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Executive Summary

THE COMPANY IN BRIEF
Africa Oil is a Canadian-based company whose common shares are traded on the TSX 
Venture Exchange under the symbol “AOI” . The Company is an international upstream 
oil and gas exploration and development company, with oil and gas interests in Kenya, 
Ethiopia and Puntland (Somalia) .

BACKGROUND AND MOTIVE
Africa Oil entered the oil and gas industry in the early 2007 by acquiring an interest in 
two oil and gas concessions in Puntland (Somalia) . Today, Africa Oil is controlling over 
200,000 km2 (gross) of exploration property throughout several East African rift basins, 
held under various production sharing contracts . Africa Oil’s main goal in the future will 
be to continue the identification of highly prospective exploration targets in geologically 
favourable settings . Africa Oil will continue with its goal of increasing shareholder value 
through the acquisition and exploration of oil and gas assets, with a focus on East Africa 
and the Middle East .

A broad shareholder base is valued by the Board of Directors as it will be of great 
advantage to Africa Oil in exploring and developing the assembled resource properties . 
Even though the Company’s shares have been traded only on the TSX Venture Exchange 
to date, a number of the Company’s shares are held by Swedish-originated investors and 
the interest in the Company from the Swedish investor community is growing . The Board 
of Directors feel that a secondary listing and the commenced trading of the shares on the 
First North will be beneficial to the liquidity of the Company’s shares and will strengthen 
the Company’s shareholder base . In light of this and the promising potential in exploiting 
the Company’s East African properties, the Board of Directors will seek to improve the 
availability of the shares to both current and prospective shareholders by providing the 
possibility to trade Africa Oil’s shares on the First North list of NASDAQ OMX Stckholm .

TRADING OF SHARES
The shares are currently traded in Canadian dollars on the TSX Venture Exchange in 
 Canada, under the symbol AOI and the ISIN-code for the shares is CA00829Q1019 . The 
Company has decided to apply for a listing on First North under the symbol AOI and the 
ISIN-code for the shares will be CA00829Q1019 . The shares to be listed on First North will 
be traded and settled in SEK . Estimated first day of trading on First North is on or about 
September 30, 2010, assuming First North approves the listing . In connection with the 
application for listing, the Company has entered into a contract with Öhman to act as 
market maker . 
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MARKET OVERVIEW
Africa Oil is engaged in the exploration and appraisal of 
conventional oil and gas exploration projects .

Global Petroleum Statistics
As of January 1, 2009, proved world oil reserves, were esti-
mated at 1,342 billion barrels – 10 million barrels (1 per-
cent) higher than the estimate for 20081 . According to 
the Oil & Gas Journal, 56 percent of the world’s proved oil 
reserves are in the Middle East . 

We have seen as a result of the financial crisis endured 
by many nations over the course of 2009, that there exists 

a substantial economic relationship between supply, demand and pricing of both con-
ventional oil and natural gas . A substantial pull-back of oil and natural gas prices occurred 
through 2009 as a result of the decreased demand due to traumatized market economies, 
a situation which left many drill rigs inactive and high capital expenditure projects sus-
pended . Developments in the past year demonstrate how rapid and extreme the funda-
mentals of oil and natural gas prices can change . Uncertainty about global economies 
will continue to add further volatility to the direction of oil prices . As global economies 
continue to rebound from the current crisis, it is expected that pricing for oil will continue 
its upward trend as formerly forecast . 

Although the impact of the economic downturn and financial crisis is expected to 
dissipate, oil production capacity has experienced a significant pull-back; as a result, 
resumption of production capacity to pre-2008 levels is not expected to be fully realized 
until 2010 to 2013, when new investment is expected to increase supply . 

To meet global demand, ever-larger volumes of oil will have to be produced, compel-
ling companies to explore in underdeveloped and often politically unstable areas of the 
globe . Since oil production from individual reservoirs grows to a peak and then declines, 
new reservoirs must be continually discovered and brought into production to compen-
sate for the depletion of older reservoirs . Many oil experts are of the opinion that the 
world has now reached or is close to “peak oil”, meaning that declines in oil production 
are now outmatched by the continuous replacement of dwindling reservoirs . This may 
have a significant impact on supply and pricing in the near term, adding even more vola-
tility to future price forecasts . Sustained investment will be needed to combat declines in 
existing fields which will drop by nearly two thirds by 2030 .2

The development of China’s and India’s economies, and the move towards increased 
reliance on oil and gas for their burgeoning transportation and industrial sectors, adds 
even further pressure to supply and demand . Chinese and Indian crude oil imports are 
forecast to almost quadruple by 2030, creating a supply “crunch’’ as early as 2015, accord-
ing to the International Energy Agency (the “IEA”) .3

China will replace the U .S . as the world’s largest energy user early in the next decade 
and its oil demand is forecast to more than double to 16 .5 million barrels a day by 2030, 
led by a sevenfold increase in Chinese car ownership, according to the IEA . China and 
India together account for almost half of a projected 55 percent increase in world energy 
demand, the IEA said in its 2009 World Energy Outlook . China’s and India’s combined 
imports are forecast to surge to 19 .1 million barrels of oil a day by 2030 from 5 .4 million 
barrels of oil a day in 2006 . Projected growth scenarios coupled with a significant need 

1.   Worldwide Look at Reserves and Production, “Oil & Gas Journal, Vol.106, No.48 (December 22, 2008), pp.23–24.
2.   World Energy Outlook http://www.iea.org/speech/2009/Birol_WEO2009_Rome.pdf
3.   International Energy Outlook 2009.
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for secured supply of oil and gas by both China and India 
creates competitive pressures in underdeveloped regions 
to obtain areas with hydrocarbon prospectivity, even if 
these plays are at a very speculative stage of exploration .

Natural Gas
Natural gas remains a key energy source for global indus-
trial development and power generation . The industrial 
sector currently consumes more natural gas than any 
other end-use sector and is expected to continue that 
trend through 2030, when 40 percent of world natural gas 

consumption is projected to be used for industrial purposes . In particular, new petro-
chemical plants are expected to rely increasingly on natural gas as a feedstock – particu-
larly in the Middle East, where major oil producers, working to maximize revenues, turn 
to natural gas for domestic uses .4

As of January 1, 2009, proved world natural gas reserves, as reported by Oil & Gas 
Journal, were estimated at 6,254 trillion cubic feet – 69 trillion cubic feet higher than the 
estimate of 6,186 trillion cubic feet for 2008 . 5

The rate of decline in production from existing gas fields is the prime factor determin-
ing the amount of new capacity and investment needed to meet projected demand . On 
the assumption that the global economy begins to recover during 2010, global demand 
is expected to rebound . On average, demand is expected to grow by 2 .5 percent per year 
between 2010 and 2015 .6

4.   International Energy Outlook 2009, Energy Information Administration, pp.35.
5.   Worldwide Look at Reserves and Production, “Oil & Gas Journal, Vol. 106, No. 48 (December 22, 2008), pp. 22–23.
6.   World Energy Outlook 2009.
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AFRICA OIL PROJECT PORTFOLIO
The Company holds interests in over 200,000 km2 (gross) of exploration property through-
out several East African rift basins, held under various production sharing contracts in 
each country as noted in the table below .

Country Region/Property Current Working 
Interest I

Gross Acreage 
(km2)

Net Acreage  
(km2)

Puntland, Somalia Dharoor Valley IV 65% 28,376 18,444
Nugaal Valley IV 65% II 49,436 32,133

Ethiopia Blocks 2 and 6 55% 24,570 13,514
Blocks 7 and 8 55% 21,840 12,012
Adigala 50% 27,508 13,754
South Omo 80% 29,465 23,572

Kenya Block 10A 55% 14,747 8,111
Block 10BB 80% 12,491 9,993
Block 9 20% 27,778 5,556
Block 12A III 100% 15,389 15,389
Block 13T III 100% 7,765 7,765

Total V 259,365 160,243
I .  Net Working Interests are subject to back-in rights or carried working interests, if any, of the respective govern-

ments or national oil companies of the host governments .
II .  Working Interest is subject to the Company fulfilling its sole funding obligation during the exploration period .
III .  The Minister  of Energy of the Government of Kenya approved the assignment of these interests to the Com-

pany during August 2010 .
IV .  The Company has entered into an agreement which, upon completion, will reduce the Company’s working 

interest by 10 percent to 20 percent (see “Discussion of Proposed Transaction” on page 37) .
V .  The above table does not take into consideration the potential impact of the Tullow farmout or Lion amending 

agreement described in the “Recent Major Development: Tullow Oil Plc Farmout” below . Completion of the 
Tullow farmout and Lion amending agreements transactions is subject to several conditions, including: host 
government approvals, waiver of any preemption rights by Africa Oil’s partners and any applicable regulatory 
requirements .

For further information, see “Africa Oil’s Project Portfolio” on page 42 .

Recent Major Development: Tullow Oil Plc Farmout
On September 2, 2010, Africa Oil announced that it signed a definitive farmout agree-
ment with Tullow Oil plc (“Tullow”) whereby Tullow will acquire a 50 percent interest in, 
and operatorship of, three of Africa Oil’s east African exploration blocks, comprised of two 
exploration blocks in Kenya and one exploration block in Ethiopia . In order to provide the 
necessary interest to Tullow, Africa Oil has also amended its existing farmout agreement 
with Lion Energy Corp . (“Lion”) . Under the terms of the Tullow farmout agreement, Tullow 
will acquire a 50 percent interest in, and operatorship of, Blocks 10BB and 10A in Kenya 
and of the South Omo Block in Ethiopia . In consideration for the assignment of these 
interests, Tullow will pay to Africa Oil approximately $10 million, representing 50 percent 
of Africa Oil’s past costs in the blocks, subject to a post-closing audit . Tullow will also fund 
Africa Oil’s working interest share of future joint venture expenditures in these blocks 
until the cap of $23 .75 million is reached . This cap is expected to cover the upcoming seis-
mic program in each of the three blocks as well as the majority of costs for at least 2 wells 
on these areas . Once the expenditure cap has been met, Africa Oil will be responsible for 
its working interest share of future costs .  

Additionally, Tullow has also entered into an agreement to acquire 50 percent of Africa 
Oil’s interest in, and operatorship of, two additional exploration blocks in Kenya, 12A and 
13T, recently acquired by Africa Oil . Tullow will be responsible for paying Africa Oil its pro-
rata share of back costs, including acquisition costs, and its respective share of future joint 
venture expenditures .
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The amendment of the Lion farmout agreement provides that Lion will reduce its 
interest in Block 10BB to 10 percent (originally 20 percent) and will not retain any interest 
in Block 10A (originally 25 percent) . As consideration Africa Oil has agreed to pay Lion $2 .5 
million in cash and to issue to Lion 2 .5 million common shares of Africa Oil .  Africa Oil has 
also agreed to the elimination of future expenditure promotes in Block 10BB and on the 
Company’s projects in Puntland (Somalia) .  

Completion of the above transactions is subject to several conditions, including: host 
government approvals, waiver of any preemption rights by Africa Oil’s partners and any 
applicable regulatory requirements .  

Assuming the successful completion of the Tullow farmout and Lion amending agree-
ment, described above, the Company’s interests in each country are as noted in the table 
below . 

Country Region/Property Operator Working  Interest I 
(assuming 

completion of 
Tullow farmout)

Gross Acreage 
(km2)

Net Acreage  
(km2)

Kenya Block 10A Tullow 30% 14,747 4,424
Block 10BB Tullow 40% 12,491 4,996
Block 12A III Tullow 50% 15,389 7,695
Block 13T III Tullow 50% 7,765 3,883
Block 9 CNOOC 20% 27,778 5,556

Ethiopia South Omo Tullow 30% 29,465 8,830
Blocks 2 and 6 Africa Oil 55% 24,570 13,514
Blocks 7 and 8 Africa Oil 55% 21,840 12,012
Adigala Africa Oil 50% 27,508 13,754

Puntland, Dharoor Valley IV Africa Oil 65% 28,376 18,444
Somalia Nugaal Valley IV Africa Oil 65% II 49,436 32,133
Total 259,365 125,241

I .  Net Working Interests are subject to back-in rights or carried working interests, if any, of the respective govern-
ments or national oil companies of the host governments .

II .  Working Interest is subject to the Company fulfilling its sole funding obligation during the exploration period .
III .  The Minister  of Energy of the Government of Kenya approved the assignment of these interests to the Com-

pany during August 2010 .
IV .  The Company has entered into an agreement which, upon completion, will reduce the Company’s working 

interest by 10 percent to 20 percent (see “Discussion of Proposed Transaction” on page 37) .



9

FINANCIAL INFORMATION
Consolidated statements of operations (USD)

Six months ended 
June 30 (unaudited)

Full year ended 
December  31

2010 2009 2009 2008

Expenses
Salaries and benefits $ 464,052 $ 379,382 $ 807,376 $ 571,387
Stock based compensation 632,016 1,007,349 1,149,641 1,334,113
Finance expense – – – 1,086,146
Interest and bank charges 30,735 160,183 175,534 75,462
Travel 298,407 65,485 302,845 380,673
Management fees 115,632 100,510 204,499 171,153
Office and general 517,258 235,602 861,080 369,408
Depreciation 49,081 – 50,165 –
Professional fees 248,796 42,462 1,119,532 75,592
Stock exchange and filling fees 44,864 3,417 53,004 51,761

2,400,841 1,994,390 4,723,676 4,115,695

Other (income) expenses
Interest and other income (9,056) (8,831) (39,518) (77,921)
Foreign exchange (gain)/loss 41,876 (1,445,105) (3,325,758) (375,769)

Loss and comprehensive loss for the period (2,433,661) (540,454) (1,358,400) (3,662,005)

Deficit, beginning of period (10,051,042) (8,692,642) (8,692,642) (5,030,637)

Deficit, end of period $ (12,484,703) $ (9,233,096) $ (10,051,042) $ (8,692,642)

Basic and diluted loss per share $ (0.03) $ (0.02) $ (0.03) $ (0.21)

Weighted avg. number of shares outstanding
Basic 70,363,737 32,946,209 51,326,595 17,617,766
Diluted 70,363,737 32,946,209 51,326,595 17,617,766
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Consolidated Balance Sheets (USD)

June 30 (unaudited) December  31

2010 2009 2009 2008

Assets
Current assets
Cash $ 7,209,502 $ 22,943,110 $ 11,145,486 $ 253,324
Accounts receivable 2,622,708 51,437 5,396,253 370,581
Prepaid expenses 308,992 199,200 508,344 –

10,141,202 23,193,747 17,050,083 623,905

Long-term assets
Restricted cash 1,800,000 – 1,800,000 –
Other property and equipment 62,427 37,308 107,549 –
Oil and gas interest 80,191,312 62,061,246 75,750,771 34,587,729

82,053,739 62,098,554 77,658,320 34,587,729

Total assets $ 92,194,941 $ 85,292,301 $ 94,708,403 $ 35,211,634

Liabilities and Shareholders’ Equity
Current liabilities 
Accounts payable and accrued liabilities $ 2,391,380 $ 2,970,293 $ 3,244,871 $ 5,429,893
Current portion of convertible debenture 999,149 – 903,416 –
Loans payable – – – 4,906,800

3,390,529 2,970,293 4,148,287 10,336,693

Long-term liabilities
Convertible debenture 929,980 2,714,614 1,326,630 –

929,980 2,714,614 1,326,630 –

Total liabilities 4,320,509 5,684,907 5,474,917 10,336,693

Shareholders’ equity
Share capital 63,164,896 52,582,382 62,712,759 31,586,737
Warrants 11,862,296 11,861,903 11,862,296 –
Equity portion of convertible debenture 21,578,986 21,408,010 21,578,986 –
Contributed surplus 3,936,223 3,171,461 3,313,753 2,164,112
Deficit (12,484,703) (9,233,096) (10,051,042) (8,692,642)
Accumulated comprehensive income (183,266) (183,266) (183,266) (183,266)
Total shareholders’ equity 87,874,432 79,607,394 89,233,486 24,874,941

Total liabilities and shareholders’ equity $ 92,194,941 $ 85,292,301 $ 94,708,403 $ 35,211,634

Liquidity and Capital resources7

As at June 30, 2010, the Company has cash of $ 7 .2 million and working capital of $ 6 .8 
million . The Company’s liquidity and capital resource position has been dramatically 
enhanced with the CAD 25 million (gross) proceeds from the July, 2010 private place-
ment . Net proceeds of the private placement will be used towards the Company’s ongo-
ing work program in East Africa as well as for general working capital purposes . The Board 
of Directors and officers believe that the Company’s current financial resources are suf-
ficient to fund its commitments and working capital requirements for the next twelve 
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months . However, since the time required to become a profitable oil and gas producer 
may not be estimated due to the risk inherent in oil and gas exploration, the Company’s 
current working capital position may not provide it with sufficient capital resources to 
explore, appraise and develop any potentially discovered resources and for general cor-
porate corporate purposes . To finance its future acquisition, exploration, development 
and operating costs, Africa Oil may require financing from external sources, including 
issuance of new shares, issuance of debt or executing working interest farmout arrange-
ments . The Company is actively marketing the opportunity for interested parties to farm 
in to its operated oil and gas concessions in East Africa . There can be no assurance that 
such financing will be available to the Company or, if available, that it will be offered on 
terms acceptable to Africa Oil . 

COMMON SHARES7

As at June 30, 2010, Africa Oil’s registered share capital amounts to USD 63,164,896 dis-
tributed among 70,630,736 common shares without par value . Each of the Company’s 
common shares carries the right to one vote . The shares have been traded on the TSX 
Venture Exchange since August 20, 2007, under the ticker symbol “AOI” .8 Subsequent to 
June 30, 2010, an additional 25 million common shares were issued for gross proceeds 
of CAD 25,000,000 . In addition, 416,666 common shares were issued as finder’s fees in 
regards to the private placement of 25 million common shares . During August 2010, the 
Kenyan Government approved the assignment of 100 percent interest in Blocks 12A and 
13T to the Company .  In consideration for these interests, the Company will issue 2 .5 mil-
lion common shares and 1 .5 million share purchase warrants . 

In addition, at June 30, 2010, the Company had 3,995,000 stock options and 43,952,013 
warrants outstanding . Subsequent to June 30, 2010, 9,394 warrants have expired . An 
additional 1 .5 million warrants will be issued in regards to the assignment of 100 percent 
interest in Blocks 12A and 13T mentioned above .

THE BOARD OF DIRECTORS AND OFFICERS
Africa Oil’s Board of Directors consists of five members elected by the shareholders and 
presented in the table below:

Name Born Nationality

Keith Hill 1959 American
President, Chief Executive Officer, Director
J . Cameron Bailey 1958 Canadian
Director
Gary S . Guidry 1956 Canadian
Director
Bryan Benitz 1933 Canadian
Director  and British
John Craig 1947 Canadian
Director

7.   The below section does not take into consideration the potential impact of the Tullow farmout or Lion amend-
ing agreement described in the “Recent Major Development: Tullow Oil Plc Farmout” section on pages 37–38. 
Completion of the Tullow farmout and Lion amending agreements transactions is subject to several conditions, 
including: host government approvals, waiver of any preemption rights by Africa Oil’s partners and any appli-
cable regulatory requirements.

8.   Previously the shares traded under the name Canmex Minerals from January 3, 1996 to August 20, 2007.
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The Company’s officers consist of the senior executives presented in the table below:

Name Born Nationality

Keith Hill 1959 American
President, Chief Executive Officer, Director
Ian Gibbs 1968 Canadian
Chief Financial Officer
James Phillips 1956 American
Vice President Exploration
Kevin Hisko 1958 Canadian
Corporate Secretary

SUMMARY OF RISK FACTORS
All investing in and owning of shares implies a certain measure of risk-taking, and an 
investment in Africa Oil can be seen as being associated with high risk . A number of risk 
factors could influence the Company’s future exploration and development activities, 
results and financial position . Some of these risk factors are: 

Political and country related risks: Africa Oil’s oil and gas properties are located in 
emerging markets which are subject to significant political and economic uncertainties . 
These uncertainties include, but are not limited to, the risk of war, terrorism, expropria-
tion, nationalization and renegotiation or nullification of existing or future concessions 
and contracts . Emerging markets are vulnerable to increased political instability, politi-
cal tension and factional fighting . Boundary and border disputes are not uncommon in 
emerging markets .

Capital requirements: Africa Oil will be required make substantial capital expenditures 
for the acquisition, exploration, development and production of oil and natural gas 
resources in the future . There can be no assurance that debt or equity financing or cash 
generated by operations or dispositions will be available or sufficient to undertake or 
complete future exploration or development activities .

Title and License Risks: Although Africa Oil conducts title reviews prior to acquiring an 
interest in a concession, such reviews do not guarantee or certify that an unforeseen 
defect in the chain of title will not arise that may call into question Africa Oil’s interest in 
the concession . The Company’s operations are based on a relatively limited number of 
concession agreements, licenses and contracts . The rights and obligations under such 
concessions, licenses and contracts may be subject to interpretation and could also be 
affected by, among other things, matters outside the control of the Company .

Competition: The petroleum industry is competitive in all its phases . Africa Oil will com-
pete with numerous other participants in the search for the acquisition of oil and natural 
gas properties and in the marketing of oil and natural gas . Its competitors will include oil 
companies which have greater financial resources, staff and facilities than those of Africa 
Oil .

Numerous factors beyond the control of Africa Oil: The marketability of oil and natural 
gas acquired or discovered will be affected by numerous factors beyond the control of 
Africa Oil . These factors include reservoir characteristics, market fluctuations, the proxim-
ity and capacity of oil and natural gas pipelines and processing equipment and govern-
ment regulation .
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Risks Inherent in Oil and Gas Exploration and Development: Africa OIl’s business is 
subject to all of the risks and hazards inherent in businesses involved in the exploration 
for, and the acquisition, development, production and marketing of, oil and natural gas, 
many of which cannot be overcome even with a combination of experience and knowl-
edge and careful evaluation . The risks and hazards typically associated with oil and gas 
operations include fire, explosion, blowouts, sour gas releases, pipeline ruptures and oil 
spills, each of which could result in substantial damage to oil and natural gas wells, pro-
duction facilities, other property, the environment or personal injury .
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Background and motive1 

The Company’s long range plan is to increase shareholder value through the acqui-
sition and exploration of oil and gas assets, located in under-explored geographic 
areas, in the early phase of the upstream oil and gas life-cycle and maturing them 
into marketable opportunities for larger oil and gas industry players. The Company is 
focused on high-impact exploration opportunities and has secured a portfolio of East 
African oil and gas assets which provide the shareholders exposure to multiple iden-
tified prospects and leads, geographically and geologically diversified across three 
East African countries and four under-explored petroleum systems. Africa Oil’s mis-
sion is to de-risk this portfolio of oil and gas prospects and leads, while generating 
additional prospects and leads, through continuous oil and gas exploration activities. 
The Company is pursuing a farmout strategy allowing it to leverage the current large 
working interest holdings in each of its operated blocks. 

Africa Oil entered into the international oil and gas industry during 2007 when the 
Company acquired operatorship and an 80 percent interest in the highly prospective 
Dharoor Valley and Nugaal Valley Blocks in the semi-autonomous state of Puntland 
(Somalia) . It marked the beginning of a new focus for the Company in East African oil and 
gas exploration .

