
EASTCOAST ENERGY CORPORATION

Consolidated Income Statement (unaudited)
	


Note
Period ended 
(thousands of US dollars)

30 September 2004

	Revenue



	Operating
2
50

	Cost of sales


	Production and distribution expenses

(6)


	Depletion

(1)

	Gross profit

43

	Administrative expenses

(126)

	Other operating expenses
3
(1)

	Loss before taxation

(84)

	Taxation
5
–

	Loss for the period

(84)

	Loss per share
14

	Basic (US$)

0.0040

	Diluted (US$)

0.0036


See accompanying notes to the consolidated financial statements.​

Consolidated Balance Sheet (unaudited)

	
	
	

	(thousands of US dollars)
	Note
	As at

30 September 2004

	ASSETS
	
	

	Current assets
	
	

	Cash and cash equivalents
	7
	2,219

	Trade and other receivables
	8
	1,472

	
	
	3,691

	Natural gas properties 
	9
	9,568

	
	
	13,259

	LIABILITIES
	
	

	Current liabilities
	
	

	Trade and other payables
	10
	1,402

	SHAREHOLDERS’ EQUITY
	
	

	Capital stock
	13
	11,862

	Capital reserves
	
	79

	Accumulated losses
	
	(84)

	
	
	11,857

	
	
	13,259


See accompanying notes to the consolidated financial statements.

Consolidated Statement of Cash Flows (unaudited)

	


Period ended 
(thousands of US dollars)
30 September 2004

	CASH FLOWS FROM OPERATING ACTIVITIES


	Net loss before taxation
(84)

	Adjustments for:


	
Depletion 
1

	
Stock-based compensation
79

	Operating profit before working capital changes
(4)

	
Decrease in trade and other receivables
931

	
Decrease in trade and other payables
(547)

	Net cash flow from operating activities
380

	CASH FLOWS FROM INVESTING ACTIVITIES


	Acquisition of natural gas properties 
(158)

	Net decrease in cash and cash equivalents
222

	Cash and cash equivalents at 31 August 2004
1,997

	Cash and cash equivalents at 30 September 2004
2,219


See accompanying notes to the consolidated financial statements

Statement of Changes in Equity (unaudited)

	(thousands of US dollars)
	Capital stock
	Capital reserve
	Accumulated loss
	Total

	
	
	
	
	

	Balance as at 31 August 2004
	11,862
	-
	-
	11,862

	Loss for the period
	-
	-
	(84)
	(84)

	Stock-based compensation
	-
	79
	-
	79

	Balance as at 30 September 2004
	11,862
	79
	(84)
	11,857


Notes to the Consolidated Financial Statements

General Information

EastCoast Energy Corporation (“EastCoast” or the “Company”) was incorporated on 28 April 2004 under the laws of the British Virgin Islands. Between 28 April 2004 and 30 August 2004, EastCoast was a 100% subsidiary of PanOcean Energy Corporation Limited (“PanOcean”). On 31 August, as part of a Scheme of Arrangement, the Class A and Class B Subordinated Voting Shares in the Company were distributed to the PanOcean shareholders and the Company was listed on the TSX Venture Exchange under the symbols ECE.A and ECE.B. These financial statements are the first Consolidated Financial Statements to be prepared by the Company since it was incorporated and covers the period 31 August 2004 to 30 September 2004.

The Company is party to a gas-to-electricity project in Tanzania. The Company’s operations at the Songo Songo gas field in Tanzania provide for EastCoast to operate five producing wells and two 35 mmcf/d dehydration and refrigeration gas processing units on Songo Songo Island on behalf of Songas Limited (“Songas”) at cost. Gas processed by EastCoast is transported to Dar es Salaam.

Gas produced and sold from the Songo Songo field is either Protected Gas or Additional Gas. Protected Gas is 100% owned by Tanzania Petroleum Development Corporation (“TPDC”) and is sold to Songas under a twenty year Gas Agreement primarily for use at the Ubungo Power Plant and the Wazo Hill cement plant. The Protected Gas can only be used as feedstock for specified turbines and kilns and it is estimated that the maximum consumption is 44.8 mmcf/d based on a 100% load factor. However, over a twenty year period, it is forecast that a 75% utilization rate would be more likely.

Gas sales in excess of that required for the Protected Gas users is categorized as Additional Gas. The Company has the exclusive right to explore, develop, produce and market all Additional Gas. Revenues from the sale of Additional Gas, net of transportation tariff, are shared with TPDC in accordance with the terms of the Production Sharing Agreement (“PSA”) until October 2026.

