction with: 

 IPC’s audited consolidated financial statements as at and for the year ended December 31, 2017, together 
with the accompanying notes; 
 

 IPC’s unaudited combined condensed consolidated financial statements for the three and nine months 
ended September 30, 2018, together with the accompanying notes; 
 

 BlackPearl’s audited financial statements as at and for the year ended December 31, 2017, together with 
the accompanying notes; and 
 

 BlackPearl’s unaudited financial statements for the three and nine months ended September 30, 2018, 
together with the accompanying notes. 

 the Suffield Assets' audited operating statement for the year ended December 31, 2017, together with the 
accompanying notes. 



 
For the purposes of the unaudited pro forma combined statement of operations, the statement of operations for 
BlackPearl and the Suffield Assets for the year ended December 31, 2017 and the nine month period ended 
September 30, 2018, which are presented in Canadian dollars, have been translated into US dollars using the 
following foreign exchange rates:   

Average rate for the year ended December 31, 2017:   1.2982 CAD/USD 

Average rate for the nine month period ended September 30, 2018: 1.2875 CAD/USD 

For the purposes of the unaudited pro forma combined condensed consolidated balance sheet, the consolidated 
balance sheet for BlackPearl as at September 30, 2018, which is presented in Canadian dollars, has been 
translated into US dollars using the following foreign exchange rate:  

Closing rate on September 30, 2018     1.3013 CAD/USD 

The description of certain line items in the Unaudited Combined Condensed Consolidated Statements of 

Comprehensive Income of BlackPearl and in the audited operating statement for the Suffield Assets have been 

changed to be consistent with the IPC unaudited interim combined condensed consolidated financial statements 

terminology and classification.  

The pro forma information may not be indicative of the results that would have occurred if the events reflected 

herein had been in effect on the dates indicated or of the results which may be obtained in the future. No 

adjustments have been made to reflect the operating synergies and administrative cost savings that could result 

from the combination of these entities. The allocation of the total consideration to the net assets acquired in the 

Arrangement is preliminary and based on estimates of fair value and other amounts and such estimates may be 

adjusted in the future. As these amounts are preliminary, differences in the actual amounts assigned to the fair 

values of the identifiable assets and liabilities upon the completion of detailed valuations and calculations could 

differ materially and result in changes in periods subsequent to completion of the Arrangement. In the opinion of 

management, the pro forma information includes all material adjustments necessary for a fair presentation of the 

financial results and financial position of IPC.  

Pro forma financial information is by its nature intended to describe a hypothetical situation. The Corporation is 

only presenting the unaudited condensed pro forma financial information for illustrative purposes, and the 

unaudited condensed pro forma financial information should not be seen as an indication of the actual profits or 

financial position that would have occurred had the relevant events actually have occurred at the indicated dates. 

Further, the pro forma financial information should not be seen as an indication of the Corporation’s future profit 

or financial position.  

IPC incurred certain transaction costs in connection with the Arrangement of approximately USD 2.3 million. In 
accordance with IFRS 3, these costs have been expensed as incurred in the income statement for the year ended 
December 31, 2018. No material acquisition-related costs were recognized in 2019. 

 

2. Pro forma Combined Condensed Consolidated Balance Sheet as at September 30, 2018 
The unaudited pro forma combined condensed consolidated balance sheet as at September 30, 2018 gives effect 
to the Arrangement as if it had occurred on September 30, 2018, considering the assumptions described below. 

A. Consideration and Purchase Price Allocation 
The final consideration is based on 75,798,219 IPC common shares issued to shareholders of BlackPearl at a 
share price of CAD 5.19 (USD 3.89) for a total consideration of CAD 393,393 thousand (USD 294,478 thousand). 
The number of IPC common shares issued is based on the number of BlackPearl common shares outstanding, 
the numbers of stock options “in the money” and RSUs which both vest on a change of control, mu ltiplied by the 
0.22 exchange ratio established in the Arrangement.  