Since 2007, the Company has continued to expand its portfolio of oil and gas explora-
tion concessions in East Africa . During the second quarter of 2009, the Company acquired 
a large portfolio of East African oil exploration projects from Lundin Petroleum AB . The 
projects acquired included an 85 percent working interest in Blocks 2, 6, 7 and 8 and a 
50 percent working interest in the Adigala Block in Ethiopia plus a 100 percent interest in 
Block 10A and a 30 percent interest in Block 9 in Kenya . Africa Oil assumed operatorship 
of these projects, excluding Block 9 in Kenya . During the third quarter of 2009, the Com-
pany completed the acquisition of Turkana Energy Inc . (“Turkana”) . Turkana’s principal 
asset was a 100 percent interest in Block 10BB, a highly prospective oil exploration block 
in northwest Kenya .  

Since entering into the international oil and gas industry during 2007, the Company 
has continued to complete geological and geophysical programs in East Africa, including:
■  Acquiring 782 km of good quality seismic vibroseis data in the Dharoor Block;
■  Reprocessing and integrating existing geological and geophysical data related to the 

Nugaal Block;
■  Acquiring 500 km of 2D seismic on the Adigala Block;
■  Mobilizing and commencing 2D seismic acquisition in the Ogaden area of Ethiopia;
■  Mobilizing and commencing 2D seismic acquisition in Block 10 BB;
■  Drilling  and testing the Bogal-1 well (non-operated) on Block 9 in Kenya to a depth of 

over 5,000 meters .

1.   The below section does not take into consideration the potential impact of the Tullow farmout or Lion amend-
ing agreement described in the “Recent Major Development: Tullow Oil Plc Farmout” section on pages 37–38. 
Completion of the Tullow farmout and Lion amending agreements transactions is subject to several conditions, 
including: host government approvals, waiver of any preemption rights by Africa Oil’s partners and any appli-
cable regulatory requirements.
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The Company has successfully completed two farmout transactions . During 2009, the 
Company executed a farmout agreement with Black Marlin Energy Limited’s East Africa 
Exploration Limited (“EAX”) for their entry into the Production Sharing Contracts in both 
Ethiopia and Kenya . In Ethiopia, the Company transferred a 30 percent license interest to 
EAX in the Block 2/6 and 7/8 Production Sharing Agreements located in the Ogaden Basin 
of Southern Ethiopia . In Kenya, the Company transferred a 20 percent license interest to 
EAX in the Block 10A Production Sharing Contract located in the Anza Basin of northern 
Kenya .

Also during 2009, the Company executed a farmout agreement with Lion Energy 
Corp . (formerly named Raytec Metals Corp .) (“Lion”) for their entry into the production 
sharing contracts in the State of Puntland, Somalia and the Republic of Kenya . In Punt-
land, the Company agreed to transfer a 15 percent license interest to Lion in the Nugaal 
and Dharoor Production Sharing Agreements . In Kenya, the Company agreed to transfer 
a 10 percent interest in the Block 9 Production Sharing Agreement, a 20 percent interest 
in the Block 10BB Production Sharing Contract and a 25 percent license interest in the 
Block 10A Production Sharing Contract .

Expanding the Company’s portfolio of oil and gas exploration concessions has contin-
ued during 2010, with the Company receiving Ethiopian and Kenya Government approval 
during August 2010 to acquire an 80 percent interest in the South Omo Block in Ethiopia 
and Blocks 12A and 13T in Kenya .

The following table summarizes the Company’s net working interests in the various 
production sharing contracts/agreements, based on current working interest ownership:

Country Region/Property Current Working 
Interest I

Gross Acreage 
(km2)

Net Acreage  
(km2)

Puntland, Somalia Dharoor Valley IV 65% 28,376 18,444
Nugaal Valley IV 65% II 49,436 32,133

Ethiopia Blocks 2 and 6 55% 24,570 13,514
Blocks 7 and 8 55% 21,840 12,012
Adigala 50% 27,508 13,754
South Omo 80% 29,465 23,572

Kenya Block 10A 55% 14,747 8,111
Block 10BB 80% 12,491 9,993
Block 9 20% 27,778 5,556
Block 12A III 100% 15,389 15,389
Block 13T III 100% 7,765 7,765

Total V 259,365 160,243
I .  Net Working Interests are subject to back-in rights or carried working interests, if any, of the respective govern-

ments or national oil companies of the host governments .
II .  Working Interest is subject to the Company fulfilling its sole funding obligation during the exploration period .
III .  The Minister  of Energy of the Government of Kenya approved the assignment of these interests to the Com-

pany during August 2010 .
IV .  The Company has entered into an agreement which, upon completion, will reduce the Company’s working 

interest by 10 percent to 20 percent (see “Discussion of Proposed Transaction” on page 37) .
V .  The above table does not take into consideration the potential impact of the Tullow farmout or Lion amend-

ing agreement described in the “Recent Major Development: Tullow Oil Plc Farmout” section on pages 37–38 . 
Completion of the Tullow farmout and Lion amending agreements transactions is subject to several condi-
tions, including: host government approvals, waiver of any preemption rights by Africa Oil’s partners and any 
applicable regulatory requirements .

Africa Oil is now focused on continuous exploration activities across its broad base of oil 
and gas exploration properties . It is anticipated that by the end of 2011 at least one well 
will have been drilled on each main play type in which Africa Oil holds a working interest . 
Additional seismic will be acquired and geological and geophysical work undertaken dur-
ing this period to better develop prospects and leads for exploration drilling . 
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A broad shareholder base is valued by the Board of Directors as it will be of great 
advantage to Africa Oil in exploring and developing the assembled resource properties . 
Even though the Company’s shares have been traded only on the TSX Venture Exchange 
to date, a number of the Company’s shares are held by Swedish-originated investors and 
the interest in the Company from the Swedish investor community is growing . The Board 
of Directors feel that a secondary listing and the commenced trading of the shares on the 
First North will be beneficial to the liquidity of the Company’s shares and will strengthen 
the Company’s shareholder base . In light of this and the promising potential in exploiting 
the Company’s East African properties, the Board of Directors will seek to improve the 
availability of the shares to both current and prospective shareholders by providing the 
possibility to trade Africa Oil’s shares on the First North list of NASDAQ OMX Stckholm .

This Company Description has been prepared by the Board of Directors of Africa Oil in connec-
tion with the pending commencement of trading of the Company’s shares on the First North 
list of NASDAQ OMX Stockholm and the Board of Directors is responsible for the content of the 
Company Description. The Board of Directors hereby declare that, to the best of our knowl-
edge, the information provided in the Company Description is accurate and that, to the best 
of our knowledge, the Company Description is not subject to any omission that may serve to 
distort the picture the Company Description is to provide, and that all relevant information in 
the minutes of the board meetings, auditors’ records and other internal documents is included 
in the Company Description. 

Vancouver, British Columbia September 14, 2010

Africa Oil Corp .
The Board of Directors
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Information and Conditions 
Regarding the Listing
TRADING IN SHARES
The shares are currently traded on the TSX Venture Exchange in Canada, under the sym-
bol AOI and the ISIN-code for the shares is CA00829Q1019 . The shares are denominated 
in CAD and traded on the TSX Venture Exchange in CAD . The Company has decided to 
apply for a listing on First North under the symbol AOI and the ISIN-code for the shares 
will be CA00829Q1019 . The shares to be listed on First North will be traded and settled 
in SEK . Estimated first day of trading on First North is on or about September 30, 2010, 
assuming First North approves the listing . In connection with the application for listing, 
the Company has entered into a contract with Öhman to act as market maker, see section 
“Market maker” .

PUBLICATION OF NOTICE REGARDING THE LISTING
Notice regarding the listing will be made public through a press release in conjunction 
with approval of listing of Africa Oil’s shares on First North on or about September 29, 
2010 .

CUSTODY OF SHARES TO BE LISTED ON FIRST NORTH
Shares that are to be listed on First North will be kept in custody in Canada by a global 
custodian with Euroclear Sweden AB (“Euroclear”) as the registered holder . Euroclear 
will act as a local central securities depository enabling trading and safekeeping for the 
shares to be listed on First North . The Company is responsible, in accordance with Cana-
dian securities laws, for providing the holders of shares to be listed on First North with 
information on the following items, among others:
■  General meetings of shareholders of the Company;
■  Procedures of exercising voting rights through a voting instruction form routine;
■  Terms and conditions governing dividends and their payment if any; and
■  Terms, conditions and instructions pertaining to new share issues .

The Company’s responsibilities includes mailing meeting materials, including instruction 
on how to exercise voting rights by proxy, to its shareholders at least 21 days prior to the 
meeting . 

REGISTRATION OF SHARES WITH EUROCLEAR 
FOR TRADING ON FIRST NORTH
Only shares registered in the local central securities depository (“LCSD”) system with 
Euroclear will be subject to trade on First North following the listing . Holders of the Com-
pany’s Canadian listed shares are entitled to register their shares in the LCSD system with 
Euroclear in order to trade their shares on First North and vice versa . In order to proceed 
with such registration, the holders of shares are requested to contact their nominees or 
their bank . The nominee or the bank may likely charge a fee per each registration of Cana-
dian listed shares in the LCSD system with Euroclear and vice versa . For more information 
regarding such charges, any prospective investor in the shares is urged to contact his or 
her nominee or bank .
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CONDITIONS FOR THE COMPLETION OF THE LISTING
The listing is conditional upon Africa Oil meeting First North’s ownership distribution 
requirements and that no circumstances arise where the realization of the listing could be 
considered as inappropriate by the Board of Directors in consultation with Öhman . Such 
circumstances could for instance be based on economic, financial or political terms and 
concern domestic as well as foreign issues, and/or due to a determination of the Board 
of Directors that the holders of shares to be listed on First North is insufficient to pro-
vide a regular and liquid trade of Africa Oil’s shares . The intention to complete the listing 
can therefore be withdrawn . Notice will in such case be made public promptly through a 
press release .

MARKET MAKER
Africa Oil has appointed Öhman to be market maker in conjunction with the admission 
to trading on First North with the objective to promote a good liquidity in the share on 
this market and ensure a small spread between purchase and sales prices in the ongoing 
trading . According to the agreement, Öhman shall place a purchase and sales volume 
corresponding to a value of at least SEK 15,000 each so that there is a maximum difference 
of 4 percent between the purchase and sales prices . The assignment shall commence in 
conjunction with the Company’s admission on First North and will last for a minimum of 
six months .

CERTIFIED ADVISOR ON FIRST NORTH
Öhman will be Africa Oil’s Certified Advisor on the First North list .
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Risk Factors

All investing and holding in shares is associated with a certain degree of risk, and an 
investment in the Company’s shares may be considered to be related with high risk. 
A number of risk factors, including those beyond Africa Oil’s control, may influence 
operations in the Company. The below mentioned risk factors should not be consid-
ered exhaustive and are not set forth in any order of priority or probability. Further 
risk factors, including those that Africa Oil is not currently aware of or deems to be 
immaterial, could also negatively affect the Company’s exploration and development 
plans, and thus, its results, financial position as well as return to shareholders. Con-
sequently, there are no guarantees or certainty that an investment in the Company’s 
shares will generate a positive return. Any investment in the shares should therefore 
be perceived as speculative and prospective investors should carefully examine and 
consider the following risk factors as well as other information set out in this Company 
Description. 

The Company’s operations are subject to various risks and uncertainties, includ-
ing, but not limited to, those listed below. 

POLITICAL AND COUNTRY RELATED RISKS
International Operations
Africa Oil participates in oil and gas projects located in Kenya, Ethiopia and Puntland 
(Somalia), all emerging markets . Oil and gas exploration, development and production 
activities in emerging markets, are subject to significant political and economic uncer-
tainties which may adversely affect the Company’s operations . Uncertainties include, but 
are not limited to, the risk of war, terrorism, expropriation, nationalization, renegotiation 
or nullification of existing or future concessions and contracts, the imposition of interna-
tional sanctions, a change in crude oil or natural gas pricing policies, a change in taxation 
policies, and the imposition of currency controls . These uncertainties, all of which are 
beyond Africa Oil’s control, could have a material adverse effect on Africa Oil’s business, 
prospects and results of operations . In addition, if legal disputes arise related to oil and 
gas concessions acquired by the Company, Africa Oil could be subject to the jurisdiction 
of courts other than those of Canada . Africa Oil’s recourse may be very limited in the 
event of a breach by a government or government authority of an agreement governing 
a concession in which Africa Oil acquires an interest . Africa Oil may require licenses or per-
mits from various governmental authorities to carry out future exploration, development 
and production activities . There can be no assurance that Africa Oil will be able to obtain 
all necessary licenses and permits when required .

International Boundary Disputes
As a result of ongoing political disputes, the legal international boundaries between 
Somalia (which includes Puntland, a semi-autonomous region within Somalia) and its 
neighboring countries are in dispute . In September 2007, the Company was advised that 
the Ministry of Water and Mineral Resources of the Republic of Somaliland was claiming 
ownership of the Nugaal and AhlMedo Valley basins, including some or all of the area that 
comprises the blocks in which the Company has the right to acquire an 80 percent inter-
est, granted by the Government of Puntland . The Republic of Somaliland and Somalia 
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have disputed their respective borders since May 1991 when the Republic of Somaliland 
was established .

The Company disputes the claims of the Republic of Somaliland, however, the out-
come of this dispute cannot be predicted with any certainty .

Political Instability
Africa Oil is highly exposed to significant political risk in Puntland (Somalia) . The politi-
cal climate in Somalia is characterized by strong internal political tension, turmoil and 
factional fighting . The political tensions sometimes escalate into violence or the threat 
of violence . 

Through much of 2008 and 2009 Somalia experienced heightened instability . The 
Transitional Federal Government (“TFG”), which was the primary ruling party in Soma-
lia, was dissolved in favor of a coalition government which includes representation of 
both the TFG and the Alliance for the Reliberation of Somalia(“ARS”) . On January 31, 2009, 
Somalia elected its new President who has vowed to unify all factions of Somalia and 
bring peace to neighboring countries . The Company continues to work and cooperate 
with government leaders in Somalia, however, there can be no certainty as to if, or when, 
the current political instability will be resolved .

Different Legal System and Litigation
The Company’s oil exploration and production activities are located in countries with 
legal systems that in various degrees differ from that of Canada . Rules, regulations and 
legal principles may differ both relating to matters of substantive law and in respect of 
such matters as court procedure and enforcement . Almost all material production and 
exploration rights and related contracts of the Company are subject to the national or 
local laws and jurisdiction of the respective countries in which the operations are carried 
out . This means that the Company’s ability to exercise or enforce its rights and obligations 
may differ between different countries and also from what would have been the case if 
such rights and obligations were subject to Canadian law and jurisdiction .

The Company’s operations are to a large extent subject to various complex laws and 
regulations as well as detailed provisions in concessions, licenses and agreements that 
often involve several parties . If the Company would become involved in legal disputes 
in order to defend or enforce any of its rights or obligations under such concessions, 
licenses, agreements or otherwise, such disputes or related litigation may be costly, time 
consuming and the outcome may be highly uncertain . Even if the Company would ulti-
mately prevail, such disputes and litigation may still have a substantially negative effect 
on the Company and its operations .

FINANCIAL RISKS
Capital Requirements
To meet its operating costs, and finance planned capital expenditures, Africa Oil may 
require financing from external sources, including from the sale of equity and debt secu-
rities . There can be no assurance that such financing will be available to the Company or, 
if available, that it will be offered on terms acceptable to Africa Oil . If additional financing 
is raised through the issuance of equity or convertible debt securities, control of the Com-
pany may change and the interests of shareholders in the net assets of Africa Oil may be 
diluted . If unable to secure financing on acceptable terms, the Company may have to can-
cel or postpone certain of its planned exploration and development activities and may 
not be able to take advantage of acquisition opportunities . If Africa Oil and its partners in 
the oil assets are unable to complete minimum work obligations on its concessions, the 
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concessions could be relinquished under applicable production sharing or concession 
agreements .

Financial Statements Prepared on a Going Concern Basis
The Company’s financial statements have been prepared on a going concern basis under 
which an entity is considered to be able to realize its assets and satisfy its liabilities in the 
ordinary course of business . Africa Oil’s operations to date have been primarily financed 
by equity financing . The Company’s future operations are dependent upon the identifica-
tion and successful completion of additional equity or debt financing or the achievement 
of profitable operations . There can be no assurances that the Company will be successful 
in completing additional financing or achieving profitability . The consolidated financial 
statements do not give effect to any adjustments relating to the carrying values and clas-
sification of assets and liabilities that would be necessary should Africa Oil be unable to 
continue as a going concern .

Shared Ownership and Dependency on Partners
Africa Oil’s operations are to a significant degree conducted together with one or more 
partners through contractual arrangements . In such instances, the Company may be 
dependent on, or affected by, the due performance of its partners . If a partner fails to 
perform, Africa Oil may, among other things, risk losing rights or revenues or incur addi-
tional obligations or costs in order to itself perform in place of its partners . The Company 
and its partners may also from time to time have different opinions on how to conduct 
certain operations or on what their respective rights and obligations are under a certain 
agreement . If a dispute would arise with one or more partners relating to a project, such 
dispute may have significant negative effects on the Company’s operations relating to 
such project .

TITLE AND LICENSE RISKS
Uncertainty of Title
Although Africa Oil conducts title reviews prior to acquiring an interest in a concession, 
such reviews do not guarantee or certify that an unforeseen defect in the chain of title 
will not arise that may call into question Africa Oil’s interest in the concession . Any uncer-
tainty with respect to one or more of Africa Oil’s concession interests could have a mate-
rial adverse effect on Africa Oil’s business, prospects and results of operations . 

In Puntland (Somalia), the Dharoor and Nugaal Valley Production Sharing Agreements 
that Africa Oil has entered into are contractual agreements between the Company and 
the Government of Puntland . Puntland is an autonomous region in northeastern Somalia, 
centered around Garowe, which in 1998 declared itself to be an independent republic of 
Somalia . Puntland is considered to be part of Somalia, participates in the process for the 
restoration of the Somalia State institutions and is recognized by the TFG . The Production 
Sharing Agreements were acknowledged by the TFG, who agreed that they would be 
upheld within any national framework of mining and petroleum legislation enacted as 
part of the Somali Unification Process which the TFG is involved in . 

In November 2007, Africa Oil was advised that ConocoPhillips, which entity had previ-
ously engaged in oil and gas exploration in the Nugaal and Dharoor Valleys, was claim-
ing a continued interest in certain of the concessions that comprise the blocks in which 
the Company has acquired an interest . ConocoPhillips stated that its interests have not 
been terminated by the Somali Democratic Republic and have not been relinquished by 
ConocoPhillips .
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The Company disputes ConocoPhillips’s position in respect of this matter . However, if 
ConocoPhillips chooses to pursue its claims, the outcome of a dispute or lawsuit cannot 
be predicted with any certainty .

Risks Relating to Concessions, Licenses and Contracts
The Company’s operations are based on a relatively limited number of concession agree-
ments, licenses and contracts . The rights and obligations under such concessions, licenses 
and contracts may be subject to interpretation and could also be affected by, among 
other things, matters outside the control of the Company . In case of a dispute, it cannot 
be certain that the view of Africa Oil would prevail or that Africa Oil otherwise could effec-
tively enforce its rights which, in turn, could have significantly negative effects on the 
Company . Also, if Africa Oil or any of its partners would be deemed not to have complied 
with their duties or obligations under a concession, license or contract that may result in 
the Company’s rights under such concessions, licenses or contracts being relinquished in 
whole or in part .

OTHER RISKS
Early Stage of Exploration
Africa Oil has conducted oil and gas exploration activities for less than three years . There 
is limited financial, operational and other information available with which to evaluate 
the prospects of Africa Oil . There can be no assurance that Africa Oil’s operations will be 
profitable in the future or will generate sufficient cash flow to satisfy its working capital 
requirements .

Competition
The petroleum industry is intensely competitive in all aspects including the acquisition 
of oil and gas interests, the marketing of oil and natural gas, and acquiring or gaining 
access to necessary drilling and other equipment and supplies . Africa Oil competes with 
numerous other companies in the search for and acquisition of such prospects and in 
attracting skilled personnel . Africa Oil’s competitors include oil companies which have 
greater financial resources, staff and facilities than those of the Company and its partners . 
Africa Oil’s ability to discover reserves in the future will depend on its ability to success-
fully explore its present properties, to select and acquire suitable producing properties 
or prospects on which to conduct future exploration and to respond in a cost-effective 
manner to economic and competitive factors that affect the distribution and marketing 
of oil and natural gas .

Oil and natural gas producers are also facing increased competition from alternative 
forms of energy, fuel and related products that could have a material adverse effect on 
Africa Oil’s business, prospects and results of operations .

Risks Inherent in Oil and Gas Exploration and Development
Africa Oil’s business is subject to all of the risks and hazards inherent in businesses involved 
in the exploration for, and the acquisition, development, production and marketing of, oil 
and natural gas, many of which cannot be overcome even with a combination of experi-
ence and knowledge and careful evaluation . The risks and hazards typically associated 
with oil and gas operations include fire, explosion, blowouts, sour gas releases, pipeline 
ruptures and oil spills, each of which could result in substantial damage to oil and natural 
gas wells, production facilities, other property, the environment or personal injury . 
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Risks Relating to Infrastructure
The Company is dependent on available and functioning infrastructure relating to the 
properties on which it operates such as roads, power and water supplies, pipelines and 
gathering systems . If any infrastructure or systems failures occur or do not meet the 
requirements of Africa Oil, the Company’s operations may be significantly hampered 
which could result in delayed, postponed or cancelled Petroleum Operations, lower pro-
duction and sales and/or higher costs . In several areas where the Company operates, very 
little infrastructure of any sort that is commonly associated with Petroleum Operations is 
in existence .

Environmental Regulation
Drilling for and production, handling, transporting and disposing of oil and gas and 
petroleum by-products are subject to extensive regulation under national and local envi-
ronmental laws, including those of the countries in which Africa Oil currently operates . 
Environmental regulations may impose, among other things, restrictions, liabilities and 
obligations in connection with water and air pollution control, waste management, per-
mitting requirements and restrictions on operations in environmentally sensitive areas . 
Environmental protection requirements have not, to date, had a significant effect on 
the capital expenditures and competitive position of Africa Oil . However, environmental 
regulations are expected to become more stringent in the future and costs associated 
with compliance are expected to increase . Any penalties or other sanctions imposed on 
the Company for non-compliance with environmental regulations could have a material 
adverse effect on Africa Oil’s business, prospects and results of operations .

Availability of Equipment and Staff
Africa Oil’s oil and natural gas exploration and development activities are dependent on 
the availability of drilling and related equipment and qualified staff in the particular areas 
where such activities are or will be conducted . Africa Oil currently leases all the drilling 
rigs used for its exploration and development activities . Shortages of such equipment or 
staff may affect the availability of such equipment to Africa Oil and may delay Africa Oil’s 
exploration and development activities .

Conflict of Interests
Certain Directors of Africa Oil are also directors or officers of other companies, including 
oil and gas companies, the interests of which may, in certain circumstances, come into 
conflict with those of Africa Oil . If and when a conflict arises with respect to a particular 
transaction, the affected Directors must disclose the conflict and abstain from voting with 
respect to matters relating to the transaction . All conflicts of interest will be addressed in 
accordance with the provisions of the Business Corporations Act (British Columbia) and 
other applicable laws .