Basis of preparation

These Consolidated Financial Statements are measured and presented in US dollars as the main operating cash flows are linked to this currency through the commodity price. Management is required to make estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenue and expenses during the period. Actual results could differ from these estimates.

1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
a) Statement of compliance

  The Consolidated Financial Statements have been prepared in accordance with the International Financial Reporting Standards (“IFRS”) issued by the International Accounting Standards Board (“IASB”) and interpretations issued by the Standing Interpretations Committee of the IASB.

b) Basis of consolidation


i)
Subsidiaries

  The Consolidated Financial Statements include the accounts of the Company and all its subsidiaries (collectively, the “Company”). Subsidiaries are those enterprises controlled by the Company. Control exists when the Company has the power, directly or indirectly, to govern the financial or operating policies of those enterprises. The financial statements of subsidiaries are included in the Consolidated Financial Statements from the date that control commences until the date that control ceases.


The following companies have been consolidated within the financial statements:


 Subsidiary

Registered
Holding


 PAE PanAfrican Energy Corporation
Mauritius
100 percent


 PanAfrican Energy Tanzania Limited
Jersey
100 percent


ii)
Transactions eliminated upon consolidation


Intra-company balances and transactions, and any unrealised gains arising from intra-company transactions, are eliminated in preparing the Consolidated Financial Statements.

c) Foreign currency

  Foreign currency transactions are recorded at the rate of exchange prevailing at the date of transaction. Monetary assets and liabilities in foreign currencies are translated at period-end rates. Non-monetary items are translated at historic rates, unless such items are carried at market value, in which case they are translated using the exchange rates that existed when the values were determined. Any resulting exchange rate differences are taken to the income statement.

d) Derivative financial instruments

  The Company may use derivative financial instruments to hedge its exposure to foreign exchange, interest rate and commodity price risks arising from operational, financing and investment activities. In accordance with its treasury policy, the Company does not hold or issue derivative financial instruments for trading purposes. However, derivatives that do not qualify for hedge accounting are accounted for as trading instruments.


Derivative financial instruments are initially recorded at cost. Subsequent to initial recognition, derivative financial instruments are stated at fair value. Recognition of any resultant gain or loss depends on the hedge accounting model applied.

e) Carried Interest


The Company conducts certain international operations jointly with foreign governments or parastatal entities in accordance with production sharing agreements. Under these agreements, the Company pays both its share and the parastatal’s share of operating, administrative and capital costs. The Company recovers all the operating, administrative and capital costs including the parastatal’s share of these costs from future revenues over several years. The parastatal’s share of operating and administrative costs are recorded in operating and general and administrative costs when incurred and capital costs are recorded in ‘Natural Gas Properties’. All recoveries are recorded as revenue in the year of recovery in accordance with accounting policy 1 (n).

f) Natural gas properties


The Company follows the full cost method of accounting for natural gas operations. Capitalised costs include land acquisition, geological and geophysical activities, lease rentals on non-producing properties, drilling both productive and non-productive wells, pipeline and related gas distribution equipment, market development and overhead charges directly related to exploration and development activities. 


Costs are depleted on the unit-of-production method based on the estimated proved reserves as estimated by independent reservoir engineers. Costs of acquiring and evaluating unproved properties are excluded from costs subject to depletion until it is determined whether or not proved reserves are attributable to the properties, or impairment occurs. 


Costs incurred are not depleted until commercial production commences. These capitalised costs are periodically assessed to determine whether it is likely that such costs will be recovered in the future. To the extent that there are costs that are unlikely to be recovered in the future, they are written off and charged to earnings. 


Capitalised costs, less accumulated depletion are limited to an amount equal to the estimated discounted future net revenue from proven reserves plus the cost (net of impairments) of unproven properties.  

g) Depreciation


Depreciation in respect of non natural gas assets is charged to the income statement on a straight line basis over the estimated useful lives of each class of asset. The estimated useful lives are as follows:


Leasehold improvements
Over remaining life of the lease

Computer equipment
3 years


Vehicles

3 years


Fixtures and fittings
4 years


Technical equipment
3 years

h) Operatorship


The Company operates the gas field, flow lines and gas processing plant on behalf of Songas at cost. 


The cost of operating and maintaining the wells and flow lines is paid for by EastCoast and Songas in proportion to the respective volumes of Protected Gas and Additional Gas sales. The costs of operating and maintaining the wells and flow lines are reflected in the accounts to the extent that the costs relate to Additional Gas sales.