The Arrangement has been accounted for as a business combination using the acquisition method of accounting 
whereby the assets acquired and liabilities assumed are recognized at their fair value. The fair value assigned to 
the net assets acquired is preliminary and based on estimates and assumptions using information available at the 
time of preparation of this pro forma financial information.  



 
 

 

 

No goodwill or negative goodwill has been recognized in the preliminary allocation of the purchase price. 

The amounts disclosed above were determined provisionally pending the finalization of the valuation for those 
assets and liabilities. Up to twelve months from the Effective Date of the Arrangement, further adjustments may 
be made to the fair values assigned to the identifiable assets acquired and liabilities assumed, as well as to the 
fair value of the consideration transferred. 

B. Asset retirement obligations 
The book value of asset retirement obligations as reflected in BlackPearl’s balance sheet was measured using a 
risk-free rate of 2.45 per cent. For the purpose of the preliminary purchase price allocation, the fair value of asset 
retirement obligations was adjusted to use a credit adjusted risk-free rate of 8 per cent. As a result of the change 
in the discount factor used, an adjustment of USD 25,445 thousand has been recognized. 

C. Financial liabilities 
The fair value of the long term debt as recognized by BlackPearl has been adjusted for the capitalized borrowing 
costs for an amount of USD 1,106 thousand to recognize the full outstanding liability under the BlackPearl credit 
facilities being CAD 125,000 thousand (USD 96,057 thousand).  

D. Exploration and evaluation ("E&E") assets  
No value has been allocated to contingent resources and therefore IPC has not allocated any of the preliminary 
purchase price to the E&E assets.   

E. Deferred Tax Assets 
The net deferred tax assets was adjusted by USD 51,366 thousand by applying the Canadian income tax rate of 
27% to the temporary differences identified within the preliminary purchase price allocation.  

Number of IPC common shares issued 75,798,219

IPC common share price at December 13, 2018 CAD 5.19

Consideration CAD'000 393,393

Consideration equivalent at an exchange rate of USD/CAD 1.3359 USD'000 294,478

Thousands USD

Fair value of assets and liabilities of BlackPearl acquired:

Cash and cash equivalents 3,044                  

Trade and other receivables 14,449                 

Inventory 168                     

Prepaid expenses and deposits 1,201                  

Fair value of risk management assets 137                     

Deferred tax assets 60,269                 

Exploration and evaluation assets -                         

Property, plant and equipment 411,160               

Accounts payable and accrued liabilities (24,946)                

Fair value of risk management liabilities (26,386)                

Decommissioning liabilities (37,905)                

Deferred consideration (10,657)                

Long-term debt (96,057)                

Net assets acquired 294,478               



 
 

3. Pro forma Combined Condensed Consolidated Statement of Operations for the nine month 

period ended September 30, 2018 
The unaudited pro forma combined condensed consolidated statement of operations for the nine month period 
ended September 30, 2018 gives effect to the Arrangement as if it had occurred on January 1, 2017, considering 
the assumptions described below. 

3.1 Reclassifications 
Certain items have been reclassified in the unaudited pro forma combined condensed consolidated statement of 
operations to align revenues and expenses of BlackPearl to IPC’s statement of operations presentation as follows: 

A. Stock based compensation 
The stock based compensation amount has been reclassified within the line “general administrative and 
depreciation expenses”.  

Other than this reclassification, management did not identify any material differences between the accounting 
policies applied by IPC and the accounting policies used in the preparation of the unaudited statement of 
operations of BlackPearl. 

3.2 Pro forma adjustments relating to the BlackPearl Acquisition 
Pro forma adjustments have been made in the following lines of the unaudited pro forma combined condensed 
consolidated statement of operations. 

A. Depletion and decommissioning costs 
A decrease in the depletion charge of USD 3,205 thousand has been reflected to recognize the revised depletion 
base of the property, plant and equipment following the preliminary purchase price allocation. To calculate the 
adjustment, an average depletion rate per boe of USD 7.30 was calculated and has been applied to total 
production volumes produced by BlackPearl as stated in their MD&A for the nine month period ended September 
30, 2018.  