Reliance on Key Personnel
Africa Oil’s success depends in large measure on certain key personnel and Directors . The 
loss of the services of such key personnel could have a material adverse effect on Africa 
Oil’s business, prospects and results of operations . Africa Oil has not obtained key person 
insurance in respect of the lives of any key personnel . In addition, competition for quali-
fied personnel in the oil and gas industry is intense and there can be no assurance that 
Africa Oil will be able to attract and retain the skilled personnel necessary for operation 
and development of its business .
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RISKS WITH THE SHARES
Rules and Regulations of First North
The Board of Directors has resolved to apply for admission of the Company’s shares to 
trading on First North – an alternative marketplace1 operated by NASDAQ OMX Stock-
holm AB . Companies whose shares or other securities are traded on First North are not 
obliged to follow the same rules and regulations as stock exchange-listed companies, 
but instead a less comprehensive set of regulations adapted to primarily small companies 
and growth companies . An investment in a company whose shares or other securities 
are traded on First North may therefore imply more risk than an investment in a stock 
exchange listed company . All companies whose shares or other securities are traded 
on First North have a Certified Advisor who monitors that the company observes First 
North’s rules and regulations regarding the provision of information to the market and 
investors . A Certified Advisor examines a company whose shares are to be traded on First 
North . NASDAQ OMX Stockholm AB approves applications for admission to such trading .

Illiquid Trading
Africa Oil has entered into an agreement with Öhman regarding Öhman’s role as market 
maker for the Company’s shares which shall enter into force if the Company is admitted 
by NASDAQ OMX Stockholm AB to trading on First North . It is not possible to anticipate 
the degree to which investors’ interest in Africa Oil will lead to active trading in its shares 
or how trading in the shares will function in the future . Should active and liquid trading 
not materialise, or is not durable, such could imply difficulties for holders of shares to sell 
their shares, either momentarily without driving down the market price, or even at all .

General Stock Market Risk
A prospective investor should be aware that an investment in the Company’s shares is 
associated with a high degree of risk and that there are no guarantees that the share 
price, as of the moment trading in the shares has commenced on First North, develops 
favourably . In addition to the Company’s performance, the share price is dependent on a 
number of factors that neither the Company nor Öhman can influence . Such factors may 
be the economic climate, market interest rates, the opportunity cost of capital, capital 
flows, political uncertainties, as well as market and behavioural psychology . Even if the 
Company’s activities develop positively, it cannot be excluded that an investor makes a 
capital loss upon divestment .

1.   The term “alternative marketplace” means that First North is not what is known as a regulated market – a term 
used in the EU directive called MiFID, which concerns security brokerage firms and stock exchanges. First North 
has a less complex set of regulations within the framework of Multilateral Trading Facility (MTF) and the MiFID 
directive. Issuers on First North must observe First North’s rules and regulations, although the legal requirements 
for listing on a regulated market do not apply.  Companies traded on First North are subsequently not stock mar-
ket companies, and are thereby not subject for example to the Swedish Act concerning Reporting Obligations 
for Certain Holdings of Financial  Instruments (2000:1087) (Sw: Lag om anmälningsskyldighet för vissa  innehav 
av finansiella instrument), the Swedish Act on Public Takeover Offers on the Stock Market (Sw: Lag om offentliga 
uppköpserbjudanden på aktiemarknaden), and IFRS.
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Market Overview

As the Company’s business activities are focused on exploration and development of 
oil and natural gas resources, this section contains an overview of the global crude oil 
and natural gas markets.

INTRODUCTION TO CRUDE OIL
Crude oil was formed by geological processes millions of years ago and is typically found 
in underground reservoirs of different sizes, at varying depths and with varying charac-
teristics . Oil is a finite resource in the earth’s crust, and at some future date, world oil 
production will reach a peak, after which production will decline .1 Since oil is usually 
found deep below the surface and since oil reservoirs normally do not have an obvious 
surface indication, oil has proven difficult to find . Advancing technology has improved 
the discovery process and reduced exploration failures, nevertheless, oil exploration is 
still inexact and expensive . Once oil has been discovered via an exploratory well, full-
scale production requires many wells across the reservoir to provide multiple paths that 
facilitate the flow of oil to the surface . This multitude of wells also helps to define the total 
recoverable oil in a reservoir, its so-called reserves . Reserves are defined as an estimate of 
the amount of oil in a reservoir that can be extracted at an assumed cost . Thus, a higher 
oil price outlook indicates that more oil can be produced, but geology places an upper 
limit on price-dependent reserves growth .2

Oil is classified as conventional and unconventional . Conventional oil is typically the 
highest quality, lightest oil which flows from underground reservoirs with comparative 
ease . Unconventional oils are heavy, often tar-like or contained in shale reservoirs . They 
are not readily recovered since production typically requires a great deal of capital invest-
ment and supplemental energy in various forms . For that reason, most current world oil 
production is conventional oil . 

Africa Oil is primarily engaged in upstream oil and gas exploration, seeking light sweet 
crude as its primary exploration focus . Light sweet crude is heavily sought after as other 
traditional sources of this oil type are beginning to deplete in regions traditionally recog-
nized as the main suppliers of this conventional fuel type . As the race to secure resources 
increases, exploration companies have to look in areas not already exploited by other 
competitors in the industry, forcing exploration into less developed and often politically 
unstable regions . Northeast Africa is one of the last areas on the globe that has not seen 
the magnitude of oil and gas exploration as seen in the rest of the world .

ExPLORATION ACTIVITIES IN NORTHEAST AFRICA
Africa is well endowed with energy resources, and the global call for African oil is steadily 
on the rise .  Both Western and Eastern companies are hunting in earnest for oil and gas 
in the region .  East African countries are now entering into a new dawn of exploration 
interest, experiencing renewed levels of investment . Africa’s barriers to exploration and 
development expansion have been civil strife and political instability, making some of 
areas of the region the riskiest environments for local and foreign investment, thereby 
limiting its own potential . Oil-related social conflict and poor oil revenue management 
have cast a negative shadow on any major oil exploration until now . Geopolitical factors 

1.   “Peaking of World Oil Production: Impacts Mitigation & Risk Management”, Robert L. Hirsch, February 2005.
2.   “Peaking of World Oil Production: Impacts Mitigation & Risk Management”, Robert L. Hirsch, February 2005
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and other tensions have moved energy security to the top of the global agenda in the 
region . The key economic challenge to expanding oil and gas access in Africa is how to 
induce reliable, adequate, socially and environmentally responsible oil and gas supply 
despite the relatively weak, though gradually improving economic and social conditions 
in the region .

According to the African Union, based in Addis Ababa, Ethiopia, projections show that 
proved reserves in Africa as a whole could increase to over 290 billion barrels of oil by 
2025, assuming a modest annual growth rate of between 5 percent and 2 .5 percent . Sup-
ply projections indicate that production could reach between 18 million to 20 million 
barrels a day by the year 2025 .3

Over the past few years increased attention on Northeast Africa has been spurred 
by discoveries made in Uganda by London-based Tullow Oil, Plc, who report 800 million 
barrels of oil gross discovered resources and potential of over 2 billion barrels of gross 
basin potential in the Lake Albert region . Adding further interest to develop the region 
is Anadarko Petroleum’s findings of a significant natural gas reservoir off the coast of 
Mozambique, providing further evidence to the existence of vast quantities of hydrocar-
bons in a geologically complex area of the world . 

The relative attractiveness of most African crude oil on the world market is associated 
with its low sulphur content and its quality, which has been steadily driving exploration . 
The reality and challenge for Africa lies in its downstream mechanisms such as refining, 
distribution, and the mobilization of financial and human resources which will require 
immediate and significant capital investment to coincide with projected increases in sup-
ply . Without a doubt, Africa faces certain challenges in achieving a sustainable energy 
future, embodied in the twin objectives of expanded energy access at affordable prices, 
and oil and gas wealth sustainability . Success will be strongly dependent on the political 
will of leadership to change the status quo of economic and political marginalization that 
has characterized the region .

THE GLOBAL OIL MARKET
Oil is found on most continents of the world .  Global proven oil, including Canadian oil 
sands, amounted to 1,258 billion barrels at the end of 2008 .4 The Middle East continues to 

play host to the largest oil 
reserves in the world, even 
though many of the large 
fields such as Ghawar are 
suspected to be in decline . 
Following the Middle East 
in oil riches, are Europe & 
Eurasia, the African conti-
nent as a whole, and South 
and Central America . By the 
end of 2008 Africa’s proven 
reserves increased by more 
than 28 percent placing a 
greater emphasis on Africa 
as the next frontier of oil 
and gas exploration . 

3.   Joint Study by the African Development Bank and the African Union, First African Union Conference of Ministers 
Responsible for Hydrocarbons 11–15 December 2006.

4.   BP Statistical Review of World Energy June 2009.
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Global oil production in 2008 amounted to 81 .82 million barrels a day, with the Middle 
East providing the majority of this production at 26 .2 million barrels a day . Europe & Eur-
asia contributed 17 .6 million barrels a day primarily from Russia, Kazakhstan and Norway, 
followed by North America at 13 .1 million barrels a day . Africa contributes 10 .28 million 
barrels a day mainly from production in Nigeria, Algeria, Angola and Libya . The Asian 
Pacific region supplies a modest 7 .9 million barrels a day and lastly, South and Central 
America contributes 6 .68 million barrels a day with much of this production coming from 
Venezuela and Brazil .5

Not surprisingly now taking the lead in global consumption is the Asian Pacific region 
where China and India continue to add consumption pressures, consuming more than 
25 .3 million barrels a day, vastly outpacing domestic supply necessitating vast quantities 
of imports to fuel a growing thirst for automobile ownership within the two countries .  

North America, though second in consumption standings for 2008, burns up more 
than 23 .7 million barrels a day . Europe and the Eurasia’s daily consumption of oil is 
approximately 20 million barrels, with Russia and Germany being the two largest con-
sumers of oil in this region .  In a distant fourth place, is the Middle East, consuming only 
6 .4 million barrels of oil a day . Following the Middle East in consumption is South and 
Central America, with 5 .9 million barrels of oil a day . Lastly, in Africa, consumption lags at 
a mere 2 .8 million barrels a day .

Overall, global consumption for 2008 at 84 .4 million barrels of oil was greater than 
production at 81 .8 million barrels . Creating a distinct supply/demand imbalance, whereby 
for every one barrel of oil consumed, only 0 .9 barrels of oil was produced to replace the 
loss of supply .6 The only variable in the imbalanced ratio in 2008 that made any impact on 
consumption patterns, was the financial crisis which started in late 2008 when OECD con-
sumption declined by 3 .2 percent or 1 .5 million barrels a day, that slack was partly taken 
up by China’s continued economic growth and thirst for hydrocarbons .

5.   BP Statistical Review of World Energy June 2009.
6.   BP Statistical Review of World Energy June 2009.
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OIL PRICE 
DEVELOPMENT
Historically, oil prices have 
fluctuated widely . Aside 
from dynamic supply and 
demand, factors affecting 
oil prices include global 
and regional economic 
and political develop-
ments in resource-produc-
ing regions as well as the 
extent to which OPEC and 
other producing nations 
influence global produc-
tion levels . In addition, oil 
prices are impacted by 
various factors, such as the 
prices of alternative fuels, 

global economic conditions, weather conditions and political uncertainty . The price of oil 
tied to oil production has experienced major fluctuations during the last three decades 
primarily due to a number of political events, among others the two oil crises during the 
1970s caused by OPEC’s decreased production levels . The period following the 1970’s was 
characterized by decreasing oil prices, partly caused by increased investment in produc-
tion capacity worldwide . In 1990, the price of oil again increased due to the conflict in 
Kuwait . During the decade starting 2000 to 2008, oil prices have been steadily increasing, 
as shown in the figure below .7

7.   BP Statistical Review of World Energy June 2009.
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During recent years, oil spot prices have experienced significant variability as geopo-
litical factors continue to plague the market . Aggressive price increases over the past eight 
years have and continue to be primarily caused by macroeconomic instabilities resulting 
from North Korea’s missile launches, escalating conflicts in the Middle East, reports from 
the U .S . department of energy indicating a decline in petroleum reserves and the Iranian 
nuclear brinkmanship . All of these elements will continue to add uncertainty to global 
pricing into the foreseeable future .

NATURAL GAS
Overall world reserves of natural gas increased dramatically in 2008, since the last refer-
ence year of 1998, when global reported reserves were measured at 148 .01 trillion cubic 
metres (“tcm”) .  In 2008, proved reserves increased to 185 .02 tcm with the Middle East 
contributing 41 percent of this market share with 75 .91 tcm reported for 2008, an increase 
of 5 .1 percent in market share since 1998 . 

Europe and the Eurasia region reported reserves had declined by 5 .9 percent, as a per-
centage of the overall market, over the 1998 reference year, though Russia, Kazakhstan 
supplemented the region with increased supply owing to expanded pipeline capacity . 

In the Asian Pacific region, supply increased to 15 .39 tcm, a slight increase of 5 .9 bil-
lion cubic metres (“bcm”) over 2007, providing an overall 8 .3 percent of the total natural 
gas market in 2008 . Africa with an overall market share of 7 .9 percent in 2008, increased 
its reported reserves by a slight margin to 14 .65 tcm from a reported 14 .54 tcm in 2007 . 

North America’s reserve figures for 2008 comprised only 4 .8 percent of the overall mar-
ket tally, with proved reserves actually decreasing in 2008 to 8 .87 tcm from the reported 
2007 reserve figure of 8 .88 tcm .  Again the financial crisis played a part in reserve declines 
as a glut in North American supply mitigated the importance of continued exploration 
activity for replacement reserves . 

Trailing as a percentage of global proved reserves, was South and Central America, 
providing a mere 4 percent of the overall market, even though the America’s proved 
reserves as a percent of the overall market, increased to 7 .31 tcm in 2008, from 7 .27 tcm 
in 2007 .8

As the global oil mar-
ket experienced significant 
and unprecedented turbu-
lence over 2008, well into 
2009, the global natural 
gas market saw consump-
tion increase a modest 2 .5 
percent, below the 10-year 
average owing in large part 
to the glut of natural gas on 
the market when the finan-
cial crisis impacted global 
markets . Offsetting con-
sumption demands was the 
increase in production, at 
3 .8 percent, outpacing con-
sumption by 1 .3 percent 
and the 10-year average of 
3 percent . The differential 

8.   BP Statistical Review of World Energy June 2009.
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in consumption versus production on the global market, amounted to a surplus of 46 .9 
tcm of natural gas in 2008 . 

Ahead of all other regions in consumption of natural gas was Europe and the Eurasia 
markets – both regions consumed a significant 1,143 .9 bcm in 2008 . Russia is second only 
in rank to the US in natural gas consumption, consuming 420 .2 bcm of gas while the US 
consumed 657 .2 bcm in 2008 . Overall, North America incinerated 825 .4 bcm of natural 
gas in 2008, resulting in an increase of 12 bcm over reported 2007 figures of 812 .4 bcm .

The Asia Pacific region 
also experienced increased 
consumption of natural gas 
in 2008 which amounted 
to 485 .3 bcm versus 2007’s 
consumption figures of 
456 .8 bcm, resulting in an 
increase of 28 .5 bcm or 5 .8 
percent . China played a role 
in the demand dynamics in 
Asia, with increased con-
sumption growth of 15 .8 
percent in 2008 over 2007, 
accounting for the larg-
est incremental growth in 
world gas consumption, 
burning almost 80 .7 bcm 
in 2008 . Japan continued 
to be a top consumer in the 
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region in 2008 as well, consuming 93 .7 bcm, in contrast to 2007 consumption numbers 
of 90 .2 bcm .9

In 2008, the Middle East consumed 327 .1 bcm of natural gas, resulting in a 7 .25 bcm 
increase over 2007 consumption . This marked increase in the Middle East was largely 
driven by the fact that natural gas became a prominent feedstock in power generation . 

South and Central America experienced an increase in consumption as well, resulting 
in an increase of 5 .5 bcm over 2007 consumption of 137 .9 bcm . In Africa consumption 
increased by 6 percent over 2007 consumption figures of 89 .2 bcm to 94 .9 bcm .10

Even though it appears that Africa produces a significant amount of natural gas, much 
of that gas associated with oil production is currently flared off owing to a lack of infra-
structure capable of diverting this gas to end-use facilities . Gas commercialization in 
Africa is yet to achieve any kind of prominence until sufficient investment is obtained to 
build the power facilities necessary to utilize these inventories . 

On a global scale a significant drawback of natural gas demand is not likely to occur 
in the future as there will continue to be a heavy emphasis on natural gas to power the 
energy dependency of the planet . With more power plants slated for construction in 
numerous areas of the globe, especially China and India, gas supply will have to intensify 
when these plants come online . 

NATURAL GAS PRICE DEVELOPMENT
Natural gas is recognized as a regional commodity owing to the necessity to ship pro-
duced gas via pipeline to hubs capable of redirecting and distributing to purchasers; as 
a result, prices are often responsive to the proximal market space where natural gas is 
originated . In Africa, prices are expected to remain below market average until sufficient 
infrastructure and distribution facilities are built to accommodate the abundant supply of 
natural gas found within much of the African continent . With that said, major power pro-
ducers are now seeking additional sources of feedstock and Africa may be the next area 
of focus for these power producers, possibly prompting pricing increases .

Outlook
The primary driving force behind the increased demand for oil and natural gas is, and will 
continue to be, economic growth . To a great extent the world’s energy needs are met by 
fossil fuels, of which oil is dominant for transportation and other industrial needs; how-
ever, natural gas in its abundant supply, may spur increased reliance on the feedstock to 
meet power production needs . In developing countries, demand for energy is aligned 
with economic growth, whereas in industrialized countries the growth in demand is more 
volatile in comparison with economic growth . As developing nations rise to the standard 
of living enjoyed by much of North America and Europe, the race for energy security is not 
likely to abate .  Emerging economies will have to engage in competitive bidding practices 
and enter into previously unfavorable geopolitical arenas that will undoubtedly create 
dramatic shifts in alignment of loyalties as the pursuit of hydrocarbon security carries on .

COMPETITION
The petroleum industry is intensely competitive, particularly with respect to the acquisi-
tion of prospects with proven reserves . Africa Oil competes globally with numerous other 
companies, including major oil and gas companies with greater financial resources, staff 
and facilities than Africa Oil, in search for and acquisition of such prospects . 

9.   BP Statistical Review of World Energy June 2009.
10.   BP Statistical Review of World Energy June 2009.
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Many oil companies are often competitors at the early stage of acquisition of explora-
tion acreage, but at times, they become partners as farmout agreements are struck to 
develop large land holdings . Consequently, the line separating competitors from part-
ners varies .

Activities in the East African Rift Basin are starting to dramatically increase as discover-
ies such as those found by European based Tullow Oil Plc and Canadian-based Heritage 
Oil have turned more eyes on the exploration of oil resources in the region . Other com-
petitors include the state-owned Petronas Oil and Gas Company with headquarters in 
Malaysia who have been actively developing both gas and oil resources in close proximity 
to Africa Oil’s properties . 

It is expected that the robust Chinese economy will continue to create significant 
pressures to actively source vast pools of both oil and gas, magnifying the intense com-
petition for hydrocarbons to feed its 7 percent  annual growth rate .  Given that additional 
pressure point, it will be just a matter of time before Chinese explorers establish a promi-
nent base in the east African Rift Basin to become direct competitors to operators already 
in the region .

TRENDS
Oil prices are clearly dependent on the world economy and the global supply and 
demand balance for oil . While pricing in the future may reflect supply-demand funda-
mentals more accurately, it would appear that the current tight supply environment is 
highly sensitive to political and terrorist risks, as evidenced by the risk premium in the 
current price structure . The magnitude of this risk premium may change over time . 

Natural gas prices have been quite volatile over the last 12 months, historically gas 
prices has been strongly linked to oil prices . However that hasn’t been the case in the past 
year when natural gas didn’t follow the same upward curve of oil prices due to a com-
bination of factors: exploration in US, where gas prices are around half of oil in terms of 
heating value, and the large onstream of LNG projects just as demand shrank due to the 
global recession . Demand is on its way up again as the global economy starts to recover, 
gas prices have recovered more than expected  due to a cold winter in Europe, which 
contributed to the recovery of gas prices . 

Source: FactSet Source: FactSet

Brent crude oil price August 18, 2006–August 18, 2010 
(ICE USD/bbl)

Natural gas price August 18, 2006–August 18, 2010 
(NYM USD/btu)
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Africa Oil Corp.

THE COMPANY IN BRIEF
Africa Oil is a Canadian-based oil and gas company. The Company is engaged in the 
exploration, acquisition, development and production of oil and natural gas interests 
in the East Africa Rift Basin, spanning Ethiopia, Kenya and Puntland (Somalia). Africa 
Oil’s main focus is large, conventional oil and gas projects. The Company’s shares are 
traded on the TSx Venture Exchange under the symbol “AOI”.

BACKGROUND
Prior to December 31, 2005, the Africa Oil’s principal business activities were the acquisi-
tion, exploration and development of mineral properties in Mexico . The Company has 
relinquished its interests in all of its Mexican mineral properties .

During the last three years, Africa Oil amassed a significant base of exploration prop-
erties in the East African rift basin .

KEY ACCOMPLISHMENTS1

In early 2007, Africa Oil acquired interests in two concessions located in the semi-auton-
omous state of Puntland, Somalia . The Company entered into Production Sharing Con-
tracts and joint venture agreements to acquire an 80 percent working interest in licenses 
in each of the Nugaal and Dharoor Valleys . Africa Oil acquired its interest in the licenses 
from Range Resources Ltd . (“Range”), a public company listed on the Australian Stock 
Exchange . As consideration for its working interest, the Company paid Range USD 5 mil-
lion and assumed the obligation to solely fund USD 22 .75 million of joint venture costs 
on each of the blocks (USD 45 .5 million in total for both blocks) during the exploration 
period .

During April, 2007, Africa Oil completed a private placement of four million shares 
offered at a price of CAD 5 per common share, providing the Company with CAD 20 mil-
lion in gross proceeds .  The net proceeds were utilized on the Puntland (Somalia) explora-
tion program and for general working capital purposes . 

Exploration activities, during 2007, focused on seismic reprocessing and integration of 
all geophysical and geological data related to the Nugaal Block in Puntland (Somalia) . In 
addition, the Company mapped several drilling prospects on both the Nugaal and Dha-
roor Blocks . Plans were developed to commence both a Puntland seismic acquisition and 
drilling program in 2008 .

During April 2008, Africa Oil announced that as a result of the deterioration of the 
security situation in parts of Somalia the implementation of the Nugaal drill program 
would be delayed .  Operations in the Dharoor Valley remained unaffected .

During July 2008 the Company commenced seismic activities in the Dharoor Valley 
with the intent to acquire 2D seismic vibrosis data to complement the existing 4,000 km 
of 2D seismic data obtained on the Nugaal Valley .