The cost of of operating the gas processing plant is paid by Songas. Where there are Additional Gas sales, a transportation tariff is paid to Songas as compensation for using the gas processing plant. This transportation tariff is netted off revenue in accordance with accounting policy 1 (n). 

i) Trade and other receivables


Trade and other receivables are stated at cost less impairment losses.

j) Cash and cash equivalents


Cash and cash equivalents include cash on deposit and highly liquid investments with original maturities of three months or less.

k) Impairment


Consideration is given on each balance sheet date to determine whether there is any indication of impairment of the carrying value of the Company’s assets. If any indication exists, an asset’s recoverable amount is estimated. An impairment loss is immediately recognised in the income statement whenever the carrying value of an asset exceeds its estimated recoverable amount. The recoverable amount is the greater of the selling price and value in use. In assessing value in use, the estimated future cash flows are discounted to their present value using a risk adjusted discount factor.

l) Employment benefits


i)
Pension


The Company does not operate a pension plan, but it does make defined contributions to the statutory pension fund for employees in Tanzania. Obligations for contributions to the statutory pension fund are recognised as an expense in the income statement as incurred.


ii) 
Equity and equity-related compensation benefits


The share option plan programme allows Company officers, directors and key personnel to acquire shares at an exercise price determined by the Company. When the options are exercised, equity is increased by the amount of the proceeds received.


The Company estimates the fair value of the stock options on the grant date using the Black-Scholes option pricing model with the assumptions described in note 13. The fair value of the options is expensed over the vesting period.


iii)
Bonuses


Bonuses received by Company senior management are discretionary. Period-end bonuses are recognised in the income statement for the period to which they relate.

m) Provisions


A provision is recognised in the balance sheet when the Company has a legal or constructive obligation as a result of a past event, and it is probable that an outflow of economic benefits will be required in the future to settle the obligation. If the effect is material, provisions are determined by discounting the expected future cash flows at a pre-tax rate that reflects the current market assessments of the time value of money and, where appropriate, the risks specific to the liability.


No provision has been made for future site restoration costs since the Company has no obligation under the PSA to restore the fields at the end of their commercial lives.

n) Revenue recognition


Revenue represents the Company’s share of gas sales during the period, net of the transportation tariff as described in note l (h). The revenue includes those costs that may be recovered under the terms of production sharing agreements including those paid on behalf of parastatal organisations.

o) Operating lease payments


Payments made under operating leases are recognised in the income statement on a straight line basis over the term of the lease.

p) Taxation


Income tax on the profit for the period comprises current and deferred tax.


The Company is liable to Tanzanian income tax, but this is paid through the profit sharing arrangements with TPDC. Where income tax is payable, the Company’s net revenue is grossed up for the tax and the income tax shown as current tax. 


Under the terms of the PSA, in the event that all costs have been recovered with an annual return of 25% plus the percentage change in the United States Industrial Goods Producer Price Index, an additional profits tax is payable to the Government of Tanzania.


Deferred tax is provided using the balance sheet liability method, providing for temporary differences between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation purposes. The amount of deferred tax provided is based on the expected manner of realisation or settlement of carrying amount of assets and liabilities using tax rates enacted or substantially enacted at the balance sheet date. 


A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be available against which the assets can be utilised. Deferred tax assets are reduced to the extent that it is no longer probable that the related tax benefits will be realised.

q) Segmental reporting


No segment information has been presented, since all the revenue generating operations and assets are located in Tanzania.

r) Discontinued operations


A discontinued operation is a clearly distinguishable component of the Company’s business that is abandoned or terminated pursuant to a single plan and, accordingly, the Company only reflects its proportionate interest in such activities.

2 Revenue



Period ended 


30 September 2004

	Operating revenue
	50



The Company started commercial gas sales on 18 September 2004. The revenue reported is the Company’s proportionate share of revenue as calculated in accordance with the accounting policy 1(n).

3 Other Operating Expenses



Period ended 



30 September 2004



	Foreign exchange loss
	1


4 Personnel Expenses


The average number of employees during the period was ten. The costs, net of Songas recharges for the operatorship of the gas processing plant, are as follows:

Period ended 



30 September 2004

	Wages and salaries
	38

	Social security costs
	12

	Other statutory staff costs
	5

	
	55

	Capitalised pre-operating costs
	(33)

	
	22


5 Taxation

The Company was not liable to any Tanzanian income tax in the period under review.