B. Unwinding of asset retirement obligation discount 
The unwinding of the discounting of the asset retirement obligation for BlackPearl has been adjusted based on 
the calculation made for the preliminary allocation of the purchase price. The discount rate assumed is 8 per cent 
and the discounting is being assumed to be unwound to the estimated dates of abandoning each well and facility 
belonging to BlackPearl. The adjustment amounts to USD 818 thousand for the nine month period ending 
September 30, 2018.  

C. Income tax  
A deferred tax credit has been recognised for an amount of USD 645 thousand to reflect the deferred tax impact 
on the pro forma adjustments. This adjustment was recorded using the Canadian income tax rate of 27%. 

D. Earnings per share 
Pro forma basic and diluted earnings per share was calculated using the pro forma net result divided by the 
weighted average number of IPC shares outstanding after giving effect to the Arrangement (see Note 2A).   



 
 

4. Pro forma Combined Condensed Consolidated Statement of Operations – for the year ended 

December 31, 2017 

4.1 IPC Combined Condensed Consolidated Pro Forma Statement of Operations 
The IPC combined condensed consolidated pro forma statement of operations gives effect to the Suffield 
Acquisition as if it had occurred on January 1, 2017. 

 

Unaudited Pro Forma Income Statement for 2017 

 
 Audited Audited Unaudited Unaudited 

USD Thousands  

IPC 
Consolidated 

Income 
Statement 

Suffield Assets 
Operating 

Statement1 
Pro Forma 

Adjustments 

IPC Condensed 
Pro Forma 

Income Statement 
     

Sales of oil and gas 185,182 185,659 – 370,841 

Change in under/over lift position (613) – – (613) 

Other revenue 18,432 – – 18,432 

Royalties – (7,183) – (7,183) 

Total Revenue 203,001 178,476 – 381,477 

     

Cost of operations (53,389) (54,984) – (108,373) 

Tariff and transportation expenses (3,361) (36,202) 24,172 (15,391) 

Direct production taxes (3,999) (112) – (4,111) 

Change in inventory position (3,688) – – (3,688) 

Other costs – – (24,172) (24,172) 

Production costs (64,437) (91,298) – (155,735) 

     

Depletion and decommissioning costs (54,555)  (44,315) (98,870) 

Depreciation of other assets (31,629)  – (31,629) 

Exploration and business development costs (3,786)  – (3,786) 

Impairment costs 164  – 164 

Gross Profit 48,758  (44,315) 91,621 

     

General administrative and depreciation 

expenses 

(10,400)  (1,600) (12,000) 

Profit before financial items 38,358  (45,915) 79,621 

     

Finance income 94  – 94 

Foreign exchange loss, net (8,922)  – (8,922) 

Unwinding of asset retirement obligation 

discount 

(3,557)  (5,346) (8,903) 

Interest expense (1,378)  (12,285) (13,663) 

Amortization of loan fees (700)  (2,748) (3,448) 

Loan commitment fees (391)  (902) (1,293) 

Other financial costs (53)  – (53) 

Net financial items (14,907)  (21,281) (36,188) 

     

Profit before tax 23,451  (67,196) 43,433 

     

Income tax (728)  (5,395) (6,123) 

     

Net result 22,723  (72,591) 37,310 

1 Note that the Suffield Assets operating statement was audited to the production costs line only and has been translated into US dollars using the average rate for the year ended December 

31, 2017 of 1.2982 CAD/USD. 

See the accompanying notes to the Unaudited Condensed Pro Forma Income Statement. 



 

 
Pro Forma adjustments 

The Unaudited Condensed Pro Forma Income Statement gives effect to the Acquisition as if it had occurred on 
January 1, 2017, considering the assumptions described below.  

Certain items have been reclassified in the Unaudited Condensed Pro Forma Operating Statement to 
appropriately align the revenues and expenses of the Suffield Assets to IPC’s financial statements presentation. 
Cenovus purchased condensate to dilute oil production and meet pipeline specification for its Suffield oil products. 
A pro forma adjustment of USD 24,172 thousand relating to condensate used for blending, has been reflected in 
the Unaudited Condensed Pro Forma Income Statement to reclassify such item from the line “Tariff and 
transportation expenses” as reported under the Suffield Assets information into the line “Other costs”.  