1.   The below section does not take into consideration the potential impact of the Tullow farmout or Lion amend-
ing agreement described in the “Recent Major Development: Tullow Oil Plc Farmout” section on pages 37–38. 
Completion of the Tullow farmout and Lion amending agreements transactions is subject to several conditions, 
including: host government approvals, waiver of any preemption rights by Africa Oil’s partners and any appli-
cable regulatory requirements.
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During September 2008, Africa Oil entered into two short-term loan agreements with 
a shareholder of the Company in the aggregate amount of CAD 6 million which was pro-
vided to Africa Oil at an interest rate of prime plus 2 percent . For provision of the loans to 
Africa Oil, the lender received an aggregate of 349,307 common shares of the Company 
as bonus shares .

During December 2008, the Company completed the 2D seismic survey in the Dha-
roor Valley of Puntland (Somalia) .  A total of 782 km of good quality seismic vibroseis data, 
comprised of a grid of 15 lines, were recorded during the survey . The intent for the data 
was to combine it with existing 555 km of seismic data to further interpret and generate 
exploratory drill targets for the Dharoor Valley .

On April 29, 2009, Africa Oil completed the acquisition (the “Lundin Acquisition”), 
pursuant to an agreement (the “Share Purchase Agreement”) with Lundin Petroleum B .V . 
(“LPBV”), of a portfolio of East African exploration oil projects in Ethiopia and Kenya held 
by Lundin Petroleum AB under various Production Sharing Contracts . Under the terms of 
the Share Purchase Agreement Africa Oil, through its wholly owned subsidiary, Africa Oil 
Holdings Cooperatief U .A ., acquired the Lundin Petroleum AB subsidiaries, Lundin East 
Africa B .V . and Lundin Kenya B .V . The Ethiopian interests acquired included an 85 percent 
working interest in Blocks 2, 6, 7 and 8 in the Ogaden Basin, and a 50 percent working 
interest in the Adigala Block . The Kenyan interests acquired included a 100 percent inter-
est in Block 10A and a 30 percent interest in Block 9 . Africa Oil became the operator of all 
of these projects, excluding Block 9 in Kenya .

Pursuant to the Share Purchase Agreement, Africa Oil paid LPBV approximately $23 .7 
million for both entities .  The payment was funded through a convertible loan (the “Con-
vertible Loan”) from Lundin Services BV, a wholly owned subsidiary of Lundin Petroleum 
AB, bearing interest at the rate of USD LIBOR, plus 3 percent, calculated semi-annually . 
The Convertible Loan, including any accrued and unpaid interest, is convertible on or 
before December 31, 2011, at the option of either Africa Oil or Lundin Services BV, into 
common shares of Africa Oil, issuable at a deemed price of CAD 0 .90 per share . 

Subsequent to the completion of the Lundin Acquisition, Lundin East Africa B .V . and 
Lundin Kenya B .V ., underwent name changes; specifically, Lundin East Africa B .V . was 
renamed Africa Oil Ethiopia B .V ., and Lundin Kenya B .V . was renamed Africa Oil Kenya B .V . 

Also during April, 2009, the Company completed a non-brokered, private placement 
of 37,421,018 subscription receipts of the Company offered at a price of CAD 0 .95 per sub-
scription receipt for gross proceeds of CAD 35 .5 million . Each subscription receipt entitled 
the holder to receive one unit of the Company . One unit comprised one common share 
plus one share purchase warrant exercisable at CAD 1 .50 per share for a period of three 
years, subject to a forced exercise provision whereby, if Africa Oil trades at or above CAD 
2 .00 per share for a period of 20 consecutive days, the warrantholder may be required 
to exercise the warrant or elect expiry . The proceeds of the private placement are being 
utilized in the Company’s East African exploration programs and to fund ongoing work-
ing capital requirements .

In May 2009, Africa Oil entered into the EAX farmout agreement with Black Marlin 
Energy Limited’s subsidiary, EAX .  Pursuant to the EAX farmout agreement, the Company 
agreed to transfer to EAX an interest in the Production Sharing Agreements for Blocks 
2, 6, 7 and 8, located in Ethiopia, and in the Production Sharing Contract for Block 10A, 
located in Kenya .

Under the terms of the EAX farmout agreement, EAX agreed to pay a disproportion-
ate share of costs associated with planned 2D seismic programs to be carried out in 2009 
through 2010 as well as paying a portion of Africa Oil’s past costs and future operational 
costs, and Africa Oil agreed to transfer the following interests (the “EAX Assigned Inter-
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ests”) to EAX upon satisfaction of certain closing conditions, including receipt of Ministe-
rial Approval in both Ethiopia and Kenya:
■ transfer of a 30% license interest in the Blocks 2&6 Production Sharing Agreement;
■ transfer of a 30% license interest in the Blocks 7&8 Production Sharing Agreement; and
■ transfer of a 20% license interest in the Block 10A Production Sharing Contract .

Also during May, 2009, Africa Oil entered into a shares for debt arrangement in respect of 
loans provided to the Company in September 2008 totaling CAD 6 million, plus accrued 
interest of CAD 195,520 . With the approval of the Exchange, Africa Oil extinguished the 
loan and promissory note by converting the debt to 6,521,601 units of the Company on 
the basis of CAD 0 .95 per unit, each unit having the same terms as the units that were 
issuable pursuant to the April 2009 private placement .

In June 2009, the Company entered into an agreement (the “Arrangement Agree-
ment”) for the acquisition of all the issued and outstanding shares of Turkana Energy Inc . 
(“Turkana”), a privately held oil and gas exploration company based in Vancouver, British 
Columbia .  The principal asset of Turkana was Block 10BB, a highly prospective exploration 
block in northwestern Kenya .  Under the Arrangement Agreement, completed on July 21, 
2009, the Company agreed to issue 7 .5 million shares of Africa Oil to the shareholders of 
Turkana, exchanged at a ratio of 0 .20647 Africa Oil share for one Turkana share . Existing 
debtholders of convertible loans of Turkana were offered common shares of Africa Oil in 
exchange for the extinguishment of debt to a maximum payout of CAD 1 million . The 
shares issued under the debt settlement were subsequently issued at a deemed price per 
share of CAD 0 .90 . Turkana held an undivided 100 percent interest in Block 10BB pursuant 
to a Production Sharing Contract with the Government of the Republic of Kenya, made in 
October 25, 2007 .

In August 2009, Africa Oil entered into the Lion farmout agreement with Lion (formerly 
Raytec Metals Corp .) .  Pursuant to the Lion farmout agreement the Company agreed to 
transfer to Lion an interest in the Production Sharing Agreements for the Dharoor Val-
ley Exploration Area and the Nugaal Valley Exploration Area, each located in Puntland 
(Somalia), and in the Production Sharing Contracts for Block 9, Block 10A and Block 10BB, 
all located in Kenya . 

Under the terms of the Lion farmout agreement, Lion agreed to pay a disproportion-
ate share of costs associated with the planned work programs to be carried out in the sub-
ject areas throughout 2009 and 2010 and to deposit in escrow, as security for its payment 
obligations, $4 million, and Africa Oil agreed to transfer the following interests (the “Lion 
Assigned Interests”) to Lion upon satisfaction of certain closing conditions, including the 
receipt of Exchange approval and Ministerial Approval in both Somalia and Kenya:
■  transfer of a 15% license interest in the Nugaal and Dharoor Valley Production Sharing 

Agreements;
■ transfer of a 10% license interest in the Block 9 Production Sharing Agreement;
■ transfer of a 25% license interest in the Block 10A Production Sharing Agreement; and,
■ transfer of a 20% license interest in the Block 10BB Production Sharing Agreement .

In September 2009, Africa Oil made changes to its board and management .  Mr . Ian Gibbs 
resigned as a Director in order to be able to take on the position of Chief Financial Officer, 
following the resignation of Mr . Darren Moulds . Mr . James Phillips, was appointed Vice 
President of Exploration and Mr . John Craig was appointed a Director . 

In early October 2009, the Board of Directors was expanded to include Mr . Bryan 
Benitz who brings over 40 years of financial markets expertise and investment banking 
experience to the Company, particularly in oil and gas . Later in October, Mr . Rick Schmitt 
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elected to resign as President and Mr . Keith Hill assumed the role of President, adding to 
his responsibilities as the Company’s existing Chief Executive Officer .

In November 2009, Africa Oil announced that the Bogal-1 oil exploration well located 
in Block 9 (Kenya), operated by CNOOC Limited, was spudded on October 28, 2009 . 

In December 2009, Africa Oil amended the Production Sharing Contracts made in 
respect of the Dharoor and Nugaal Valley Exploration areas .  The amendments reflected 
the extension of initial exploration periods from 36 to 48 months, with a revised expiry 
period of January 17, 2011 .  In addition, the terms of the exploration programs were 
amended such that the Company, at its option, could drill one exploratory well in each of 
the Dharoor and Nugaal Valley Exploration Areas, or two exploratory wells in the Dharoor 
Valley .  In consideration of the extension of the exploration period, Africa Oil agreed to 
voluntarily relinquish twenty-five percent of the original agreement area on or before 
January 17, 2010 and agreed to pay a $1 million bonus within 30 days of a commercial 
discovery in each of the production blocks .  Further, the Company agreed to certain 
enhanced abandonment and environmental safety measures and to make a one-time 
$1,050,000 payment to the Puntland government for development of infrastructure .

In this same month, the Company received the final requisite government approvals 
from the Republic of Kenya, the Federal Democratic Republic of Ethiopia and the State 
of Puntland (Somalia) in respect of the previously announced farmouts to Lion and EAX .  

In January 2010, the Company received the results of an independent resource esti-
mate of its contingent and prospective resources . The estimate was prepared in accor-
dance with NI 51-101, with an effective date of December 1, 2009 .  The results of the report 
were disclosed in the Company’s January 7, 2010 news release and January 8, 2010 mate-
rial change report . 

On March 15, 2010, Lion received final approval from the Exchange in respect of the 
farmout agreement . This was the only remaining condition required to conclude the 
transfer of the Assigned Interests to Lion .

During August 2010, Africa Oil completed a farmout agreement and joint venture 
agreement with Agriterra Ltd . (formerly White Nile Ltd .) . Under the terms of the agree-
ments Africa Oil acquired an 80 percent participating interest and operatorship of the 
South Omo Block in Ethiopia .

During August 2010, the Kenyan Government approved the assignment of a 100 per-
cent interest in Blocks 12A and 13T in Kenya to the Company . The Blocks were assigned 
to the Company by Platform Resources Inc . (“Platform”), a wholly owned subsidiary of 
Alberta Oilsands Inc .

The new contract areas are adjacent to the Company’s Block 10BB . Existing gravity 
data on Blocks 12A and 13T suggests that the proven Lokichar basin and other prospec-
tive sub-basins and known strong leads in Block 10BB may extend onto these new blocks .

The Production Sharing Contracts covering Blocks 12A and 13T are dated September, 
2008 (effective date: December, 2008) and have an initial exploration period of 3 years . 
The initial minimum exploration expenditures are $3 .65 million (Block 13T) and $3 .6 mil-
lion (Block 12A) . The initial exploration work program includes 500 km of 2D seismic or 
100 km2 of 3D seismic (or a combination thereof) on each block .
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Africa Oil’s working interests in the various exploration blocks are currently:

Country Region/Property Current Working 
Interest I

Gross Acreage 
(km2)

Net Acreage  
(km2)

Puntland, Somalia Dharoor Valley IV 65% 28,376 18,444
Nugaal Valley IV 65% II 49,436 32,133

Ethiopia Blocks 2 and 6 55% 24,570 13,514
Blocks 7 and 8 55% 21,840 12,012
Adigala 50% 27,508 13,754
South Omo 80% 29,465 23,572

Kenya Block 10A 55% 14,747 8,111
Block 10BB 80% 12,491 9,993
Block 9 20% 27,778 5,556
Block 12A III 100% 15,389 15,389
Block 13T III 100% 7,765 7,765

Total V 259,365 160,243
I .  Net Working Interests are subject to back-in rights or carried working interests, if any, of the respective govern-

ments or national oil companies of the host governments .
II .  Working Interest is subject to the Company fulfilling its sole funding obligation during the exploration period .
III .  The Minister  of Energy of the Government of Kenya approved the assignment of these interests to the Com-

pany during August 2010 .
IV .  The Company has entered into an agreement which, upon completion, will reduce the Company’s working 

interest by 10 percent to 20 percent (see “Discussion of Proposed Transaction” below) .
V .  The above table does not take into consideration the potential impact of the Tullow farmout or Lion amending 

agreement described in the “Recent Major Development: Tullow Oil Plc Farmout” below . Completion of the 
Tullow farmout and Lion amending agreements transactions is subject to several conditions, including: host 
government approvals, waiver of any preemption rights by Africa Oil’s partners and any applicable regulatory 
requirements .

DISCUSSION OF PROPOSED TRANSACTIONS
Puntland (Somalia): Red Emperor Farmount
During June 2010, the Company signed a Letter of Intent with Red Emperor Resources NL 
(“Red Emperor”) pursuant to which Red Emperor will acquire a participating interest in 
the Dharoor and Nugaal Valley Blocks located in Puntland (Somalia) .  

Under the terms of the Letter of Intent, Red Emperor will earn a 10 percent interest in 
both the Dharoor and Nugaal Valley Blocks and is committed to paying a disproportion-
ate share of costs related to the one well drilling commitment included in the first explo-
ration period of both the Dharoor and Nugaal Valley Production Sharing Agreements . 
Red Emperor may, at its own discretion, exercise a right to increase its participating inter-
est by an additional 10 percent in each of the Dharoor and Nugaal Blocks . Red Emperor 
must advise Africa Oil on or before October 31, 2010 if they wish to exercise this option . 

The transaction is conditional on the parties finalizing a formal farmin agreement and 
the satisfaction of certain conditions precedent including due diligence, Red Emperor 
raising not less than AUS 2 .8 million, AUS 2 million of which is to be deposited into escrow 
on or before August 31, 2010, ministerial approval, other regulatory approvals and, if 
required, shareholder approval .  

A finder’s fee in the amount of up to CAD 250,000, 50 percent of which is payable in 
common shares of the Company, is payable to Komodo Capital Pty . Ltd . in connection 
with the farmout to Red Emperor .

Recent Major Development: Tullow Oil Plc Farmout
On September 2, 2010, Africa Oil announced that it signed a definitive farmout agree-
ment with Tullow Oil plc (“Tullow”) whereby Tullow will acquire a 50 percent interest in, 
and operatorship of, three of Africa Oil’s east African exploration blocks, comprised of two 
exploration blocks in Kenya and one exploration block in Ethiopia . In order to provide the 
necessary interest to Tullow, Africa Oil has also amended its existing farmout agreement 
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with Lion Energy Corp . (“Lion”) . Under the terms of the Tullow farmout agreement, Tullow 
will acquire a 50 percent interest in, and operatorship of, Blocks 10BB and 10A in Kenya 
and of the South Omo Block in Ethiopia . In consideration for the assignment of these 
interests, Tullow will pay to Africa Oil approximately $10 million, representing 50 percent 
of Africa Oil’s past costs in the blocks, subject to a post-closing audit . Tullow will also fund 
Africa Oil’s working interest share of future joint venture expenditures in these blocks 
until the cap of $23 .75 million is reached . This cap is expected to cover the upcoming seis-
mic program in each of the three blocks as well as the majority of costs for at least 2 wells 
on these areas . Once the expenditure cap has been met, Africa Oil will be responsible for 
its working interest share of future costs .  

Additionally, Tullow has also entered into an agreement to acquire 50 percent of Africa 
Oil’s interest in, and operatorship of, two additional exploration blocks in Kenya, 12A and 
13T, recently acquired by Africa Oil . Tullow will be responsible for paying Africa Oil its pro-
rata share of back costs, including acquisition costs, and its respective share of future joint 
venture expenditures .

The amendment of the Lion farmout agreement provides that Lion will reduce its 
interest in Block 10BB to 10 percent (originally 20 percent) and will not retain any interest 
in Block 10A (originally 25 percent) . As consideration Africa Oil has agreed to pay Lion $2 .5 
million in cash and to issue to Lion 2 .5 million common shares of Africa Oil .  Africa Oil has 
also agreed to the elimination of future expenditure promotes in Block 10BB and on the 
Company’s projects in Puntland (Somalia) .  

Completion of the above transactions is subject to several conditions, including: host 
government approvals, waiver of any preemption rights by Africa Oil’s partners and any 
applicable regulatory requirements .  

Assuming the successful completion of the Tullow farmout and Lion amending agree-
ment, described above, the Company’s interests in each country are as noted in the table 
below . 

Country Region/Property Operator Working  Interest I 
(assuming 

completion of 
Tullow farmout)

Gross Acreage 
(km2)

Net Acreage  
(km2)

Kenya Block 10A Tullow 30% 14,747 4,424
Block 10BB Tullow 40% 12,491 4,996
Block 12A III Tullow 50% 15,389 7,695
Block 13T III Tullow 50% 7,765 3,883
Block 9 CNOOC 20% 27,778 5,556

Ethiopia South Omo Tullow 30% 29,465 8,830
Blocks 2 and 6 Africa Oil 55% 24,570 13,514
Blocks 7 and 8 Africa Oil 55% 21,840 12,012
Adigala Africa Oil 50% 27,508 13,754

Puntland, Dharoor Valley IV Africa Oil 65% 28,376 18,444
Somalia Nugaal Valley IV Africa Oil 65% II 49,436 32,133
Total 259,365 125,241

I .  Net Working Interests are subject to back-in rights or carried working interests, if any, of the respective govern-
ments or national oil companies of the host governments .

II .  Working Interest is subject to the Company fulfilling its sole funding obligation during the exploration period .
III .  The Minister  of Energy of the Government of Kenya approved the assignment of these interests to the Com-

pany during August 2010 .
IV .  The Company has entered into an agreement which, upon completion, will reduce the Company’s working 

interest by 10 percent to 20 percent (see “Discussion of Proposed Transaction” on page 37) .
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BUSINESS CONCEPT
Africa Oil’s long range plan is to increase shareholder value through the acquisition and 
exploration of oil and gas assets, located in under-explored geographic areas, in the early 
phase of the upstream oil and gas life-cycle and maturing them into marketable opportu-
nities for larger oil and gas industry players . 

MISSION
Africa Oil’s mission is to de-risk its portfolio of oil and gas prospects and leads, while 
generating additional prospects and leads, through continuous oil and gas exploration 
activities .  

GOALS
In general, Africa Oil will continue its portfolio approach to exploring a large number of 
oil and gas opportunities with the goal of increasing shareholder value by focusing on 
high-impact exploration opportunities with exposure to multiple identified prospects 
and leads, in geographically and geologically diversified areas across three East African 
countries and four under-explored petroleum systems .

STRATEGY
The Company intends to pursue a leveraged farmout strategy allowing it to leverage the 
current large working interest holdings in each of its operated blocks . Africa Oil will con-
tinue to identify highly prospective exploration targets in geologically favorable settings . 
Africa Oil will from time to time consider acquisition and merger opportunities with a 
focus on North and East Africa and the Middle East .

The Board of Directors of Africa Oil may, in its discretion, approve asset or corporate 
acquisitions or investments that do not conform to the guidelines discussed above based 
upon the board’s consideration of the qualitative and quantitative aspects of the sub-
ject properties, including risk profile, technical upside, resource potential, reserve life and 
asset quality .
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OIL AND GAS INTERESTS
All of the Company’s oil and gas interests are located in east Africa, straddled across three 
countries including Puntland(Somalia), Ethiopia and Kenya . The following table sets out 
the Company’s current holdings in each of these geographical areas .

Country Region/Property Current Working 
Interest I

Gross Acreage 
(km2)

Net Acreage  
(km2)

Puntland, Somalia Dharoor Valley IV 65% 28,376 18,444
Nugaal Valley IV 65% II 49,436 32,133

Ethiopia Blocks 2 and 6 55% 24,570 13,514
Blocks 7 and 8 55% 21,840 12,012
Adigala 50% 27,508 13,754
South Omo 80% 29,465 23,572

Kenya Block 10A 55% 14,747 8,111
Block 10BB 80% 12,491 9,993
Block 9 20% 27,778 5,556
Block 12A III 100% 15,389 15,389
Block 13T III 100% 7,765 7,765

Total V 259,365 160,243
I .  Net Working Interests are subject to back-in rights or carried working interests, if any, of the respective govern-

ments or national oil companies of the host governments .
II .  Working Interest is subject to the Company fulfilling its sole funding obligation during the exploration period .
III .  The Minister  of Energy of the Government of Kenya approved the assignment of these interests to the Com-

pany during August 2010 .
IV .  The Company has entered into an agreement which, upon completion, will reduce the Company’s working 

interest by 10 percent to 20 percent (see “Discussion of Proposed Transaction” on page 37) .
V .  The above table does not take into consideration the potential impact of the Tullow farmout or Lion amend-

ing agreement described in the “Recent Major Development: Tullow Oil Plc Farmout” section on pages 37–38 . 
Completion of the Tullow farmout and Lion amending agreements transactions is subject to several condi-
tions, including: host government approvals, waiver of any preemption rights by Africa Oil’s partners and any 
applicable regulatory requirements .
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ORGANIZATION
As at June 30, 2010, the Company had a permanent staff of 25 people . In addition, the 
Company engages numerous independent contractors and consultants which is custom-
ary in the international oil and gas industry . The Company’s primary organizational chart 
is shown below:

LEGAL STRUCTURE
The group of companies in which Africa Oil Corporation is the parent company encom-
passes nine wholly owned and consolidated subsidiaries as shown in the chart below . 

Africa Oil  
Turkana B.V. 
(Netherlands)

Africa Oil  
Turkana Ltd. 
(Kenya)

Canmex Holdings 
(Bermuda) II Ltd. 
(Berrmuda)

0845379 B.C. Ltd.
(British Columbia)

Africa Oil Holdings 
Cooperatief U.A. 
(Netherlands)

Africa Oil  
Kenya B.V. 
(Netherlands)

Canmex Holdings 
(Bermuda) I Ltd. 
(Berrmuda)

Africa Oil Corp.
(British Columbia)

Africa Oil  
Ethiopia B.V. 
(Netherlands)

Africa Oil Holdings 
(Bermuda) I Ltd. 
(Berrmuda)

100%

0.01%

99.99% 100%

100%100% 100%100%

99.99%

0.01%

100%

Chief Financial 
Officer
Ian Gibbs

President & CEO
Keith Hill

Corporate 
Secretary
Kevin Hisko, LLB

Vice President of 
Exploration
James R. Phillips
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Africa Oil’s Project Portfolio

OVERVIEW
The Company’s assets in Kenya, Ethiopia and Puntland (Somalia) are world-class oil explo-
ration projects and contain significant resource potential . 

Africa Oil holds operated and non-operated blocks in East Africa that contain under-
explored plays in basins that have proven and productive analogues, or where the petro-
leum system is calibrated by existing well and seismic data . The current seismic and well 
database provides sufficient information to identify a large number of prospects and 
leads . Some of the prospects and leads have the potential to target multiple stacked 
plays . Other prospects and leads will test only single plays, but with the potential to test 
stacked pay . 

In Puntland (Somalia), the Dharoor (Darin) and Nugaal (Nogal) Basins are analogous 
to the proven and production Marib-Shabwa and Sayun-Masila Basins of Yemen . These 
were contiguous prior to the opening of the Gulf of Aden . Therefore similar plays, pros-
pects and leads likely exist in Somalia . This observation allows the Puntland Basins to be 
calibrated by the better understood Yemeni basins . 

