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31 August 2012 

Lochard Energy Group Plc 

(“Lochard” or the “Company”) 

 

Preliminary unaudited financial report for the twelve months ended 30 June 2012 

 

Lochard Energy Group Plc, the oil exploration, development and production company, today in accordance with the 
rules of the Australian Stock Exchange (“ASX”) lodges its preliminary unaudited results for the year ended 30 June 
2012.  

 

The timing and format of these preliminary results are dictated by the requirements of the ASX.  The Company 
intends to release it audited results for the year ended 30 June 2012 later in September 2012. 

 

Operational & financial Highlights – A year of decisive moments and significant progress 

 

Commencement of production from Athena in June 2012 

• Lochard has a 10 per cent interest in the Athena field 
• Athena started production in June 2012 and is currently producing at the rate of between 10-11,000 bopd 

(1,000-1,100 net to Lochard) 
• Production expected to increase significantly in 2013 following the completion of remedial work 

 

Independent Reserve report completed 

• Sproule Associates have completed a reserve report on the Athena field (see Note 1 and 2 below) 
o Proved reserves (1P) at 17.9 mmbbl  gross (1.79 mmbbl net to Lochard)  
o Proved plus probable reserves (2P) at 26.10 mmbbl  gross (2.61 mmbbl net to Lochard)  
o Proved plus probable and possible (3P) at 44.7 mmbbl gross  (4.47 mmboe net to Lochard) 

 

Funding 

• In February 2012 the Company raised £3.38 million, before expenses, by way of a placement new ordinary 
shares  

• In June 2012 the Company successfully secured an additional $11.9 million deferred consideration, in 
respect of the disposal of the drilling fluids business 

• The Board has secured a conditional draw down debt facility from Henderson Global investors 
(“Henderson”), the Company’s largest shareholder, which would allow the Group to draw down up to £3 
million  
 

  



 
 

 

Court case 

Long standing litigation was settled for an aggregate payment of $9 million, which is to be paid in monthly 
instalments between August 2012 and February 2013 

 

Financial results 

 

• Turnover for the year ended 30 June 2012 was A$ 1,811,000 (2011: A$ 20,000) 
• EPS for the current year is a loss per share of 2.9cents/share (2011: 2.9cents/share) 

 

 

Commenting on the full year results Clive Carver, Non-executive Chairman, said: 

 

“The difficulties of the past have been quantified and are now behind us. The future success of the Group depends 
in the first instance on the operational performance of the Athena field, and then the deal we strike on 
developing Thunderball. 

  

“Our immediate strength comes from the continuing cashflows from our interest in the Athena field, which after 
summer 2013 are expected to become substantial.  Over the medium term the Group should also benefit from 
exploiting our other assets.” 
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Chairman’s Statement 
Introduction 
 
The year to 30 June 2012 was clearly eventful. Rarely does a company have so much to contend with in such a short 
time. 
 
Your company had both notable successes and failures in the period under review, all of which are detailed below. 
The net effect of these is that Lochard is now well placed to capitalise on its exploration successes with a 
significant stake in a valuable and producing North Sea asset.  
 
Your board’s focus now is to maximise shareholder value, however that may be delivered. 
 
Athena  
Lochard has a 10 per cent interest in the Athena field, which was originally identified as a prospect in 2005 by Mike 
Rose, a non-executive director of Lochard, and his business partner Bob Frost. Athena is the Company’s flagship 
asset. 
 
Athena started production in June 2012 and is currently producing at the rate of between 10-11,000 bopd (1,000-
1,100 net to Lochard).  Lochard’s pro rata contribution to the Athena operating costs are running at some $1 
million per month and are expected to continue at this level for the remainder of the year.  
 
Lochard, through Ithaca, has entered into an off-take agreement with BP Oil International Limited.  Under the 
terms of this contract Lochard sells oil at the arithmetic average of the Brent Oil price as published by Platts Crude 
Oil Market wire, less a handling fee and receives payment within 45 days after the delivery of oil to the Nigg Oil 
Terminal (“Nigg”). The first two deliveries have been offloaded at Nigg and the first payment has been received. 
 
Athena potential 
Production at Athena is expected to increase significantly following remedial work on the existing wells. Although 
the costs of the remedial work is likely to be substantial, with Lochard bearing 10 per cent of the total, the 
expected additional production of up to 5,000 bopd (500 bopd net to Lochard) should allow Lochard to recover the 
costs involved from incremental production within 12 months. 
 