6 Opening Balance Sheet

As at 31 August 2004, PanOcean spun out its interests in Tanzania to its shareholders on completion of a Scheme of Arrangement. Accordingly, certain assets and liabilities of PanOcean relating to the Tanzanian business segment were transferred to the Company. The following table analysis the net assets distributed and the opening balance sheet for the Company as at 31 August 2004. 




31 August 2004


2004

	Cash and cash equivalents
	1,997

	Trade and other receivables
	2,403

	Natural gas properties
	9,411

	Trade and other payables
	(1,949)

	Total net assets
	11,862


7 Cash and Cash Equivalents



30 September 2004

	Cash and short term deposits
	2,219


   Included in the cash and cash equivalent is $213,000 advanced from Songas under the terms of the Operatorship Agreement to pay for the costs of operating the wells and gas processing plant. 

8 Trade and Other Receivables
30 September 2004

	Trade receivables
	88

	Prepayments
	21

	Other receivables
	1,363

	
	1,472


9 Natural Gas Properties 



30 September 2004

	Costs
	

	As at 31 August 2004
	9,411

	Additions
	158

	As at 30 September 2004
	9,569

	Depletion
	

	As at 31 August 2004
	-

	Charge for the period
	1

	As at 30 September 2004
	1

	Net Book Value
	

	As at 30 September 2004
	9,568

	As at 31 August 2004
	9,411


  The majority of the Company’s costs were capitalised until commercial sale of the Additional Gas commenced on 18 September 2004.


Included in Natural Gas Properties at 30 September 2004 are $5.6 million of capitalised costs that are recoverable out of 75% of the proceeds of the sale of Additional Gas net of transportation tariffs. The recovery of these costs is dependent on the future sales of commercial gas. The costs are included in Revenue in the period of recovery as set out in note 1 (n) and depleted in accordance with accounting policy 1 (f).


The Natural Gas Properties may be further analysed as follows:

	
	Recoverable costs
	Non-recoverable costs
	Total

	At 31 August 2004
	5,407
	4,004
	9,411

	Additions during the period
	158
	–
	158

	Depletion
	–
	(1)
	(1)

	As at 30 September 2004
	5,565
	4,003
	9,568



The non-recoverable costs are primarily costs incurred on the Songo Songo project prior to the signing of the PSA. Accordingly, they are not recoverable under the PSA and are depleted in accordance with accounting policy 1(f).

  The Company does not have any unproven property costs that are being excluded from the depletion calculation.

10 Trade and Other Payables
30 September 2004

	Trade payables
	394

	Other payables
	1,008

	
	1,402


11 Financial Instruments

The company is exposed to market risks resulting from fluctuations in commodity prices, foreign exchange rates and interest rates in the normal course of operations. The Company monitors these risks. The Company may enter into financial instruments to manage its exposure to these risks.


 Credit risk


Substantially all the accounts receivable are due from PanOcean and Songas. As there are a limited number of gas customers, the Company is currently exposed to the potential default by any one of these counterparties. The level of receivables will be closely monitored.


Foreign currency risk


The Company’s exposure to foreign currency risk is limited to exchange rate fluctuations on foreign currency cash balances and the expenditure in currencies outside of the US dollar. 


Commodity prices


The Company did not enter into any financial contracts during the period as there was limited exposure to commodity prices. 

12 Deferred Tax Assets and Liabilities

As at 30 September 2004, the Company has a deferred tax provision of nil.

13 Capital Stock

Authorised

	50,000,000 Class A Common Shares
	No par value

	50,000,000 Class B Subordinate Voting Shares
	No par value


  The class A and class B shares rank pari passu in respect of dividends and repayment of capital in the event of winding-up. Class A shares carry twenty votes per share and class B shares carry one vote per share. The class A shares are convertible at the option of the holder at any time into class B shares on a one-for-one basis. The class B shares are convertible into class A shares on a one-for-one basis in the event that a take over bid is made to purchase class A shares which must, by reason of a stock exchange or legal requirements, be made to all or substantially all of the holders of class A shares and which is not concurrently made to holders of class B shares.

	Number of shares (thousands)
	Authorised
	Issued
	Valuation at par value

	Class A
	
	
	

	As at 31 August and 30 September
	50,000
	1,751
	983

	Class B
	
	
	

	As at 31 August and 30 September
	50,000
	19,386
	10,879

	Total as at 30 September
	100,000
	21,137
	11,862


  All of the issued capital stock was considered fully paid at the time of spin off from PanOcean.