In Kenya, Block 9 and Block 10A are located in the Anza Graben . This is a Mesozoic basin 
related to similar Mesozoic basins of southern Sudan (Muglad Basin) where the petroleum 
system is proven and productive . The Muglad Basin is an analogue and provides calibra-
tion for the analysis of the prospectivity of these licenses . Block 10BB is located south-
east of the Anza Graben Block 10A . The block is positioned within the eastern branch 

of the East African Rift 
analogous to recent dis-
coveries made by Tullow 
Oil and Heritage Oil in 
Uganda within the west-
ern branch of the East 
African Rift . The South 
Omo Block (Ethiopia) is 
within the Tertiary age 
East African rift, just 
north of Lake Turkana, 
Kenya, within the same 
petroleum system as 
Block 10BB .

In Ethiopia, the Oga-
den Basin is within a 
proven hydrocarbon set-
ting, however, to date no 
commercial production 
has been established . 
Oil, gas and condensate 
discoveries indicate that 
there is a complex petro-
leum system . The limited 
available data in this 
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under explored area indicates that there is a wide range of potential petroleum types and 
volumes in this basin . 

The Africa Oil blocks are all located onshore in the north of East Africa (Horn of Africa) . 
All of the blocks are sparsely explored with only limited well and seismic data available 
to constrain the petroleum system and prospectivity . However, there is sufficient data on 
the blocks to demonstrate that multiple petroleum systems are developed within each 
block . 
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PROJECTS – SOMALIA
The company holds two blocks in Puntland, Somalia – the 
Nugaal Block (also referred to as the Nogal Block) and the 
Dharoor Block (also referred to as the Darin Block) .
The Nugaal and Dharoor Blocks are located in the Nugaal 
and Darin Mesozoic basins in northern Somalia . These con-
cessions are very large and, with only five wells drilled, the 
area remains one of the least explored areas in North Africa . 
The indications from the limited number of wells drilled in 
the basin are that the basins appear to be oil-prone . The 
Mesozoic basins are interpreted to be extensions of the 
Marib-Shawba and Sayun-Masila Basins of Yemen . Prior 
to the opening of the Gulf of Aden in the  Oligocene–Mio-
cene, these areas were contiguous and similar sedimentary 
sequences and structural styles are likely . The Nugaal Basin 
covered by the Nugaal Valley Block has been identified as 
having reservoir, source rock and trap potential . Interna-
tional oil and gas companies conducted exploration in the 
late 1980’s in the region . During this exploration phase, a 
grid of 2D seismic was shot perpendicular to the axis of the 
rift system in the Nugaal Basin . Based on interpreted maps 
this data shows a number of large, closed, fault-controlled 
structures .

In addition, surface geology identified a number of oil 
seeps along the main basin-bounding faults . Wells drilled 
on the identified structures encountered numerous oil 
shows, however, the wells (Nugaal-1 and Kalis-1) did not 
reach the main exploration target .

The basin fill is extremely thick, with more than 10,000 
feet of sediments in some areas . The main target reservoir 
is the Jurassic-aged sandstones belonging to the Gabre-
darre Formation . These reservoir sandstones overlie the 
organic rich shales and marls of the Uarandab Formation, 
which is thought to be the source rock for the oil seeps 
observed along the boundary faults . The secondary res-
ervoirs include the deep marine sandstones and shallow 
marine carbonates belonging to the Upper Cretaceous 
Gumburo Formation . The marine sandstones of the 
Jesomma Formation, also Upper Cretaceous in age, are 
also potential secondary targets . The Jesomma and Gum-
buro have isopach thicknesses of approximately 1,350 and 
2,450 feet, respectively .
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PROJECTS – KENYA
Africa Oil holds interests in five blocks in Kenya: Block 9, Block 10A, Block 10BB, Block 12A 
and Block 13T .

Blocks 9 and 10A are in the Anza Graben of northern Kenya, a NW–SE oriented Mesozoic 
graben along trend from the prolific Mesozoic play of southern Sudan . 

The Anza Basin is a NW-SE trending rift basin which forms part of a Late Jurassic–Cre-
taceous rift system which extends across central Africa . The basin is over 580 km long and 
150 km wide with a potential prospective area in excess of 50,000 km² . The basin is filled 
in places with more than 6,000 m of Mesozoic and Cenozoic sediments and locally cov-
ered by Plio–Pleistocene basalts . Bouger and residual gravity anomalies have highlighted 
several sub-basins separated by intra-basin highs .

The subsidence of the NW trending Anza rift began during the Late Jurassic at the time 
of the deposition of marine limestone in the central Anza Basin . Rift expansion during the 
Neocomian, during a continent-wide extension phase in the Anza Graben was contem-
poraneous with the formation of the on-strike NW trending Muglad and Melut rift basins 
of Sudan . Further extension during the Late Cretaceous reactivated the subsidence in the 
Anza Basin and the Cretaceous saw the deposition of up to 6 km of predominantly conti-
nental and fluvial lacustrine sediments in the deepest parts of the basin . Further rifting in 
the Paleocene–Eocene saw thick continental deposition in subsiding troughs .

During the Oligo–Miocene, as a result of the tectonic movements related to the for-
mation of the East African Rift System in Ethiopia and Northern Kenya, the Anza Basin 
was affected by significant compressional and/or transpressional movements . Some of 
the normal faults formed during Cretaceous–Paleogene rift phases were reactivated 
and large scale inversion occurred . New faults with different fault orientations were also 
formed which uplifted large basement blocks . Following basin inversion during the 
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Micoene, thick lacustrine and continental fluvial sediments were deposited above the 
regional base Miocene unconformity . 

The basin has undergone two periods of extensive flood basalt extrusion associated 
with the East African Rift System during the Latest Miocene–Early Pliocene and the Late 
Pliocene–Pleistocene . These basalts covered the whole area of Block 10A and the north-
ern part of Block 9 with thickness varying from 30–250 m . This volcanic activity is believed 
to have had only a limited effect on the petroleum system .

The Petroleum System of the Blocks has been tested by several wells and the presence 
of reservoir, seals and potential source rocks has been demonstrated . The key to unlock-
ing the petroleum potential of the Anza Rift Graben is to identify prospective structures 
that have retained their structural integrity through the Tertiary tectonic overprint . Such 
structures have been mapped and are the focus for Africa Oil’s exploration efforts .

Block 10BB is located in NW Kenya in the region of Lake Turkana .
Sands within the Miocene Auwerwer and Lokhone formations have been identified as 

the main target intervals .
Shell’s (previous operator) Loperot-1 well was drilled in 1992 in the southern portion 

of the block in the Lodwar South sub-basin . The well found a total of 13 m net pay in thin, 
shallow sandstone layers of the Auwerwer formation . It also penetrated two intervals of 
lacustrine shales which contained good to excellent source rocks . However, Shell’s main 
objective, Lokhone reservoir sandstones immediately below the upper Lokhone source 
rock, was interpreted as water bearing . Medium gravity oil was recovered on wireline and 
oil was reported in the mudpits over several drilled intervals attesting to the presence of 
an active oil kitchen .

Shell’s Eliye Springs-2 well, drilled north of the Block, encountered Tertiary continental 
deposits, predominantly sandy in the upper 1700 m of the well, but with an increasing 
amount of claystones below . Porosities in the sandstones are 18–30 percent . Deposi-
tional environments were fluvio-lacustrine . Thin source rock intervals were encountered 
between 750 to 2000 m . Samples of these intervals indicate immature, marginal to good 
quality source rocks .

Block 10BB is about 500 km northeast of the commercial discoveries in Blocks 1 and 3A 
in Uganda . Block 10BB is in a similar rift valley system; however it is separated from these 
producing basins by major fault zones .

Blocks 12A and 13T . These newly acquired contract areas are adjacent to Block 10BB . 
Existing gravity data on the blocks suggests that the proven Lokichar basin and other 
prospective sub-basins and known strong leads in Block 10BB may extend onto these 
blocks .
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PROJECTS – ETHIOPIA
The Company has three licenses in Ethiopia consisting of four blocks (2,6,7,8) in the Oga-
den Basin of eastern Ethiopia and the Adigala Block close to the border with Somalia and 
Djibouti . 
The Ogaden Basin blocks are relatively underexplored with limited well and seismic data 
to constrain the petroleum system proved by the Calub and Hilala fields to the east . The 
Adigala block is a wildcat opportunity with no wells in the area . An analogue petroleum 
system is predicted based on nearby outcrop data and field surveys .

Blocks 2, 6, 7, 8 are located in the Ogaden Basin . The Ogaden Basin is a major sedi-
mentary basin, which has developed in association with a rift system during the Palaeo-
zoic and Mesozoic . Basin sag dominated in the Triassic in the western and central Ogaden 
Basin region, and extensional stresses were intermittently significant throughout . Since 
the Late Cretaceous, there have been periods of compression and structuration arising 
from the broader plate tectonic framework . The tectonic and sedimentary history has 
resulted in sedimentary sequences of up to 10 km thick . 

The sedimentary succession is broadly divisible into two mega-sequences; the lower 
comprises mainly continental clastics of Permian to earliest Jurassic age . The upper mega-
sequence is dominated by shallow water carbonates along with some evaporites . The 
principal oil source is the Late Jurassic Uarandab Formation, which is a high class mature 
oil source rock with Type II kerogen . TOC values of up to 9 .48 percent and high HI’s of to 
829 mgHC/ gTOC have been reported . The location of the kitchen is very well placed for 
generation and migration into the reservoir rocks of blocks 2, 6, 7 and 8 .

Seal is not considered a risk in this area . The shales between the Hamanlei Formation 
and Adigrat Formation seal the Adigrat reservoir . The evaporites of the Middle Haman-
lei Formation seal the carbonate reservoirs of the Middle Hamanlei Formation, and the 
shales and micrites of the Uarandab Formation seal the Upper Hamanlei Formation . Three 
wells were drilled in the 1970’s (all by Tenneco) within what is now part of the Africa Oil 
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license area . The El Kuran-1 well, drilled by Tenneco in 1972 (TD 3,360 m, 10,462 ft) in Block 
8 on a 66 km2 structural closure, encountered extensive oil shows throughout the Jurassic 
section and 200 gallons of 32° API oil was recovered from the Upper Hamanlei . Gas was 
found in deeper intervals and attempts to test gas-bearing Adigrat sandstones failed due 
to mechanical reasons . The nearby El Kuran-2 appraisal well (TD 2,015 m/6,610 ft 2,015 m, 
1972) apparently did not penetrate the full sedimentary section, but oil stained core was 
recorded in Jurassic intervals . Bodle-1 (TD 3,911 m/12,831 ft 1974) appears to have been 
drilled off the crest of a subtle structure and was plugged and abandoned with no shows . 
With only three wells drilled on the sparse seismic, and indications proving the existence 
of an oil (and gas) system, the acreage presents an interesting opportunity for further 
exploration .

The Adigala block lies in the north of Ethiopia within the Afar Depression . Regional 
geophysical data tends to suggest a sedimentary basin on-trend with the Jurassic Basins 
of Somalia . Newly acquired seismic data shows a thick Jurassic age sedimentary basin 
with multiple rift fault block structures . Cretaceous reservoirs and potential Jurassic 
source intervals are exposed at the surface in the uplifted highlands to the south and 
east of the Adigala Area . Oil seeps in the surrounding areas also indicate the presence of 
a working oil prone system in the region . One Jurassic outcrop represents an exhumed 
oil accumulation with Jurassic dolomites oil saturated and bleeding live oil which was 
recovered for laboratory analysis . 

The South Omo Block is located in south-west Ethiopia with Lake Turkana, Kenya, on 
its southern border . The play concepts within the South Omo Block are consistent with 
the play concept in Block 10BB, Oligocene lacustrine source rocks to provide waxy oil to 
Miocene sandstones and Tertiary age rift fault block traps .
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Summary of 
Financial Information

CONSOLIDATED STATEMENTS OF OPERATIONS (USD)

Six months ended 
June 30 (unaudited)

Full year ended 
December  31

2010 2009 2009 2008

Expenses
Salaries and benefits $ 464,052 $ 379,382 $ 807,376 $ 571,387
Stock based compensation 632,016 1,007,349 1,149,641 1,334,113
Finance expense – – – 1,086,146
Interest and bank charges 30,735 160,183 175,534 75,462
Travel 298,407 65,485 302,845 380,673
Management fees 115,632 100,510 204,499 171,153
Office and general 517,258 235,602 861,080 369,408
Depreciation 49,081 – 50,165 –
Professional fees 248,796 42,462 1,119,532 75,592
Stock exchange and filling fees 44,864 3,417 53,004 51,761

2,400,841 1,994,390 4,723,676 4,115,695

Other (income) expenses
Interest and other income (9,056) (8,831) (39,518) (77,921)
Foreign exchange (gain)/loss 41,876 (1,445,105) (3,325,758) (375,769)

Loss and comprehensive loss for the period (2,433,661) (540,454) (1,358,400) (3,662,005)

Deficit, beginning of period (10,051,042) (8,692,642) (8,692,642) (5,030,637)

Deficit, end of period $ (12,484,703) $ (9,233,096) $ (10,051,042) $ (8,692,642)

Basic and diluted loss per share $ (0.03) $ (0.02) $ (0.03) $ (0.21)

Weighted avg. number of shares outstanding
Basic 70,363,737 32,946,209 51,326,595 17,617,766
Diluted 70,363,737 32,946,209 51,326,595 17,617,766
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CONSOLIDATED BALANCE SHEETS (USD)

June 30 (unaudited) December  31

2010 2009 2009 2008

Assets
Current assets
Cash $ 7,209,502 $ 22,943,110 $ 11,145,486 $ 253,324
Accounts receivable 2,622,708 51,437 5,396,253 370,581
Prepaid expenses 308,992 199,200 508,344 –

10,141,202 23,193,747 17,050,083 623,905

Long-term assets
Restricted cash 1,800,000 – 1,800,000 –
Other property and equipment 62,427 37,308 107,549 –
Oil and gas interest 80,191,312 62,061,246 75,750,771 34,587,729

82,053,739 62,098,554 77,658,320 34,587,729

Total assets $ 92,194,941 $ 85,292,301 $ 94,708,403 $ 35,211,634

Liabilities and Shareholders’ Equity
Current liabilities 
Accounts payable and accrued liabilities $ 2,391,380 $ 2,970,293 $ 3,244,871 $ 5,429,893
Current portion of convertible debenture 999,149 – 903,416 –
Loans payable – – – 4,906,800

3,390,529 2,970,293 4,148,287 10,336,693

Long-term liabilities
Convertible debenture 929,980 2,714,614 1,326,630 –

929,980 2,714,614 1,326,630 –

Total liabilities 4,320,509 5,684,907 5,474,917 10,336,693

Shareholders’ equity
Share capital 63,164,896 52,582,382 62,712,759 31,586,737
Warrants 11,862,296 11,861,903 11,862,296 –
Equity portion of convertible debenture 21,578,986 21,408,010 21,578,986 –
Contributed surplus 3,936,223 3,171,461 3,313,753 2,164,112
Deficit (12,484,703) (9,233,096) (10,051,042) (8,692,642)
Accumulated comprehensive income (183,266) (183,266) (183,266) (183,266)
Total shareholders’ equity 87,874,432 79,607,394 89,233,486 24,874,941

Total liabilities and shareholders’ equity $ 92,194,941 $ 85,292,301 $ 94,708,403 $ 35,211,634
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EqUITY  (USD)

Six months ended 
June 30 (unaudited)

Full year ended 
December  31

2010 2009 2009 2008

Share capital:
Balance, beginning of period $ 62,712,759 $ 31,586,737 $ 31,586,737 $ 28,496,473
Private placement, net – 17,230,449 17,230,449 –
Conversion of shareholder loan – 3,765,196 3,765,196 –
Turkana acquisition – – 10,130,377 –
Farmout agreement finder’s fee 422,588 – – –
Bonus shares on loans payable – – – 1,086,146
Exercise of options 29,549 – – 2,004,118
Balance, end of period 63,164,896 52,582,382 62,712,759 31,586,737

Warrants:
Balance, beginning of period $ 11,862,296 $ – $ – $ –
Private placement, net – 10,078,390 10,078,390 –
Converted Loans payable – 1,783,513 1,783,513 –
Turkana acquisition – – 393 –
Balance, end of period 11,862,296 11,861,903 11,862,296 –

Equity portion of convertible debenture:
Balance, beginning of period $ 21,578,986 $ – $ – $ –
Convertible debenture issuance – 21,408,010 21,578,986 –
Balance, end of period 21,578,986 21,408,010 21,578,986 –

Contributed surplus:
Balance, beginning of period $ 3,313,753 $ 2,164,112 $ 2,164,112 $ 1,394,497
Stock based compensation 632,016 1,007,349 1,149,641 1,334,113
Exercise of options (9,546) – – (564,498)
Balance, end of period 3,936,223 3,171,461 3,313,753 2,164,112

Deficit:
Balance, beginning of period $ (10,051,042) $ (8,692,642) $ (8,692,642) $ (5,030,637)
Loss for the period (2,433,661) (540,454) (1,358,400) (3,662,005)
Balance end of period (12,484,703) (9,233,096) (10,051,042) (8,692,642)

Accumulated other comprehensive income:
Balance, beginning of period $ (183,266) $ (183,266) $ (183,266) $ (183,266)
Other comprehensive income – – – –
Balance, end of period (183,266) (183,266) (183,266) (183,266)

Shareholders’ equity $ 87,874,432 $ 79,607,394 $ 89,233,486 $ 24,874,941



52

CONSOLIDATED STATEMENTS OF CASH FLOWS  (USD)

Six months ended 
June 30 (unaudited)

Full year ended 
December  31

2010 2009 2009 2008

Cash flows provided by (used in):

Operations:
Loss for the period $ (2,433,661) $ (540,454) $ (1,358,400) $ (3,662,005)
Stock-based compensation 632,016 1,007,349 1,149,641 1,334,113
Depreciation 49,081 – 50,165 –
Finance expense – – – 1,086,146
Unrealized foreign exchange (gain)/loss (115,552) (1,912,929) 483,766 (375,769)
Changes in non-cash operating working capital:
Accounts receivable and prepaid expenses 2,027 119,944 259,646 (345,574)
Accounts payable and accrued liabilities 707,574 197,680 (651,308) 155,582

(1,158,515) (1,128,410) (66,489) (1,807,507)

Investing:
Investment in property and equipment (3,959) (37,308) (157,714) –
Investment in oil and gas interests (net) (4,333,509) (2,708,984) (7,910,460) (27,718,623)
Acquisition costs to oil and gas interests – – (774,676) –
Changes in non-cash operating working capital:
Accounts receivable and prepaid expenses 2,970,870 – (5,793,662) –
Accounts payable and accrued libilities (1,138,477) (2,783,834) (2,337,166) 4,915,791

(2,505,076) (5,530,126) (16,973,679) (22,802,832)

Financing:
Common shares and warrants issued,  
net of issuance costs 20,003 27,308,839 27,308,839 1,439,620
Proceeds from notes payable – – – 5,444,625
Repayments of liability portion of convertible debt (407,949) – (163,000) –
Changes in non-cash operating working capital:
Accounts payable and accrued liabilities – 126,554 803,452 –

(387,946) 27,435,393 27,949,291 6,884,245

Effect of exchange rate changes on cash and cash 
equivalents denominated in foreign curr . 115,552 1,912,929 (16,961) (162,056)
Increase (decrease) in cash & cash equivalents (3,935,984) (22,689,786) 10,892,162 (17,888,150)

Cash & cash equivalents, beginning of period $ 11,145,486 $ 253,324 $ 253,324 $ 18,141,474

Cash & cash equivalents, end of period $ 7,209,502 $ 22,943,110 $ 11,145,486 $ 253,324

Supplementary information:
Interest paid: Nil Nil Nil Nil
Taxes paid: Nil Nil Nil Nil
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Comments of the Financial 
Development and Situation
MAJOR DEVELOPMENTS1

Puntland (Somalia) Production Sharing Agreements
During the first quarter of 2007, Africa Oil entered into Production Sharing Agreements 
and Joint Venture Agreements acquiring an 80 percent interest in licenses covering an 
area of 81,000 km2 in the two highly prospective Dharoor Valley and Nugaal Valley Blocks 
in the state of Puntland in northern Somalia . These blocks are considered world-class 
exploration plays with a petroleum system identical to and formerly contiguous with 
those within the Republic of Yemen .

During December 2009, the Company and Puntland State of Somalia entered into 
amending agreements modifying the terms of the existing January 17, 2007 Production 
Sharing Agreements in respect of the Dharoor Valley Exploration Block and the Nugaal 
Valley Exploration Block . The revised agreements were signed by the parties in Garowe 
on December 8, 2009 and the amending agreements were ratified by the parliament of 
the Puntland State of Somalia on December 23, 2009 .

With the conclusion of the negotiations and the execution of the amending agree-
ments, the Production Sharing Agreements, as amended, now provide for initial explora-
tion periods in respect of both blocks that have been extended from 36 months to 48 
months with a revised expiry of January 17, 2011 . In addition, the terms of the exploration 
programs have been amended so that Africa Oil can, at its option, drill one exploratory 
well in each of the Nugaal and Dharoor Valley Exploration Areas, or two exploratory wells 
in the Dharoor Valley .

In consideration of the extension of the exploration period, Africa Oil agreed to volun-
tarily relinquish twenty-five percent of the original agreement area on or before January 
17, 2010 and agreed to pay a $1 million bonus within 30 days of a commercial discovery in 
each of the production blocks . Africa Oil also agreed to certain enhanced abandonment 
and environmental safety measures and made a $1 .05 million payment to the Puntland 
government for development of infrastructure .

Acquisition from Lundin Petroleum AB 
During the second quarter of 2009, the Company acquired a large portfolio of East Afri-
can oil exploration projects from Lundin Petroleum AB (“LPAB”) . The projects are located 
within a vastly underexplored region of the East African rift basin petroleum system . The 
projects acquired included an 85 percent working interest in Blocks 2, 6, 7 and 8 and a 
50 percent working interest in the Adigala Block in Ethiopia plus a 100 percent interest in 
Block 10A and a 30 percent interest in Block 9 in Kenya . Africa Oil assumed operatorship 
of these projects, excluding Block 9 in Kenya .  Pursuant to the Share Purchase Agreement 
(“SPA”), Africa Oil paid as consideration to LPAB approximately $24 .0 million which was 
funded through a convertible loan from LPAB maturing December 31, 2011, at an interest 
rate of six-month LIBOR plus 3 percent .  The loan, including any accrued and unpaid inter-
est, will be convertible, on the maturity date, at the option of either Africa Oil or LPAB, into 
shares of Africa Oil on the basis of CAD 0 .90 per common share .