The timing of the remedial work depends on the availability of a drilling rig.  We therefore anticipate monthly 
cashflows from Athena to remain at some US$2 million, after Athena operating costs, until the remedial work is 
successfully completed. 
 
Based on information released from the operator we estimate that following successful remedial work the potential 
of the field based on the existing wells would be between 12,500 and 15,000 bopd. 
 
The reserve base of the asset, which has been quantified at a proved developed producing (1P) level by Sproule 
Associates in an updated report issued today at 17.9 mmbbl  gross (1.79 mmbbl net to Lochard) (see Note 1 and 2 
below). This is based on the existing wells when working effectively. A copy of the Sproule Associates report can be 
found on the Lochard website (www.lochardenergy.com) Sproule Associates quantify proven plus probable (2P) 
reserves at 26.10 mmbbl  gross (2.61 mmbbl net to Lochard) (see Note 1 and 2 below) but this may require 
investment in due course in at least one more well.  
 
Over the longer term the board believes there is the potential to increase reserves significantly following further 
drilling activity deploying the two extra drilling slots available for use. 
 
Thunderball 
After Athena, Thunderball, which is a predominantly dry gas discovery in the Scapa formation, is Lochard’s next 
most developed asset. The Thunderball discovery has been well tested at a significant rate of 34 mmscfd and 200 
bcpd, and requires appraisal drilling to quantify significant upside potential. 
 
The board estimates the cost of the well to be drilled to satisfy the terms of the license to be some £16 million. 
This well would appraise the gas discovery but also investigate the presence of oil in the Buzzard formation, which 
underlies the Scapa reservoir. 
 
Other Assets 
Lochard has interests in a further eight blocks.  Further details on Athena, Thunderball and all of Lochard’s other 
assets will be set out in the Operational Review in the audited financial statements expected to be published later 
in September. 
 

http://www.lochardenergy.com/


 
 

 

Payment for the Drilling Fluids business 
In June 2012 the Company successfully secured an additional $13.9 million deferred consideration, in respect of the 
disposal of the drilling fluids business. $2 million of this had been paid on account in September 2011 and the final 
$11.9 million was received in June 2012. 
 
Court case 
In June 2012 the board drew a line under the long-standing litigation involving Zeus Petroleum Limited (“Zeus”), a 
100 per cent subsidiary of Lochard, and settled the case for an aggregate payment of $9 million, which is to be paid 
in monthly instalments between August 2012 and February 2013. 
 
The litigation centered on whether the former management had committed Zeus to hire a rig to drill Blocks 14/11 
and 13/12. Zeus’s contention was it had not.  The High Court in London found Zeus had made such a commitment.  
Neither of these blocks are still held by Zeus. 
 
Given the forthright opinion of the trial judge it is disappointing more strenuous attempts were not made to settle 
the case earlier and at a lower cost to the Company. 
 
The Requisition  
Any meaningful review of the past financial year has to deal with the requisition by Lochard shareholders in April 
2012 to remove the former executive management (the “Requisition”), which resulted in the then executive 
management team being voted out of the Company. The background to the Requisition was very publicly told at 
the time and I do not intend to go over old ground. 
 
Given the strength of feeling among the shareholder base against the former management, the outcome of any 
vote should have been clear. To put the Company through the very public Requisition process in these 
circumstances was unnecessary and costly. 
 
Despite the former management spending some £250,000 of the Company’s money in an effort to defeat the 
Requisition, only some 4 per cent of the shares not already held by the former management voted to keep them in 
place. 
 
Following the Requisition and based on firm Australian legal advice the board was compelled to pay the former 
Chief Executive A$1.3 million (£0.9 million).  Lochard shareholders may have their own views on whether, except 
for the constraints of Australian employment law, such a payment was appropriate.  
 
Financial position 
Gemini Facility repayments 
The former management entered into a facility with Gemini Oil & Gas Fund II, L.P. (“Gemini”) to help fund 
Lochard’s portion of the Athena development costs (“Gemini Facility”).  Under the Gemini Facility Lochard 
borrowed $14 million and has the obligation to repay $28 million.  The repayments under the Gemini Facility are 
linked to gross production income.  The first $14 million is to be repaid at the rate of 50 per cent of gross 
production, with the first payments in August 2012. The second $14 million is to be repaid at the rate of 20 per 
cent of the subsequent gross production revenues. 
 
Based on current Athena production levels the board expects the first $14 million to have been repaid by the 
summer 2013 and the second $14 million by the first half of 2015.  Thereafter a royalty of 5 per cent of gross 
production income is payable to Gemini until in aggregate Lochard has received payment for 20 million barrels 
when the royalty falls to 2.5 per cent in perpetuity. 
 