Stock-based Compensation Plan

  On 1 September, 2,000,000 options (‘Options’) were issued to certain Directors, Officers and Consul​tants. These Options have a term of 10 years and vest as to a third on 1 September 2004 and a third on each of the anniversaries in the following two years. At 30 September 2004, 666,666 options were exercisable. The exercise price for the Options is C$1 representing the closing price of the Class B subordinated Voting Shares on 31 August 2004.


The Company has elected to adopt the fair method value of option valuation IFRS 2. The fair value of each option was estimated as at the date of the grant using the Black-Scholes option pricing model with the following assumptions: risk-free interest rate of 2.6%, dividend yield of 0%, expected life of 10 years and volatility of 60%.


On this basis, the fair value of the Options is $0.9 million, with a compensation expense of $79,000 for the period ended 30 September 2004 and a corresponding amount booked to a capital reserve.


No Options were exercised during the period ended 30 September 2004.

14 Loss Per Share

The calculation of basic loss per share is based on the net loss attributable to ordinary shareholders of $84,000 and a weighted average number of ordinary shares outstanding during the period of 21,137,439.

15 Reconciliation of IFRS to Accounting Principles Generally Accepted in Canada

The Consolidated Financial Statements have been prepared in accordance with the IFRS basis of accounting, which differ in some respects from those in Canada. There were no material differences in accounting principles as they pertain to the accompanying Consolidated Financial Statements. 

16 Operating Leases


Non-cancellable operating lease rentals are payable as follows:



30 September 2004

	Less than one year
	92

	Between one and five years
	199

	
	291



The Company has rented office property under the five year operating lease expiring 30 November 2007.

17 Post Balance Sheet Events


There are no undisclosed post balance sheet events.

18 Commitments and Contingencies


There are no undisclosed commitments.

  Under the terms of the PSA, in the event that there is a shortfall in Protected Gas as a consequence of the sale of Additional Gas, then the Company is liable to pay the difference between the price of Protected Gas ($0.55 per mmbtu) and the price of an alternative feedstock multiplied by the volumes of Protected Gas up to a maximum of the volume of Additional Gas sold. Songas has the right to request reasonable security on all Additional Gas sales. No security has been requested for the initial industrial gas sales, but Songas still retains this right and may require security for larger volumes.

19 Directors and Officers Emoluments 

	
	Base

Salary
	Bonus
	Other compensation
	Total
	Share options

	Directors
	
	
	
	
	

	W. David Lyons (i)
President and CEO
	-
	-
	-
	-
	1,000,000

	Peter R. Clutterbuck (ii)
Acting President
	20
	-
	-
	20
	400,000

	Nigel A. Friend (ii)
Vice President and CFO
	17
	-
	-
	17
	200,000

	John Patterson (ii)
Non Executive Director
	2
	-
	-
	2
	50,000

	Robert Spence (ii)
Non Executive Director
	2
	-
	-
	2
	50,000

	Officers
	
	
	
	
	

	Pierre Raillard (iii)

Vice President Operations
	16
	-
	4
	20
	200,000


(i)  A contract will be signed with W.D. Lyons in November 2004.

(ii) The ‘Base Salary’ for P.R. Clutterbuck, N. Friend, J. Patterson and R. Spence   are in respect of consultancy fees.

(iii) The Company also paid for house rent, residence security costs and school fees on behalf of P. Raillard.

(iv) 100,000 Options were awarded to a consultant, R Wynne, for corporate advice.

FORWARD-LOOKING STATEMENTS

This disclosure contains certain forward-looking estimates that involve substantial known and unknown risks and uncertainties, certain of which are beyond EastCoast’s control, including: the impact of general economic conditions in the areas in which the Group operates, civil unrest, industry conditions, changes in laws and regulations including the adoption of new environmental laws and regulations and changes in how they are interpreted and enforced, increased competition, the lack of availability of qualified personnel or management, fluctuations in commodity prices, foreign exchange or interest rates, stock market volatility and obtaining required approvals of regulatory authorities. In addition there are risks and uncertainties associated with gas operations. Therefore, EastCoast’s actual results, performance or achievement could differ materially from those expressed in, or implied by, these forward-looking estimates and, accordingly, no assurances can be given that any of the events anticipated by the forward-looking estimates will transpire or occur, or if any of them do so, what benefits, including the amounts of proceeds, that EastCoast will derive therefrom.

For further information please contact: 

W. David Lyons, Chairman


+255 (0)22 2138737


wdlyons@eastcoast-energy.com

 

Nigel A Friend, CFO

+255 (0)22 2138737 

nfriend@eastcoast-energy.com

or visit the Company's web site at www.eastcoast-energy.com.