1.   The below section does not take into consideration the potential impact of the Tullow farmout or Lion amend-
ing agreement described in the “Recent Major Development: Tullow Oil Plc Farmout” section on pages 37–38. 
Completion of the Tullow farmout and Lion amending agreements transactions is subject to several conditions, 
including: host government approvals, waiver of any preemption rights by Africa Oil’s partners and any appli-
cable regulatory requirements.
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2009 Equity Financing and Shareholder Loan Conversion
Concurrent with the SPA, Africa Oil completed a non-brokered, private placement con-
sisting of an aggregate of 37 .4 million Units of the Company at a price of CAD 0 .95 per 
Unit for net proceeds of approximately CAD 33 .8 million (USD 27 .3 million) .  Each Unit is 
comprised of one common share and one share purchase warrant .  Each warrant is exer-
cisable into one common share of Africa Oil at a price of CAD 1 .50 per share over a period 
of three years .  In the event that Africa Oil trades at or above CAD 2 .00 for a period of 30 
consecutive days, a forced exercise provision will come into effect .  

On May 12, 2009, the Company’s outstanding CAD 6 .0 million loans (plus accrued 
interest) from a shareholder of the Company were converted to approximately 6 .5 mil-
lion Units of the Company on the basis of CAD 0 .95 per Unit .  Each Unit is comprised of 
one common share and one share purchase warrant .  Each warrant is exercisable into one 
common share of Africa Oil at a price of CAD 1 .50 per share over a period of three years .  In 
the event that Africa Oil trades at or above CAD 2 .00 for a period of 30 consecutive days, 
an accelerated exercise provision will come into effect .

The originating loans were issued during 2008 in two tranches, CAD 4 .0 million and 
CAD 2 .0 million, with an interest rate of prime plus 2 percent .  As consideration for the 
loans, the lender received bonus consideration of 188,679 and 106,952 common shares 
respectively of the Company .

Turkana Energy Inc. Acquisition
During the third quarter of 2009, the Company completed the acquisition of Turkana 
Energy Inc . (“Turkana”) .  Turkana’s principal asset was a 100 percent interest in Block 10BB, 
a highly prospective oil exploration block in northwest Kenya . The block is within the Ter-
tiary rift trend of East Africa which has recently yielded major oil discoveries .  Block 10BB 
is located immediately west of the Company’s holdings in the East African Anza rift basin 
petroleum system .

The shares of Turkana were acquired in consideration for 7 .5 million common shares 
of Africa Oil .  In addition, Turkana’s previously outstanding convertible loans of CAD 1 .0 
million were exchanged for 787,400 common shares of Africa Oil .

East Africa Exploration Limited Farmout
During 2009, the Company executed a farmout agreement with Black Marlin Energy Lim-
ited’s East Africa Exploration Limited (“EAX”) for their entry into the production sharing 
contracts in both Ethiopia and Kenya .

In Ethiopia, the Company transferred a 30 percent license interest to EAX in the Block 
2/6 and 7/8 Production Sharing Agreements located in the Ogaden Basin of Southern 
Ethiopia . In Kenya, the Company transferred a 20 percent license interest to EAX in the 
Block 10A Production Sharing Contract located in the Anza Basin of northern Kenya .

As consideration for past costs incurred by the Company, EAX agreed to pay the Com-
pany $1,700,000, of which $898,218 is remaining in accounts receivable at June 30, 2010 . 
Ethiopia and Kenya government approvals of the farmout were received in the fourth 
quarter of 2009 .

Lion Energy Corp. Farmout Agreement
During 2009, the Company executed a farmout agreement with Lion Energy Corp . (for-
merly named Raytec Metals Corp .) (“Lion”) for their entry into the production sharing con-
tracts in the State of Puntland, Somalia and the Republic of Kenya .

In Puntland, the Company agreed to transfer a 15 percent license interest to Lion in the 
Nugaal and Dharoor Production Sharing Agreements . In Kenya, the Company agreed to 
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transfer a 10 percent interest in the Block 9 Production Sharing Agreement, a 20 percent 
interest in the Block 10BB Production Sharing Contract and a 25 percent license interest 
in the Block 10A Production Sharing Contract .

In both areas, Lion will pay a disproportionate share of costs associated with the 
exploration work programs to be carried out in 2009 and 2010 .  Partner and government 
approvals of this farmout were received during the fourth quarter of 2009 . TSX Venture 
exchange approval was obtained in March, 2010 .

South Omo Block (Ethiopia) Acquisition
During June 2010, the Company reached an agreement to acquire an 80 percent partici-
pating interest and operatorship of the South Omo Block in Ethiopia . Ethiopian Govern-
ment consent for the assignment was obtained during August 2010 .

South Omo represents a new opportunity for Africa Oil to secure a highly prospective 
block in the Omo Rift Valley of south-western Ethiopia .  The block spans 29,465 km2 and 
is within the Tertiary age East African Rift, just north of Lake Turkana, Kenya and within 
the same petroleum system as the Company’s Kenya Block 10BB and Tullow’s Uganda 
discoveries .  

Pursuant to the Farmout Agreement, to earn its 80 percent participating interest, 
Africa Oil is obligated to pay 80 percent of past costs incurred by Agriterra (formerly White 
Nile Ltd .), to a maximum of $2,517,000, and fund 100 percent of the costs associated with a 
work program comprised of 500 kilometers of 2D seismic, a field geology program, and a 
surface geochemistry program .  The estimated cost for this work program is $6 .5 million . 
It is expected that the majority of these costs will be incurred during the first half of 2011 .

Blocks 12A and 13T (Kenya) Acquisition
During August 2010, the Kenyan Government approved the assignment of a 100 percent 
interest in Blocks 12A and 13T in Kenya to the Company . The Blocks were assigned to the 
Company by Platform Resources Inc . (“Platform”), a wholly owned subsidiary of Alberta 
Oilsands Inc .

The new contract areas are adjacent to the Company’s Block 10BB . Existing gravity 
data on Blocks 12A and 13T suggests that the proven Lokichar basin and other prospec-
tive sub-basins and known strong leads in Block 10BB may extend onto these new blocks . 
In consideration for Platform’s interest in Blocks 12A and 13T Africa Oil issued to Platform 
2 .5 million Africa Oil common shares and 1 .5 million Africa Oil share purchase warrants 
exercisable into one common share at a price of CAD 1 .50 per share for a period of two 
years . The terms of the warrants contain an accelerated exercise clause which is triggered 
if Africa Oil’s common shares trade at over CAD 2 per share for 20 consecutive trading 
days . If the acceleration clause is exercised by Africa Oil, the warrants will expire on a date 
that is not less than 180 days from the date of written notice to Platform . 

The Production Sharing Contracts covering Blocks 12A and 13T are dated September, 
2008 (effective date: December, 2008) and have an initial exploration period of 3 years . 
The initial minimum exploration expenditures are $3 .65 million (Block 13T) and $3 .6 mil-
lion (Block 12A) . The initial exploration work program includes 500 km of 2D seismic or 
100 km2 of 3D seismic (or a combination thereof) on each block .

2010 Equity Financing
During July 2010, the Company completed a CAD 25 million private placement, compris-
ing 25 million common shares, issued at CAD 1 .00 per share . These shares are subject to a 
hold period expiring on November 27, 2010 . A 5 percent finder’s fee was paid on a portion 
of the private placement . Net proceeds of the private placement will be used towards the 
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Company’s ongoing work program in East Africa as well as for general working capital 
purposes .  

OPERATIONS UPDATE2

Seismic Program 
In Block 10BB, Kenya, seismic acquisition is in progress, with over 120 km of 2D seismic 
recorded out of an anticipated 600 km program .  It is anticipated that the Block 10BB 
seismic program will be completed during the third quarter of 2010 . The Company has 
reprocessed all available vintage seismic data sharpening the imaging and the amplitude 
response for use in detecting direct hydrocarbon indicators . A surface geochemical sur-
vey is scheduled to commence during the third quarter of 2010 aimed at detecting oil and 
gas seepage from identified prospects and leads on the Block . Drilling is expected to be 
initiated in the first quarter of 2011 .  The Company holds an 80 percent working interest 
in this Block .

In Block 10A, Kenya, the Company is reprocessing all available vintage seismic data 
with the objective of improving the imaging of the data acquired in the late 1980s . New 
play concepts are being developed based on the reprocessed data in combination with 
vintage drilling data . The Company intends to acquire 750 km of 2D seismic in the Block 
following the Block 10BB seismic acquisition program .  The Company holds a 55 percent 
working interest in this Block .

Seismic acquisition is in progress in the Company’s Ogaden area of Ethiopia .  It is 
anticipated that the 500 km 2D seismic acquisition program will be completed during 
the fourth quarter of 2010 . The seismic program is aimed at previously identified leads 
in order to mature these leads into drillable prospects . The Company holds a 55 percent 
working interest in the Ogaden Blocks .

In Ethiopia, in the Adigala Block, the Company has completed interpretation of the 
500 km of 2D seismic that was acquired during 2009 .  Additional geological and geo-
physical work is being contemplated, potentially including basin modeling, field geology 
and additional seismic data acquisition .  Earlier completed surface geology and sampling 
has documented the presence of excellent quality source and reservoir along the basin 
margin . The Company holds a 50 percent working interest in this Block .

During 2008, in the Dharoor Block of Puntland, Somalia, the acquisition of 782 kilome-
ters of good quality 2D seismic (comprised of 15 grid lines) was completed .  The Company 
has combined 555 kilometers of previously acquired data into the seismic database and is 
currently being mapped to finalize exploration well locations .  

In the Nugaal Block in Puntland, Somalia, Africa Oil acquired more than 4,000 kilo-
meters of existing good quality 2D data which was recorded in the late 1980’s . This has 
enabled the Company to work up an inventory of drilling prospects from which the first 
exploration well locations will be selected .

Exploration Drilling
In Block 9, Kenya, the CNOOC-operated Bogal-1 exploration well was spud on October 28, 
2009 .  The well reached a total depth of 5,085 meters . Gas shows and petrophysical analy-
sis of wireline logs indicated multiple gas pay zones totaling approximately 91 meters in 
Lower Cretaceous sandstones . Preliminary testing on two potential gas pay zones has 
been completed, with only minimal flow of gas from each zone . Analysis of the test results 

2.   The below section does not take into consideration the potential impact of the Tullow farmout or Lion amend-
ing agreement described in the “Recent Major Development: Tullow Oil Plc Farmout” section on pages 37–38. 
Completion of the Tullow farmout and Lion amending agreements transactions is subject to several conditions, 
including: host government approvals, waiver of any preemption rights by Africa Oil’s partners and any appli-
cable regulatory requirements.
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indicates that neither test was in communication with the extensive fracture network 
proven by the abundant fluid losses during drilling and the Formation Micro Imaging 
(FMI) log . The well has been plugged pending further analysis of the test results to deter-
mine the feasibility of an additional testing program, which might include fracture and 
acid stimulation, due to potential wellbore damage during drilling . The Company holds 
a 20 percent working interest in this Block which contains a number of excellent oil and 
gas prone prospects .

Block 9 covers an area of 27,778 km2 in the centre of the Anza Basin .  The Anza Basin is 
a NW-SE trending rift basin along trend with the prolific Mesozoic play of southern Sudan .  
The basin is over 580 kilometers long and 150 kilometers wide with a potential prospec-
tive area in excess of 50,000 km2 .  The basin is filled in places with more than 6,000 meters 
of Mesozoic and Cenozoic sediments and locally by Plio-Pleistocene basalts . Bouger and 
residual gravity anomalies have highlighted several sub-basins separated by intra-basin 
highs .  Historic wells drilled in the block have proven the existence of natural gas and 
possibly oil .  

The Company has completed a comprehensive interpretation of newly acquired 2D 
seismic data over the Dharoor Block in Puntland (Somalia) . Several large prospects have 
been identified .  Africa Oil and its joint venture partners are in discussion regarding drill-
ing plans for 2010-2011 and continue to seek drilling contractors willing to operate in 
Puntland (Somalia) on commercially acceptable terms .  The Company holds a 65 percent 
working interest in this project .

Additional drilling activity in the Kenya Blocks and the Ethiopian Blocks will await 
completion of seismic acquisition, processing, and interpretation .
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SELECTED ANNUAL INFORMATION

USD Full year ended 
December 31,

2009

Full year ended 
December 31,

2008

Statement of Operations Data
Interest income 39,518 77,921
Net (loss) earnings (1,358,400) (3,662,005)

Data per Common Share
Basic and diluted (loss) earnings per share ($/share) (0 .03) (0 .21)

Balance Sheet Data
Net working capital 12,901,796 (9,712,788)
Total assets 94,708,403 35,211,634
Long term liabilities 1,326,630 –

The increase in total assets is indicative of the major acquisitions that took place during 
2009, where the Company diversified its interest in East African exploration by adding 
Kenyan and Ethiopian concessions to its existing Puntland (Somalia) concessions . As the 
Company is in the exploration stage, no oil and gas revenue has been generated to date . 
Accordingly, the only income reported is interest income on its cash deposits .

With the exception of the foreign exchange gains, the Company’s net loss remained rela-
tively constant during the last five quarters .

During the last three quarters of 2009, the Company continued to record foreign 
exchange gains associated with its holding of Canadian dollars which continued to offset 
the general and administrative expenses of the Company . The foreign exchange gains 
are related to the Canadian dollar funds which were raised through the non-brokered pri-
vate placement which closed at the end of April, 2009 . The Company does not hedge its 
foreign currency exchange exposure . The Company continues to record net losses which 
are expected during the exploration phase . The continued losses reported are mainly the 
result of salary and compensation related charges, office costs, travel costs and profes-
sional fees . The increase in overall expenses from the first quarter of 2009 to the second 
quarter of 2010 can be attributed to the Company’s geographic expansion in East Africa .

The Company recorded net losses during each quarter of 2008 . The continued losses 
reported in 2008, are mainly finance expense related to bonus shares issued related to 
short term borrowings, increased stock based compensation charges and increased 
office and salaries cost due to increased staff levels .

Three months ended
USD          (unaudited)

Jun 30, 
2010

Mar 31, 
2010

Dec 31, 
2009

Sep 30, 
2009

Jun 30, 
2009

Mar 31, 
2009

Dec 31, 
2008

Sep 30, 
2008

Jun 30, 
2008

Mar 31, 
2008

Interest Income ($'000) 4 5 13 18 7 2 5 11 18 44
Net earnings (loss) ($'000) (1,431) (1,003) (738) (80) 15 (555) (799) (1,376) (1,016) (471)
Weighted average  
shares – Basic ('000) 70,520 70,205 68,404 68,404 47,752 17,975 17,913 17,760 17,552 17,306
Weighted average  
shares – Diluted ('000) 70,520 70,205 68,451 68,404 48,123 17,975 17,913 17,760 17,552 17,306
Basic and diluted earnings 
(loss) per share ($) (0 .02) (0 .01) (0 .01) – – (0 .03) (0 .04) (0 .08) (0 .05) (0 .03)
Oil and Gas Interest 
Expenditures ($'000) 1,431 2,902 4,316 8,980 27,472 395 4,529 6,923 7,445 8,822
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RESULTS OF OPERATIONS

USD Six months 
ended June 

30, 2010 
(unaudited)

Six months 
ended  June 

30, 2009 
(unaudited)

Full year ended 
December  

31, 2009

Full year ended 
December  

31, 2008

Loss for the period 2,433,661 540,454 1,358,400 3,662,005
Exchange (gain)/loss 41,876 (1,445,105) (3,325,758) (375,769)
Loss before foreign exchange 2,391,785 1,985,559 4,684,158 4,037,774

Before exchange gains, the Company incurred a $2 .4 million loss during the first six 
months of 2010 (2009 – $2 .0 million) . Increased office costs, travel and professional fees 
associated with the Company’s operational expansion were partially offset on the year-
to-date basis by a reduction in stock-based compensation . 

Given the fact that the Company is currently a non-revenue generating international 
oil and gas company with interests in exploration stage oil properties, losses are expected 
to continue .

Before exchange gains and losses, the Company incurred a $4 .7 million loss during 
2009 (2008 – $4 .0 million) . The 2008 loss was impacted by $1 .1 million of finance expenses, 
related to CAD 6 million of short term loans that were provided to the Company during 
the third and fourth quarter of 2008 . These loans were extinguished early in 2009 . Elimi-
nating the effect of these finance expenses and the fourth quarter of 2009 finder’s fee 
expenses noted above, other Company expenses have increased 32 percent during 2009 . 
This increase in expenses relates primarily to increased salaries and wages, stock-based 
compensation, and office costs associated with the Company’s operational expansion in 
East Africa . 
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OIL AND GAS INTERESTS

USD June 30, 2010 
(unaudited)

December 31, 
2009

December 31,
2008

Oil and Gas Interests 80,191,312 75,750,771 34,587,729

During the six months ended June 30, 2010, Africa Oil incurred $4 .3 million (net) of expen-
ditures related to oil and gas interests in Kenya, Ethiopia and Puntland (Somalia) . The 
majority of expenditures were incurred in Block 9 (Kenya) with the completion of drilling 
and testing related to the Bogal 1 well and geological and geophysical programs in Kenya 
and Ethiopia . These costs will not be subject to depletion until such time that proved oil 
and gas reserves are identified .

During the twelve months ended December 31, 2009, Africa Oil incurred $41 .2 mil-
lion (net) of expenditures related to oil and gas interests in Puntland (Somalia), Ethiopia 
and Kenya . The majority of the increase is the result of the acquisition of the LPAB ($23 .7 
million) and Turkana ($9 .1 million) projects, including capitalized accretion related to the 
convertible debenture . Additional expenditures were incurred in Block 9 (Kenya) with the 
ongoing drilling of the Bogal 1 well and in Ethiopia with the 500 km seismic program in 
the Adigala Block . These costs will not be subject to depletion until such time that proved 
oil and gas reserves are identified .

During the year ended December 31, 2008, Africa Oil incurred $27,718,623 (net) of 
expenditures related to oil and gas interest in Somalia . These costs relate to expenditures 
towards the 2D seismic acquisition on the Dharoor Valley, rig mobilization fees, costs 
related to deferring the drilling program, drilling materials and supplies, annual bonuses 
under the terms of the Production Sharing Agreements and other intangible capital 4 
items . These costs will not be subject to depletion until such time that proved oil and gas 
reserves are identified .

The Company has acquired long-lead items, including wellheads, casing and other 
drilling materials in order to complete the drilling of four exploration wells . These items 
are being stored at offsite locations in Dubai and Djibouti . As at December 31, 2008, the 
Company has incurred costs of $5,285,682 related to these items, which are included in 
Oil and Gas Interest .
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LIqUIDITY AND CAPITAL RESOURCES3

As at June 30, 2010, the Company had cash of $7 .2 million and working capital of $6 .8 
million . The Company’s liquidity and capital resource position has been dramatically 
enhanced with the CAD 25 million (gross) proceeds from the July, 2010 private placement .

As at December 31, 2009, the Company had cash of $11 .1 million and working capital 
of $12 .9 million as compared to cash of $0 .3 million and negative working capital of $9 .7 
million at December 31, 2008 . During the second quarter of 2009, the Company closed a 
significant business acquisition, raised approximately $27 .3 million of gross proceeds in a 
private placement and negotiated the conversion of the shareholder loans into Company 
shares . These events have enabled the Company to increase its cash position, improve its 
working capital position and provide funds for future exploration program expenditures . 

The Board of Directors and officers believe that the Company’s current financial 
resources are sufficient to fund its commitments and working capital requirements for 
the next twelve months . However, since the time required to become a profitable oil and 
gas producer may not be estimated due to the risk inherent in oil and gas exploration, 
the Company’s current working capital position may not provide it with sufficient capital 
resources to explore, appraise and develop any potentially discovered resources and for 
general corporate corporate purposes .

To finance its future acquisition, exploration, development and operating costs, 
Africa Oil may require financing from external sources, including issuance of new shares, 
issuance of debt or executing working interest farmout arrangements . The Company is 
actively marketing the opportunity for interested parties to farm in to its operated oil 
and gas concessions in East Africa .  There can be no assurance that such financing will 
be available to the Company or, if available, that it will be offered on terms acceptable to 
Africa Oil .

STOCK-BASED COMPENSATION
The Company uses the fair value method of accounting for stock options granted to 
Directors, officers and employees whereby the fair value of all stock options granted is 
recorded as a charge to operations . 

Stock-based compensation for the six months ended June 30, 2010 was $0 .6 million 
(six months ended June 30, 2009 – $1 .0 million) .

Stock-based compensation during 2009 was $1 .1 million (2008 – $1 .3 million) . The 
Company continues to utilize its stock option plan as a method of recruiting, retaining 
and motivating key personnel . 

3.   The below section does not take into consideration the potential impact of the Tullow farmout or Lion amend-
ing agreement described in the “Recent Major Development: Tullow Oil Plc Farmout” section on pages 37–38. 
Completion of the Tullow farmout and Lion amending agreements transactions is subject to several conditions, 
including: host government approvals, waiver of any preemption rights by Africa Oil’s partners and any appli-
cable regulatory requirements.
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The Board, Officers and Auditors

BOARD OF DIRECTORS (As at August 31, 2010)

Name Born Nationality Elected Committee 
membership

No. of 
shares

No. of stock 
options

No. of 
warrants

Keith Hill 
President, CEO and 
Director

1959 American October 
16, 2006

2, 4 263,158 650,000 263,158

J . Cameron Bailey 
Director

1958 Canadian May 3, 
1994

1, 2, 3 336,630 200,000 –

John H . Craig 
Director

1947 Canadian June 19, 
2009

2, 3 – 150,000 –

Bryan Benitz 
Director

1933 Canadian and 
British

September 
29, 2009

1, 4 – 150,000 –

Gary Guidry 
Director

1956 Canadian and 
American

June 23, 
2008

1, 3, 4 – 250,000 –

1 .  Audit Committee
2 .  Compensation Committee
3 .  Corporate Governance and Nominating Committee
4 .  Reserves Committee

Biographies
Keith C. Hill
Director (Chairman), President & CEO
Born 1959, United States national . Director since October 16, 2006 . 

Mr . Hill was appointed as President on October 20, 2009, Chief Executive Officer on 
March 30, 2009 and Director on October 16, 2006 . Mr . Hill has over 25 years experience 
in the oil industry including international new venture management and senior explo-
ration positions at Occidental Petroleum and Shell Oil Company . Previously Mr . Hill was 
founder, President and CEO of Pearl Exploration and Production Ltd . and Valkyries Petro-
leum Corp ., both publicly traded Lundin Group oil and gas companies . Mr . Hill previously 
served as General Manager of Lundin Oil AB’s operations in Malaysia and Sudan . His edu-
cation includes a Master of Science degree in Geology and Bachelor of Science degree in 
Geophysics from Michigan State University as well as an MBA from the University of St . 
Thomas in Houston .

J. Cameron Bailey
Director
Born 1958, Canadian national .  Director since May 3, 1994 .   

Mr . Bailey served as the Company’s Corporate Secretary from May 3, 1994 to June 30, 
1995 .  Mr . Bailey is a Chartered Financial Analyst with a Bachelor of Commerce degree 
from the University of Calgary . He has worked in the energy investment business, specifi-
cally investment banking, for the past 19 years . He is the founder of, and has organized 
the initial public offerings for, a number of oil and gas exploration and production and 
oilfield services companies .

Mr . Bailey is currently the President and CEO of SignalEnergy Inc ., a director of  Phoenix 
Technology Income Fund, Crystal Lake Resources Ltd . and ShaMaran Petroleum Corp . 
Mr . Bailey was previously the managing director of Network Capital Inc . and the President 
of Energy Processors Inc ., an energy services company . He was also formerly the manag-
ing director of capital markets at Peters & Co ., a Calgary based investment dealer .
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John H. Craig
Director
Born 1947, a Canadian national . Director since June 19, 2009 . 