Other than this reclassification, management did not identify any material difference between the accounting 
policies applied by IPC and the accounting policies used in the preparation of the audited operating statements 
for the Suffield Assets. 

Pro forma Adjustments have been made in the following lines of the Unaudited Condensed Pro Forma Income 
Statement: 

(i) Depletion and decommissioning costs 

A depletion rate of CAD 6.44 per boe has been applied to total production volumes produced by the 
Suffield Assets for the year ended 2017. This depletion rate is based on the rate calculated for the financial 
statements for the first quarter of 2018 following the preliminary allocation of the purchase price.  There 
have been no material changes to the preliminary allocation of the purchase price. 

(ii) General administrative and depreciation expenses 

Additional general, administrative and depreciation expenses have been included in the pro forma to 
reflect the estimated annual amount that would have been charged to the income statement had the 
Acquisition completed on January 1, 2017. 

(iii) Unwinding of asset retirement obligation discount 

The unwinding of the discounting of the abandonment retirement obligation for the Suffield Assets has 
been included based on the calculation made for the preliminary allocation of the purchase price. The 
discount rate assumed is 8 per cent and the discounting is being assumed to be unwound to the estimated 
dates of abandoning each well and facility belonging to the Suffield Assets. 

(iv) Interest expense, amortization of loan fees and loan commitment fees 

The interest expense, amortization of loan fees and loan commitment fees have been calculated assuming 
that the financing associated with the Acquisition was entered into on January 1, 2017. All cash flow 
generated for 2017 from the Suffield Assets has been assumed to have been used to partly repay the 
Canadian loan facility. Average 2017 floating interest rates of 1.2 percent and 1.1 percent were applied 
for the International reserve-based lending facility and the Canadian loan facility respectively. 

(v) Income tax 

Income tax on the pro forma Canadian taxable income for 2017 has been applied at the Canadian tax 
rate of 27 percent. 

 

4.2 Reclassifications relating to the BlackPearl Acquisition 
Certain items have been reclassified in the unaudited pro forma combined condensed consolidated statement of 
operations to align revenues and expenses of BlackPearl to IPC’s statement of operations presentation as follows. 

A. Stock based compensation 
The stock based compensation amount has been reclassified within the line “general administrative and 
depreciation expenses”.  

Other than this reclassification, management did not identify any material differences between the accounting 
policies applied by IPC and the accounting policies used in the preparation of the unaudited statement of 
operations of BlackPearl.  



 
 

4.3 Pro Forma Adjustments relating to BlackPearl Acquisition 
Pro forma adjustments have been made in the following lines of the unaudited pro forma combined condensed 
consolidated statement of operations. 

A. Depletion and decommissioning costs 
A decrease in the depletion charge of USD 5,524 thousand has been reflected to recognize the revised depletion 
base of the property, plant and equipment following the preliminary purchase price allocation. To calculate the 
adjustment, an average depletion rate per boe of USD 7.30 was calculated and has been applied to total 
production volumes produced by BlackPearl as stated in their MD&A for the year ended December 31, 2017.  

B. Unwinding of asset retirement obligation discount 
The unwinding of the discounting of the asset retirement obligation for BlackPearl has been included based on 
the calculation made for the preliminary allocation of the purchase price. The discount rate assumed is 8 per cent 
and the discounting is being assumed to be unwound to the estimated dates of abandoning each well and facility 
belonging to BlackPearl. The adjustment amounts to USD 824 thousand for year ended December 31, 2017.  

C. Income tax  
A deferred tax credit has been recognised for an amount of USD 1,269 thousand to reflect the deferred tax impact 
on the pro forma adjustments. This adjustment was recorded using the Canadian income tax rate of 27%. 

D. Earnings per share 
Pro forma basic and diluted earnings per share was calculated using the pro forma net result divided by the 
weighted average number of IPC shares outstanding after giving effect to the Arrangement (see Note 2A).   

 



 

 

 