Henderson facility 
The requirement to simultaneously fund the litigation settlement, meet the Gemini Facility repayments at the 
higher rate and to fund the workover costs at Athena means until summer 2013 Lochard could be susceptible to any 
unexpected costs or disruption in production income. 
 
The board has therefore secured a conditional draw down debt facility from Henderson Global investors 
(“Henderson”), the Company’s largest shareholder, which would allow the Group to draw down up to £3 million. 
 
The draw down facility is available for use until 30 September 2013, after which any drawn down amounts, 
together with rolled up interest and any repayment charge due would become payable. 
 
The facility had a 5 per cent commitment fee payable on signing. Other than this, and the costs associated with 
setting up the facility, the Company would only pay for the draw-down facility as it is used. 
 



 
 

 

The principle behind the facility is to provide the Company with protection in the event of a temporary working 
capital shortfall, but to give the providers of the draw-down facility the returns equivalent to those of 
shareholders. This is because, had it not been for the restrictions imposed by the UK Takeover Code both the 
Company and Henderson would have preferred the Company issued Lochard ordinary shares to cover any funding 
shortfall. However, Henderson are currently interested in 29.09% of the Company's issued share capital and were 
not be permitted to go beyond 29.9 per cent without making an offer for all Lochard shares. 
 
Draw-downs would be in units of approximately £1 million and attract an interest rate of 12 per cent per annum. 
Repayments of drawn down amounts would attract a repayment charge of an additional 5 per cent. 
 
A repayment fee would be payable in the event the Lochard share price rises during the life of the draw down 
facility from a base of 7.25p. Such repayment fee would be equal to the increase in the share price, up to a 
maximum increase of 7.25p, on the drawn down portion of the facility, less interest charged, the 5 per cent 
commitment fee, and the 5 per cent repayment fees. 
 
Preliminary Final Report for ASX 
 
Attached to this Chairman's Statement is the Preliminary Final Report required to be issued under the rules of the 
Australian Stock Exchange ("ASX").  The form of the ASX report is to satisfy the requirements of the ASX.  The report 
is a preliminary statement which Lochard is required to publish within 2 months of the end of the financial year.  
The numbers in the report have not been audited and are therefore subject to change. 
 
Board appointments and strategic direction 
In April 2012, immediately after the Requisition, Lochard had only one non-executive director, Mike Rose.  Mike’s 
first act was to re-appoint the two non-executive directors, Jamie Brooke and Peter Youd, who had been removed 
without justification in the lead up to the Requisition.  Additionally, Peter Kingston was appointed as a non-
executive director and I was appointed non-executive chairman. 
 
The board now possesses geological, operational and financial experience, and I am pleased to report it has worked 
well both in dealing with the legacy issues and with current operational matters.  Further details on the directors 
and our experience are set out after the Operational Review. 
 
The strategic objective of the board is to maximise shareholder value however this may be achieved, including 
seeking merger partners. Until the outcome of any merger discussions are clear it is not the intention of the board 
to appoint an executive management team, as we believe this could be to the disadvantage of Lochard 
shareholders. 
 
Outlook 
The difficulties of the past have been quantified and are now behind us.  The future success of the Group depends 
in the first instance on the operational performance of the Athena field, and then the deal we strike on developing 
Thunderball. 
 
Our immediate strength comes from the continuing cashflows from our interest in the Athena field, which after 
summer 2013 are expected to become substantial.  Over the medium term the Group should also benefit from 
exploiting our other assets. 
 
Clive Carver 
Non-executive chairman 
 
Note 1 
The Company’s petroleum and natural gas reserves (the “reserves”) were independently evaluated by Sproule 
International Limited (www.sproule.com) in an updated report issued today in accordance with the Canadian Oil 
and Gas Evaluation Handbook.  
 
Note 2 
In accordance with AIM Note for Mining and Oil & Gas Companies,  and ASX Listing Rules 5.11, 5.12 and 5.13 
Lochard discloses that Peter Kingston, a non-executive director of Lochard and the Chief Operating Officer of 
Lochard’s operating subsidiary Zeus Petroleum Limited, is the qualified person that has reviewed the technical 
information contained in this press release.  
Peter Kingston is a member of the Society of Petroleum Engineers (SPE) and has 47 year’s operating experience in 
the upstream oil industry. For much of that period he has been a practicing reservoir engineer and has routinely 
reviewed corporate oil and gas reserve submissions at Board level since 1984.  Peter Kingston consents to the 
inclusion of the information in the form and context in which it appears. 
