Mr . Craig is a lawyer practicing in securities law with a focus on equity financings for 
both underwriters and issuers, with an emphasis on resource companies, Toronto Stock 
Exchange (“TSX”) listings, dealings with TSX and Ontario Securities Commission for listed 
public companies, takeover bids and issuer bids and going-private transactions . His 
mergers and acquisitions experience involves mergers of public companies, both listed 
and unlisted, and acquisitions of listed companies by unlisted and private concerns . Mr . 
Craig is also involved with international resources in negotiation and drafting of mining, 
oil and gas concession agreements, joint venture agreements, operating agreements and 
farm-in agreements in a variety of countries . Mr . Craig holds a B .A . and LL .B . from the Uni-
versity of Western Ontario, Canada, and was admitted to the Ontario Bar in 1973 .

He is also currently a director of Denison Mines Corp ., Etrion Corporation, Atacama 
Minerals Corp ., Consolidated HCI Holdings Corp ., BlackPearl Resources Inc and Lundin 
Mining Corporation . 

Bryan Benitz
Director
Born 1933, and is both a Canadian and British national .  Director since September 29, 2009 . 

Mr . Benitz brings over 40 years of financial markets expertise and investment bank-
ing experience to the Company . He graduated from Fettes College in Edinburgh, Scot-
land in 1951 and received his early investment banking training at Wisener & Company 
in Canada . As a result of mergers in the early 1970’s Walwyn Stodgell Cochran Murray 
was created, a large investment banking firm headquartered in Toronto . Mr . Benitz, as 
director, was the Member Seatholder of both the New York and Toronto Stock Exchanges 
and held responsibility for the international business of the firm . In 1982 he returned to 
England with Walwyn Stodgell and created Benitz and Partners in 1988 . The firm special-
ized in corporate finance, raising risk capital for natural resource companies . Throughout 
his career Mr . Benitz has been closely linked with the petroleum industry, particularly in 
Canada . Most recently, he was a senior board member of Tanganyika Oil, which was the 
subject of a highly successful $2 billion takeover by Sinopec . 

He is currently a director, CEO and Chairman of Longreach Oil and Gas Ventures Ltd ., 
Chairman and a director of Kirrin Resources Inc . and non-executive Chairman of Island Oil 
and Gas PLC .

Gary Guidry
Director
Born 1956, both a Canadian and United States national . Director since June 23, 2008 . 

Mr . Guidry has over 25 years experience in the oil and gas industry at senior manage-
ment levels . Mr . Guidry has an extensive background and proven track record in interna-
tional petroleum development and project execution . A Petroleum Engineer by training, 
he is an Alberta-registered Professional Engineer with expertise in diverse environments 
ranging from deep-water West Africa and the Gulf of Mexico, South American rainforests 
to the deserts of the Middle East . Most recently, Mr . Guidry was President of Tanganyika 
Oil where he led the company from an early stage oil development project in Syria to a $2 
billion takeover by Sinopec International Petroleum in late 2008 .

He is currently President and CEO of Orion Oil and Gas Corporation .
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OFFICERS (As at August 31, 2010)

Name Born Nationality Appointed No. of shares No. of stock 
options

Keith Hill 
President & CEO

1959 American President – October 20, 2009
CEO – March 30, 2009

See Board of 
Directors above.

See Board of 
Directors above.

Ian Gibbs 
Chief Financial 
Officer

1968 Canadian 1st term: October 16, 2006 
to March 31, 2008
Re-appointed: September 
15, 2009

3,200 700,000

James R . Phillips 
Vice President 
Exploration

1956 American September 15, 2009 – 600,000II

Kevin Hisko, LLB 
Corporate Secretary

1958 Canadian September 15, 2009 – –

I .  Mr . Gibbs was granted 100,000 incentive stock options on June 23, 2008 at an exercise price of $6 .25 per 
share, expiring on June 23, 2011 . Mr . Gibbs was granted 100,000 incentive stock options on March 31, 2009, 
at an exercise price of $1 .18 per share, expiring on March 30, 2012 and an additional 400,000 incentive stock 
options on September 15, 2009, at an exercise price of $0 .89 per share, expiring on September 14, 2012 . Mr . 
Gibbs was also granted 100,000 incentive stock options on April 8, 2010 at an exercise price of $1 .13 per 
share, expiring on April 7, 2013 .

II .  Mr . Phillips was granted 250,000 incentive stock options on March 31, 2009, at an exercise price of $1 .18 per 
share, expiring on March 30, 2012 and a further option on April 8, 2010 to purchase 350,000 common shares 
at an exercise price of $1 .13 per share, expiring on April 7, 2013 .

Biographies
Keith C. Hill
(See Board of Directors above) .

Ian Gibbs
Chief Financial Officer
Born 1968, a Canadian national, Mr . Gibbs was appointed to the position of Chief Financial 
Officer on September 15, 2009 .

A Chartered Accountant by training and a graduate of the University of Calgary where 
he obtained a bachelor of commerce degree, Mr . Gibbs served the company in his first 
term as Chief Financial Officer from October 16, 2006 to March 31, 2008 . Mr . Gibbs became 
a Director of Company on June 23, 2008 and served in that capacity until September 15, 
2009, when he resumed his former position as Chief Financial Officer . 

Mr . Gibbs has held a variety of prominent positions within the Lundin Group of Com-
panies; most recently as CFO of Tanganyika Oil where he played a pivotal role in the $2 
billion acquisition by Sinopec International Petroleum . Prior to Tanganyika Oil, Mr . Gibbs 
was CFO of Valkyries Petroleum Corp . which was the subject of an $800 million takeover . 

He is currently a director of Fortress Minerals Corp ., Petro Vista Energy Corp, and Lion 
Energy Corp .

James R. Phillips
Vice President of Exploration
Born 1956, an American national . Vice President of Exploration since September 15, 2009 . 

Before joining the Company Mr . Phillips was Vice President Exploration Africa and 
Middle East for Lundin Petroleum AB . Mr . Philips is a graduate of the University of Cali-
fornia, Berkeley and San Diego State University where he obtained BS and MS degrees, 
both in Geology . He has over 25 years of experience in the oil industry including senior 
positions with Shell Oil Company and Occidental where he headed Oxy’s African explora-
tion ventures .
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Kevin Hisko
Corporate Secretary
Born 1958, a Canadian national . Corporate Secretary of the company since September 15, 2009 . 

Mr . Hisko is a Partner with McCullough O’Connor Irwin LLP .  He was a staff member 
at the BC Securities Commission from 1994 to 1996, a member of the BC Securities Com-
mission’s Securities Law Advisory Committee in 2000–2001 and Chair of the Securities 
Subsection of the CBA in 2001–2002 . He was the Corporate Secretary of Lundin Mining 
Corporation from July 31, 2007 to May 15, 2009 .

Mr . Hisko obtained an LL .B . from Queen’s University at Kingston and an M .B .A . from 
the University of British Columbia . He has been practicing corporate finance and mergers 
and acquisitions law relating to the mining sector for over 15 years .
Mr . Hisko has significant experience working as legal advisor to, and as part of the man-
agement team of, several operating mining and oil and gas development companies .  Mr . 
Hisko’s clients include producing mining companies and exploration companies listed on 
the Toronto Stock Exchange, the TSX Venture Exchange, the New York Stock Exchange 
in addition to First North . His past work experience also involves significant financing 
and corporate acquisition transactions . He is currently Corporate Secretary of ShaMaran 
Petroleum Corp . He also represents, or has previously acted for, several other companies 
within the Lundin Group of Companies, including NGEx Resources Inc ., Lucara Diamond 
Corp . and Fortress Minerals Corp .      

AUDITOR
Chartered Accountant and member of the Alberta Institute of Chartered Accountants
PricewaterhouseCoopers LLP
111 5th Ave . S .W . Suite 3100
Calgary, AB, Canada T2P 5L3
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SUPPLEMENTARY INFORMATION REGARDING THE 
BOARD OF DIRECTORS AND THE OFFICERS 
Remuneration
As shown in the “Board of Directors” and “Officers” tables above, certain Directors and officers of Africa Oil 
have a financial interest in the Company through ownership of shares and/or stock options . Currently, no 
Director or officer of the Company has undertaken to restrict their possibilities regarding the decision right of 
disposing of shares in Africa Oil within a specific period of time .
 The following table sets forth a summary of the annual and other compensation for executive services, paid 
for the two most recently completed financial years to individuals who served as, or were acting in a capac-
ity similar to, a Chief Executive Officer (“CEO”) and Chief Financial Officer (“CFO”) of Africa Oil and the three 
most highly compensated executive officers whose compensation was greater than CAD 150,000 (the “Named 
Executive Officers”) .

Name and principal 
position

Year SalaryI Option-based 
awardsII

All other 
compensation

Total 
compensation

Keith Hill III

President & CEO
2009
2008

210,639
Nil

190,870
269,230

Nil
Nil

401,509
269,230

Ian GibbsIV

Chief Financial Officer
2009
2008

65,535
Nil

196,488
269,230

Nil
Nil

262,023
269,230

James PhillipsV

Vice President Exploration
2009
2008

188,000
Nil

119,293
Nil

28,057
Nil

335,350
Nil

Richard SchmittVI

Former President & Chief 
Executive Officer

2009
2008

218,956
236,000

217,790
409,250

Nil
Nil

431,714
645,250

Darren MouldsVII

Former Chief Financial 
Officer

2009
2008

183,925
165,200

136,231
374,125

Nil
Nil

315,295
539,325

I .  Salaries for the NEOs are paid in Canadian dollars and converted to United States dollars for reporting 
purposes in the Summary Compensation Table for the financial year ended 2009 at the exchange rate of 
USD 1 .00 = CAD 1 .14198, being the Bank of Canada average annual exchange rate, except for Mr . Phillips 
who is paid in United States dollars .  Salaries were paid in Canadian dollars and converted for reporting 
purposes for the financial year ended 2008 at the exchange rate of CAD 1 .00 = US 0 .944, being the Bank of 
Canada average annual exchange rate .

II .  These amounts represent the value of stock options granted to the respective NEO .  The methodology 
used to calculate these amounts was the Black-Scholes model .  This is consistent with the accounting 
values used in the Company’s financial statements .  The dollar amount in this column represents the total 
value ascribed to the stock options; however, all of these stock options are subject to vesting as to one-
third on the date of grant, one-third one year from the date of grant and the remaining one-third two 
years from the date of grant .

III .  Mr . Hill became Chief Executive Officer on March 30, 2009 and President on October 20, 2009 .  Amounts 
reflected for the fiscal year ended December 31, 2008 represent compensation paid to Mr . Hill in his capac-
ity as a Director of the Company .  

IV .  Mr . Gibbs resigned as Chief Financial Officer of the Company on March 31, 2008 but was re-appointed 
on September 15, 2009 . Amounts reflected for the fiscal year ended December 31, 2008 represent com-
pensation paid to Mr . Gibbs in his capacity as a Director of the Company . Mr . Gibbs was a Director of the 
Company during the period June 23, 2008 to September 15, 2009 .

V .  Mr . Phillips was appointed as Vice President of Exploration of the Company on September 15, 2009 but has 
been employed by Africa Oil Ethiopia B .V . (“AOE”) since April 1, 2008 .  On April 29, 2009, the Company com-
pleted the acquisition of AOE at which time AOE became a subsidiary of the Company .  Amounts reflected 
in the table represent amounts paid during the period April 29, 2009 to December 31, 2009 . Amounts 
under the column “All Other Compensation” represent housing costs .

VI .  Mr . Schmitt resigned as Chief Executive Officer on March 30, 2009 and as President on October 20, 2009 . 
Mr . Schmitt voluntarily elected to terminate his employment agreement upon his resignation as President 
of the Company on October 20, 2009, and was not entitled to any severance payment other than compen-
sation earned by Mr . Schmitt up to the date of his resignation . 

VII .  Mr . Moulds was appointed as Chief Financial Officer of the Company on March 31, 2008 .  Mr . Moulds left 
the position on September 15, 2009 . Pursuant to the terms of his employment agreement, Mr . Moulds 
received severance equivalent to three months salary in addition to monetary payout of vacation time .

There were no other executive officers at the end of the most recently completed financial year whose salaries 
and bonuses exceeded CAD 150,000 per year . Executive officers of Africa Oil who also act as Directors of Africa 
Oil, do not receive any additional compensation for services rendered in such capacity, other than as paid by 
Africa Oil to such executive officers in their capacity as executive officers .

Cease Trade Orders
In the five years preceding the date of this Company Description, none of the Directors, officers, or insiders of 
the Company are or have been a director or officer of any other issuer that, while acting in such capacity, was 
subject to any corporate cease trade orders or bankruptcies .
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Penalties or Sanctions
No proposed Director has been subject to:
(i)  any penalties or sanctions imposed by a court relating to securities legislation or by a securities regulatory 

authority or has entered into a settlement agreement with a securities regulatory authority; or 
(ii)  any other penalties or sanctions imposed by a court or regulatory body that would likely be considered 

important to a reasonable securityholder in deciding whether to vote for a proposed Director .

Personal Bankruptcies
During the five years preceding the date of this Company Description, no Director, officer or shareholder hold-
ing a sufficient number of shares of the Company to affect materially the control of the Company, or a personal 
holding company of any such person, has become bankrupt, made a proposal under any legislation relating 
to bankruptcy or insolvency, or was subject to or instituted any proceeding, arrangement or compromise with 
creditors or had a receiver, receiver-manager or trustee appointed to hold his or her assets . 
 The foregoing information, not being within the knowledge of the Company, has been furnished by the 
respective Directors, officers and any control shareholder of the Company individually .

Conflicts of Interest
The Company’s Directors and officers may serve as directors or officers of other companies or have significant 
shareholdings in other resource companies and, to the extent that such other companies may participate in 
ventures in which the Company may participate, the Directors of the Company may have a conflict of interest 
in negotiating and concluding terms respecting the extent of such participation . In the event that such a con-
flict of interest arises at a meeting of the Company’s Directors, a Director who has such a conflict will abstain 
from voting for or against the approval of such a participation, or the terms of such participation . From time to 
time, several companies may participate in the acquisition, exploration and development of natural resource 
properties, thereby allowing for their participation in larger programs, the involvement in a greater number of 
programs or a reduction in financial exposure in respect of any one program . It may also occur that a particular 
company will assign all or a portion of its interest in a particular program to another of these companies due 
to the financial position of the company making the assignment . In accordance with the laws of Canada, the 
Directors or the Company are required to act honestly, in good faith and in the best interests of the Company . 
In determining whether or not the Company will participate in a particular program and the interest therein 
to be acquired by it, the Directors will primarily consider the degree of risk to which the Company may be 
exposed and the financial position at that time .
 The Directors and officers of the Company are aware of the existence of laws governing the accountability 
of Directors and officers for corporate opportunity and requiring disclosure by the Directors of conflicts of 
interest and the Company will rely upon such laws in respect of any Directors’ and officers’ conflicts of interest 
or in respect of any breaches of duty by any of its Directors and officers . All such conflicts will be disclosed by 
such Directors or officers in accordance with the Business Corporations Act (British Columbia) and they will 
govern themselves in respect thereof to the best of their ability in accordance with the obligations imposed 
upon them by law . Other than as disclosed above, the Directors and officers of the Company are not aware 
of any such conflicts of interest in any existing or contemplated contracts with or transactions involving the 
Company .

Other
Each Director of the Company holds office until the next annual general meeting or until his successor is duly 
elected or appointed, unless his office is earlier vacated in accordance with the by-laws of the Company or 
he becomes disqualified to act as a Director . There are no family ties between the Directors or officers of the 
Company .
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Shares and Ownership Structure

THE COMMON SHARES OF AFRICA OIL 
Africa Oil is authorized to issue an unlimited number of common shares without par 
value . Each of the Company’s common shares carries the right to one vote . All shares out-
standing are common shares and holders of the Company’s common shares are entitled 
to participate ratably in any dividends that may be declared by the Board of Directors . In 
the event of a liquidation, dissolution or winding-up, whether voluntary or involuntary, or 
in the event of any other distribution of assets of the Company to its shareholders for the 
purpose of winding-up its affairs, the holders of common shares are entitled to share in 
the Company’s assets on a pro rata basis, after payment of all of the liabilities and obliga-
tions of the Company .

SHARE CAPITAL1

As at June 30, 2010, Africa Oil’s registered share capital amounts to USD 63,164,896 distrib-
uted among 70,630,736 common shares without par value . Subsequent to June 30, 2010, 
an additional 25 million common shares were issued pursuant to a private placement for 
gross proceeds of CAD 25,000,000, 416,666 common shares were issued as finder’s fees 
in relation to the private placement and 9,394 warrants have expired . If the 3,995,000 
options and the 43,942,619 warrants outstanding were exercised it would result in an 
additional 47,937,619 shares being issued, which corresponds to a dilution effect of 33 
percent . The Company’s share capital has developed as shown below .

During August 2010, the Kenyan Government approved the assignment of 100 per-
cent interest in Blocks 12A and 13T . In consideration for these interests, the Company will 
issue 2 .5 million common shares and 1 .5 million share purchase warrants .

1.   The below section does not take into consideration the potential impact of the Tullow farmout or Lion amend-
ing agreement described in the “Recent Major Development: Tullow Oil Plc Farmout” section on pages 37–38. 
Completion of the Tullow farmout and Lion amending agreements transactions is subject to several conditions, 
including: host government approvals, waiver of any preemption rights by Africa Oil’s partners and any appli-
cable regulatory requirements.

Year Transaction Change in 
number  

of shares

Total  
number  

of shares

Price per 
share  
(USD)

Increase of 
share capital 

(USD)

Total  
share capital 

(USD)

2006 Balance as at December 31, 2006 13,229,912 11,492,546
2007 Private placement, net 4,000,000 17,229,912 4 .22 16,872,350 28,364,896
2007 Exercise of options 27,500 17,257,412 4 .78 131,577 28,496,473
2007 Balance as at December 31, 2007 – 17,257,412 – – 28,496,473
2008 Bonus shares on note payable 295,631 17,553,043 3 .67 1,086,146 29,582,619
2008 Exercise of options 422,500 17,975,543 4 .74 2,004,118 31,586,737
2008 Balance as at December 31, 2008 – 17,975,543 – – 31,586,737
2009 Private placement, net 37,421,018 55,396,561 0 .46 17,230,449 48,817,186
2009 Shares issued for debt 6,521,601 61,918,162 0 .58 3,765,196 52,582,382
2009 Shares issued for Turkana acquisition 7,499,934 69,418,096 1 .22 9,167,865 61,750,247
2009 Shares issued for convertible loans under 

Turkana acquisition 787,400 70,205,496 1 .22 962,512 62,712,759
2009 Balance as at December 31, 2009 – 70,205,496 – – 62,712,759
2010 Farmout agreement finder’s fees 405,240 70,610,736 1 .04 422,588 63,135,347
2010 Exercise of options 20,000 70,630,736 1 .48 29,549 63,164,896
2010 Private placement, net 25,000,000 95,630,736 0 .91 22,753,070 85,917,966
2010 Finder’s fee on private placement 416,666 96,047,402 1 .11 460,608 86,378,573
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OWNERSHIP STRUCTURE
As at July 31, 2010, the top 20 registered shareholders of the Company based on the reg-
istered list of shareholders maintained by the Company’s Registrar and Transfer Agent, 
Computershare Investor Services Inc ., are shown in the table below:

TRADING
The shares in Africa Oil have been traded on the TSX Venture Exchange in Canada since 
August 20, 2007 under the ticker symbol “AOI” .  The graph below shows the development 
of the share price and the volume of shares traded from August 24, 2007 up until August 
24, 2010 .
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Source: FactSet

Rank Name Number of Shares % Ownership

1 CDS & CO . 1 57,662,062 60 .01
2 CEDE & CO . 9,533,165 9 .92
3 Goldman Sachs Investment Partners Master Fund LP 4,583,655 4 .77
4 Investor Company TR Vertex One <a/c 5J5505C> 3,000,000 3 .12
5 RBC Dexia Investor Services 3,000,000 3 .12
6 Roytor & Co for AC T17022461 3,000,000 3 .12
7 HSBC Global Custody Nominee (UK) Limited <a/c 813478> 2,100,000 3 .12
8 Goldman Sachs & Co Enso Global Equities Master Partnership LP 1,750,000 1 .82
9 Goldman Sachs & Co HFR HE Jade Master Trust 1,250,000 1 .30

10 E Ohman J: or Fondkommission AB 1,000,000 1 .04
11 Firebird Global Master Fund Ltd . 1,000,000 1 .04
12 RAAS Resources Fund Limited <ac 1VA 85640> 1,000,000 1 .04
13 Roytor & Co 670,500 0 .70
14 Brant Investments Limited <a/c 108483433> 500,000 0 .52
15 Herbert Raburn 500,000 0 .52
16 Exchange Minerals Limited 352,249 0 .37
17 Peninsula Merchant Syndications Corp . 328,947 0 .34
18 Computershare as Agent for Turkana Energy Inc . 259,723 0 .27
19 Haywood Securities Inc . 250,000 0 .26
20 Litowitz Investments LP 250,000 0 .26

Top Holders Balance 91,990,301 95.74

Total Remaining Holders Balance 4,089,316 4.26

I .  The directors and officers of the Company are not aware of the beneficial ownership of the shares held in CDS & CO ., nominee for the Canadian Deposi-
tory for Securities Limited, Canada’s central depository for securities, except for 11,965,000 common shares which are registered in the name of CDS 
& CO . and owned by Lorito Holdings S .a .r .l . and Zebra Holdings and Investments S .a .r .l . as to 7,000,000 and 4,965,000 common shares, respectively . 
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WARRANTS OUTSTANDING
The Company has 43,942,619 warrants outstanding which are shown in the table below .

Transaction No. of  
whole  

warrants

Weighted aver-
age exercise 

price per share 
(CAD)

Expiry date Maximum 
dilution

Issued pursuant to private place-
ment on April 29, 2009I 37,421,018 1 .50 April 29,2012 28%
Issued pursuant to a debt settle-
ment arrangementII 6,521,601 1 .50 May 8, 2012 6%

I .  Each Warrant will entitle the holder to acquire one additional share for three years from the Exchange 
Date, at a price of CAD 1 .50 per share . If the Africa Oil’s common shares on the TSX Venture Exchange 
exceeds CAD 2 .00 for 20 consecutive Business Days, the Issuer may provide notice indicating the expiry 
date of the Warrants is accelerated to the date set out in the notice, which will be no earlier than 30 days 
following the date the notice is issued .

II .  Each share purchase warrant will entitle the holder to purchase one additional common share of the Issuer 
until May 8, 2012, at a price of CAD 1 .50 per share .  In the event that the shares of the Issuer trade at or 
above CAD 2 .00 for a period of 20 consecutive days, a forced exercise provision will come into effect .

During August 2010, the Kenyan Government approved the assignment of Blocks 12A 
and 13T . As part of the consideration the Company will issue 1 .5 million share purchase 
warrants of Africa Oil exercisable into one common share at a price of CAD 1 .50 per share 
for a period of two years . The terms of the warrants contain an accelerated exercise clause 
which is triggered if Africa Oil’s common shares trade over CAD 2 per share for 20 con-
secutive trading days . If the accelerated clause is exercised by Africa Oil, the warrants will 
expire on a date that is not less than 180 days from the date of written notice .

STOCK OPTIONS OUTSTANDING
The Company has a “rolling” stock option plan (the “Plan”) for Directors, officers, consul-
tants and employees of the Company and its subsidiaries . The Plan is administered by the 
Board of Directors and, pursuant to the policies of the TSX Venture Exchange, the Plan 
requires annual reconfirmation by the shareholders of the Company . The Plan reserves a 
rolling maximum of 10 percent of the issued shares of the Company at the time of a stock 
option grant . In accordance with the policies of the TSX Venture Exchange, the option 
exercise price, when granted, reflects current trading values of the Company’s shares . The 
exercise period of the options is fixed by the Board of Directors and is not to exceed the 
maximum period permitted by the TSX Venture Exchange . Vesting rights are determined 
at the discretion of the Board of Directors . 

Outstanding at June 30, 2010, there were a total of 3,995,000 stock options exercisable 
at a weighted average price of CAD 1 .67 per share . The exercise of all outstanding options 
would result in a four percent dilution . For further information about the distribution of 
the granted and outstanding stock options under the Plan, see under “The Board, Officers 
and Auditors” on page 62 and 64 .
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Date of Grant No. of  
Stock 

Options

Weighted 
average exer-
cise price per 

share (CAD)

Expiry date Maximum 
dilution

June 23, 2008 415,000 6 .25 June 23, 2011 0 .4%
March 31, 2009 1,070,000 1 .18 March 30, 2012 1 .1%
May 4, 2009 175,000 1 .62 May 3, 2012 0 .2%
August 19, 2009 140,000 1 .05 August 18, 2012 0 .1%
September 15, 2009 402,500 0 .89 September 14, 2012 0 .4%
September 30, 2009 100,000 1 .00 September 29, 2012 0 .1%
December 17, 2009 115,000 1 .13 December 16, 2014 0 .1%
April 8, 2010 1,577,500 1 .13 April 7, 2013 1 .6%
Total Number of Out-
standing Stock Options 3,995,000 1.67 4.0%

DIVIDEND POLICY
Africa Oil has not paid dividends to date on its common shares, and at present, the Com-
pany does not intend to declare or pay dividends in the near future . If and when any divi-
dends are declared, the Company shall use all reasonable efforts to enter into appropri-
ate arrangements with Euroclear in order to enable distribution of dividends to holders . 
Distribution to holders is subject to such arrangements being put in place and would be 
payable net of applicable withholding taxes .

DISCLOSURE POLICY
The Company maintains a disclosure policy to ensure that communications to the invest-
ing public about the Company are (i) timely, factual and accurate and (ii) broadly dissemi-
nated in accordance with all applicable legal and regulatory requirements . The disclosure 
policy extends to all employees, consultants and the Boards of Directors of the Company 
and its subsidiaries and those individuals authorized to speak on behalf of the Company 
or its subsidiaries .

The disclosure policy is administered by the CEO who may at any time request the 
assistance or advice of other officers of the Company or third parties in the administration 
and interpretation of the policy . The CFO is the corporate officer responsible for oversee-
ing the financial review of all disclosure documents to ensure they fairly present financial 
information .

The Company designates a limited number of spokespersons responsible for commu-
nication with the investment community, regulators or the media . The CEO, or the CEO’s 
designate, shall be the official spokesperson for the Company . 
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Legal and Supplementary 
Information
THE COMPANY
Africa Oil Corp . was incorporated under the Company Act (British Columbia) on March 
29, 1983 under the name “Canmex Minerals Corporation” with an authorized capital 
of 100,000,000 common shares .  On July 2, 1999 the issued and outstanding shares of 
the Company were consolidated on a one-for-five basis and the authorized capital was 
increased, post-consolidation to 100,000,000 common shares . On August 20, 2007 the 
Company changed its name to Africa Oil Corp . On June 19, 2009 the shareholders of Africa 
Oil, passed a special resolution increasing the Company’s authorized share capital to an 
unlimited number of common shares .

The Company’s registered and records office is located at Suite 2610 Oceanic Plaza, 
1066 West Hastings Street, Vancouver, British Columbia, V6E 3X1 .  The Company’s cor-
porate office is located at 2101 – 885 West Georgia Street, Vancouver, B .C . V6C 3E8 .  The 
Company also has an office located at 700, 444 – 7 Avenue SW, Calgary, AB, Canada T2P 
0X8 .  The Company is a reporting issuer under the Securities Act (British Columbia) and 
the Securities Act (Alberta) .  

INTER-CORPORATE RELATIONSHIPS
The Company underwent significant corporate restructuring in relation to certain corpo-
rate acquisitions over the later months of 2008 and through 2009 . As a result, the Company 
now has nine wholly-owned subsidiaries, Canmex Holdings (Bermuda) I Ltd ., 0845379 B .C . 
Ltd ., Africa Oil Holdings Cooperatief U .A ., Canmex Holdings (Bermuda) II Ltd ., Africa Oil 
Holdings (Bermuda) I Ltd ., Africa Oil Ethiopia B .V ., Africa Oil Kenya B .V ., Africa Oil Turkana 
B .V . and Africa Oil Turkana Ltd . (Kenya) . Three of the subsidiary companies are incorpo-
rated under the laws of Bermuda and four are incorporated under the laws of the Neth-
erlands . The diagram on page 41, illustrates the composition of the legal structures of the 
Company and its subsidiaries .

SIGNIFICANT AGREEMENTS1

Africa Oil is a party to the following significant agreements:

A. Production Sharing Contracts 
Block 10BB (Kenya) (working interest as at December 31, 2009 – 80%)
The Block 10BB Production Sharing Contract contemplates an initial four year exploration 
period and, at the option of the Contractor Group, two additional exploration periods of 
two years each . The first exploration period ends in January 2012 . During the first explo-
ration period, the Contractor Group is required to complete geological and geophysi-
cal activities, including the acquisition of 600 km of 2D seismic and the reprocessing of 
existing seismic data . The minimum required expenditure of geological and geophysical 
activities is $6 million . In addition, the Contractor Group is required to drill one well, to a 
vertical depth of at least 3,000 meters . The minimum required expenditure for the well 
is $6 million . At the end of the first exploration period, the Contractor Group must relin-
quish 30 percent of the original contract area .

1.   The below section does not take into consideration the potential impact of the Tullow farmout or Lion amend-
ing agreement described in the “Recent Major Development: Tullow Oil Plc Farmout” section on pages 37–38. 
Completion of the Tullow farmout and Lion amending agreements transactions is subject to several conditions, 
including: host government approvals, waiver of any preemption rights by Africa Oil’s partners and any appli-
cable regulatory requirements.
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During the first additional exploration period, the Contractor Group is required to 
acquire and interpret 300 km2 of 3D seismic at a minimum cost of $7 million . In addition, 
the Contractor Group is required to drill one well, to a vertical depth of at least 3,000 
meters . The minimum required expenditure for the well is $6 million . At the end of the 
first additional exploration period, the Contractor Group must relinquish an additional 30 
percent of the original contract area .

During the second additional exploration period, the Contractor Group is required to 
acquire and interpret 250 km2 of 3D seismic at a minimum cost of $7 million . In addition, 
the Contractor Group is required to drill three exploratory wells, to a vertical depth of at 
least 3,000 meters per well . The minimum required expenditure for the well is $6 million 
per well .

The Kenyan Government may elect to participate in any petroleum operations in any 
development area and acquire an interest of up to 20 percent of the total interest in that 
development area . The Kenyan Government may exercise its participation rights within 
six months from the date a development plan is adopted . Upon electing to participate in 
a development area, the Government would assume responsibility for its share of costs 
incurred with respect to the development area .

A 25 year development and production period commences once the Contractor 
Group has made a commercial discovery and a development plan is adopted .

The following diagram illustrates the allocation of production under the terms of the Pro-
duction Sharing Contract:

Of the “Total Oil Produced”, “Operations Oil” is available to the Contractor Group for 
operational needs for the work performed under the Production Sharing Contract . Up 
to a stated maximum percentage of the “Net Available Oil” is available for cost recov-
ery with the remainder allocated to “Profit Oil” . Costs subject to cost recovery include all 
costs and expenditures incurred by the Contractor Group for exploration, development, 
production and decommissioning operations, as well as any other applicable costs and 
expenditures incurred directly or indirectly with these activities . The portion of Profit Oil 
available to the Contractor Group is based on a sliding scale with the portion allocated to 
the Contractor Group declining as the volume of Profit Oil increases .

A second tier Profit Oil payment is due to the Government when oil prices exceed a 
stated world oil price . The amount payable per barrel is calculated by multiplying the 
Contractor Group’s share of Profit Oil by a stated percentage and by the prevailing oil 
price in excess of the contractually agreed threshold world oil price .

Cost Recovery Oil
A percentage of net 
available oil

Total Oil Produced

Less:
Operations Oil

Net Available Oil

Contractor
Sliding scale percentage

Second Tier Profit Oil to Government ($/bbl)
Sliding scale based on contractor’s profit oil share and world oil prices

Profit Oil
Remaining net  
available oil

Government
Sliding scale percentage
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Block 10A (Kenya) (working interest as at December 31, 2009 – 55%)
The Block 10A Production Sharing Contract contemplates an initial four year exploration 
period and, at the option of the Contractor Group, two additional exploration periods of 
1 .5 years each . The first exploration period ends in January 2012 . During the first explora-
tion period, the Contractor Group is required to complete geological and geophysical 
activities, including the acquisition of 750 km of 2D seismic, reprocessing existing seismic, 
acquire an air borne gravity survey, complete block wide surface geology mapping and 
sampling . The minimum required expenditure of geological and geophysical activities is 
$7 .75 million . In addition, the Contractor Group is required to drill one well, to a vertical 
depth of at least 3,000 meters . The minimum required expenditure for the well is $8 .5 
million . At the end of the first exploration period, the Contractor Group must relinquish 
25 percent of the original contract area .

During the first additional exploration period, the Contractor Group is required to 
conduct a full subsurface integration of well results at a minimum cost of $0 .1 million . In 
addition, the Contractor Group is required to drill one well, to a vertical depth of at least 
3,000 meters . The minimum required expenditure for the well is $8 .5 million . At the end 
of the first additional exploration period, the Contractor Group must relinquish an addi-
tional 25 percent of the original contract area .

During the second additional exploration period, the Contractor Group is required to 
conduct a full subsurface integration of well results at a minimum cost of $0 .1 million . In 
addition, the Contractor Group is required to drill one well, to a vertical depth of at least 
3,000 meters . The minimum required expenditure for the well is $8 .5 million .

The Kenyan Government may elect to participate in any petroleum operations in any 
development area and acquire an interest of up to 13 percent of the total interest in that 
development area . The Kenyan Government may exercise its participation rights within 
six months from the date a development plan is adopted . Upon electing to participate in 
a development area, the Government would assume responsibility for its share of costs 
incurred with respect to the development area .

A 25 year development and production period commences once the Contractor 
Group has made a commercial discovery and a development plan is adopted .  

The following diagram illustrates the allocation of production under the terms of the Pro-
duction Sharing Contract:

Cost Recovery Oil
A percentage of net 
available oil

Total Oil Produced

Less:
Operations Oil

Net Available Oil
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Sliding scale percentage

Second Tier Profit Oil to Government ($/bbl)
Sliding scale based on contractor’s profit oil share and world oil prices

Profit Oil
Remaining net  
available oil

Government
Sliding scale percentage
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Of the “Total Oil Produced”, “Operations Oil” is available to the Contractor Group for 
operational needs for the work performed under the Production Sharing Contract . Up 
to stated maximum percentage of the “Net Available Oil” is available for cost recovery 
with the remainder allocated to “Profit Oil” .  Costs subject to cost recovery include all 
costs and expenditures incurred by the Contractor Group for exploration, development, 
production and decommissioning operations, as well as any other applicable costs and 
expenditures incurred directly or indirectly with these activities . The portion of Profit Oil 
available to the Contractor Group is based on a sliding scale with the portion allocated to 
the Contractor Group declining as the volume of Profit Oil increases .

A second tier Profit Oil payment is due to the Government when oil prices exceed a 
stated world oil price . The amount payable per barrel is calculated by multiplying the 
Contractor Group’s share of Profit Oil by a stated percentage and by the prevailing oil 
price in excess of the contractually agreed threshold world oil price .

Block 9 (Kenya) (working interest as at December 31, 2009 – 20%)
With the drilling of the Bogal-1 well, (which was spud in the fourth quarter of 2009) the 
Contractor Group will have fulfilled the minimum work obligations required under the 
initial exploration period . At the end of the first exploration period, the Contractor Group 
must relinquish 25 percent of the original contract area .

During the first additional exploration period, which has a three year term and which 
is exercisable at the option of the Contractor Group, the Contractor Group is required to 
drill an additional well, to a vertical depth of at least 1,500 meters . The minimum required 
expenditure for the well is $2 .5 million . At the end of the first additional exploration 
period, the Contractor Group must relinquish 25 percent of the original contract area .

During the second additional exploration period, which has a two year term, and which 
is exercisable at the option of the Contractor Group, the Contractor Group is required to, 
in consultation with the Kenyan Ministry responsible for energy, determine how much 2D 
or 3D seismic work, if any, is required . In addition, the Contractor Group is required to drill 
one well, to a vertical depth of at least 1,500 meters . The minimum required expenditure 
for the well is $3 .0 million .

The Kenyan Government may elect to participate in any petroleum operations in any 
development area and acquire an interest of up to 13 percent of the total interest in that 
development area . The Kenyan Government may exercise its participation rights within 
six months from the date a development plan is adopted . Upon electing to participate in 
a development area, the Government would assume responsibility for its share of costs 
incurred with respect to the development area .

A development and production period commences once the Contractor Group has 
made a commercial discovery and a development plan is adopted .  The development and 
production period is 25 years with a possible 10 year extension .
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The following diagram illustrates the allocation of production under the terms of the Pro-
duction Sharing Contract:

Of the “Total Oil Produced”, “Operations Oil” is available to the Contractor Group for 
operational needs for the work performed under the Production Sharing Contract . Up 
to a stated maximum percentage of the “Net Available Oil” is available for cost recovery 
with the remainder allocated to “Profit Oil” .  Costs subject to cost recovery include all 
costs and expenditures incurred by the Contractor Group for exploration, development, 
production and decommissioning operations, as well as any other applicable costs and 
expenditures incurred directly or indirectly with these activities . The portion of Profit Oil 
available to the Contractor Group is based on a sliding scale with the portion allocated to 
the Contractor Group declining as the volume of Profit Oil increases .

Block 2&6 (Ethiopia) (working interest as at December 31, 2009 – 55%)
The Block 2&6 Production Sharing Contract contemplates an initial five year exploration 
period and, at the option of the Contractor Group, two additional exploration periods 
of two years each . The initial exploration period ends in November 2011 . During the first 
exploration period, the Contractor Group is required to complete geological and geo-
physical activities, including the acquisition of 1,250 km of 2D seismic, reprocessing exist-
ing seismic, acquire an air borne gravity survey and conduct a multi-disciplinary geo-
physical and geological study . The minimum required expenditure of geological and 
geophysical activities is $10 .8 million . At the end of the first exploration period, the Con-
tractor Group must relinquish 25 percent of the original contract area .

During the first additional exploration period, the Contractor Group is required to 
complete geological and geophysical activities, including the acquisition of 1,300 km of 
2D seismic and conduct a multi-disciplinary geophysical and geological study . The mini-
mum required expenditure of geological and geophysical activities is $10 .5 million . At the 
end of the first additional exploration period, the Contractor Group must relinquish an 
additional 25 percent of the original contract area .

During the second additional exploration period, the Contractor Group is required to 
drill one appraisal well and one exploratory well to the lowest mapped closure technically 
and geologically justifiable or 20 meters below the basement . The minimum required 
drilling expenditure for the wells is $13 million .

The Ethiopian Government may elect to participate in any petroleum operations in 
any development area and acquire an interest of up to 10 percent of the total interest in 
that development area . The Ethiopian Government may exercise its participation rights 
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within 120 days from the date a development plan is adopted . Upon electing to partici-
pate in a development area, the Government would assume responsibility for its share of 
costs incurred with respect to the development area .

A 25 year development and production period commences once the Contractor 
Group has made a commercial discovery and a development plan is adopted .

The following diagram illustrates the allocation of production under the terms of the Pro-
duction Sharing Agreement:

Of the “Total Oil Produced”, “Operations Oil” is available to the Contractor Group for 
operational needs for the work performed under the Production Sharing Agreement .  
The remaining oil is subject to a royalty, payable to the Ethiopian Minister of Mines and 
Energy, based on an increasing sliding scale as the rate of oil and/or gas increases .

Up to a stated maximum percentage of the “Net Available Oil” is available for cost 
recovery with the remainder allocated to “Profit Oil” .  Costs subject to cost recovery 
include all costs and expenditures incurred by the Contractor Group for exploration, 
development, production and decommissioning operations, as well as any other appli-
cable costs and expenditures incurred directly or indirectly with these activities . The por-
tion of Profit Oil available to the Contractor Group is based on a sliding scale with the 
portion allocated to the Contractor Group declining as the volume of Profit Oil increases .

Block 7&8 (Ethiopia) (working interest as at December 31, 2009 – 55%)
The Block 7&8 Production Sharing Contract contemplates an initial five year exploration 
period and, at the option of the Contractor Group, two additional exploration periods of 
two years each . The initial exploration period ends in July 2012 . During the first explo-
ration period, the Contractor Group is required to complete geological and geophysi-
cal activities, including the acquisition of 1,250 km of 2D seismic, reprocessing existing 
seismic, acquire an air borne gravity survey and conduct a multi-disciplinary geophysical 
and geological study . The minimum required expenditure of geological and geophysical 
activities is $11 .0 million . In addition, the Contractor Group is required to drill one well, 
to a vertical depth of at least 3,000 meters . The minimum required expenditure for the 
well is $6 .0 million . At the end of the first exploration period, the Contractor Group must 
relinquish 25 percent of the original contract area .
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During the first additional exploration period, the Contractor Group is required to 
complete geological and geophysical activities, including the acquisition of 1,300 km of 
2D seismic . The minimum required expenditure of geological and geophysical activities 
is $11 million . In addition, the Contractor Group is required to drill one well, to a vertical 
depth of at least 3,000 meters . The minimum required expenditure for the well is $6 .0 
million . At the end of the first additional exploration period, the Contractor Group must 
relinquish an additional 25 percent of the original contract area .

During the second additional exploration period, the Contractor Group is required to 
complete geological and geophysical activities, including the acquisition of 200 km of 
seismic . The minimum required expenditure of geological and geophysical activities is 
$1 million . In addition, the Contractor Group is required to drill two wells, to a minimum 
vertical depth of at least 3,000 meters per well . The minimum required expenditure for 
each well is $6 .0 million .

The Ethiopian Government may elect to participate in any petroleum operations in 
any development area and acquire an interest of up to 15 percent of the total interest in 
that development area . The Ethiopian Government may exercise its participation rights 
within 120 days from the date a development plan is adopted . Upon electing to partici-
pate in a development area, the Government would assume responsibility for its share of 
costs incurred with respect to the development area .

A 25 year development and production period commences once the Contractor 
Group has made a commercial discovery and a development plan is adopted .

The following diagram illustrates the allocation of production under the terms of the Pro-
duction Sharing Contract:

Of the “Total Oil Produced”, “Operations Oil” is available to the Contractor Group for 
operational needs for the work performed under the Production Sharing Contract . The 
remaining oil is subject to a royalty, payable to the Ethiopian Minister of Mines and Energy, 
based on an increasing sliding scale as the rate of oil and/or gas increases 

Up to a stated maximum percentage of the “Net Available Oil” is available for cost 
recovery with the remainder allocated to “Profit Oil” .  Costs subject to cost recovery 
include all costs and expenditures incurred by the Contractor Group for exploration, 
development, production and decommissioning operations, as well as any other appli-
cable costs and expenditures incurred directly or indirectly with these activities . The por-
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tion of Profit Oil available to the Contractor Group is based on a sliding scale with the 
portion allocated to the Contractor Group declining as the volume of Profit Oil increases .

Block Adigala (Ethiopia) (working interest as at December 31, 2009 – 50%)
The Adigala Production Sharing Contract contemplates an initial four year exploration 
period and, at the option of the Contractor Group, two additional exploration periods 
of two years each . The initial exploration period ends in July 2011 . During the first explo-
ration period, the Contractor Group is required to complete geological and geophysi-
cal activities, including the acquisition of an air borne gravity and magnetics survey and 
conduct a multi-disciplinary geophysical and geological study . The minimum required 
expenditure of geological and geophysical activities is $1 .3 million .  At the end of the 
first exploration period, the Contractor Group must relinquish 25 percent of the original 
contract area .

During the first additional exploration period, the Contractor Group is required to 
complete geological and geophysical activities, including the acquisition of 1,000 km of 
2D seismic . The minimum required expenditure of geological and geophysical activities 
is $8 million .  At the end of the first additional exploration period, the Contractor Group 
must relinquish 25 percent of the original contract area .

During the second additional exploration period, the Contractor Group is required 
to drill one well, to the lowest mapped closure technically and geologically justifiable or 
20 meters below the basement . The minimum required expenditure for the well is $10 .0 
million .

The Ethiopian Government may elect to participate in any petroleum operations in 
any development area and acquire an interest of up to 15 percent of the total interest in 
that development area . The Ethiopian Government may exercise its participation rights 
within 120 days from the date a development plan is adopted . Upon electing to partici-
pate in a development area, the Government would assume responsibility for its share of 
costs incurred with respect to the development area .

A 25 year development and production period commences once the Contractor 
Group has made a commercial discovery and a development plan is adopted .

The following diagram illustrates the allocation of production under the terms of the Pro-
duction Sharing Contract:
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Of the “Total Oil Produced”, “Operations Oil” is available to the Contractor Group for 
operational needs for the work performed under the Production Sharing Contract . The 
remaining oil is subject to a royalty, payable to the Ethiopian Minister of Mines and Energy, 
based on an increasing sliding scale as the rate of oil and/or gas increases .

Up to a stated maximum percentage of the “Net Available Oil” is available for cost 
recovery with the remainder allocated to “Profit Oil” .  Costs subject to cost recovery 
include all costs and expenditures incurred by the Contractor Group for exploration, 
development, production and decommissioning operations, as well as any other appli-
cable costs and expenditures incurred directly or indirectly with these activities . The por-
tion of Profit Oil available to the Contractor Group is based on a sliding scale with the 
portion allocated to the Contractor Group declining as the volume of Profit Oil increases .

Dharoor and Nugaal Blocks (Puntland (Somalia))  
(working interest as at December 31, 2009 – 65%)
The Puntland (Somalia) Production Sharing Contracts both contemplate a four year 
exploration period and, at the option of the Contractor Group, one additional three year 
exploration period . The initial exploration period ends in January 2011 . The financial obli-
gation during each exploration period on each Block is $5million . The Contractor Group 
is required to drill one well in each of the exploration periods on each Puntland Block . 
During the first exploration period, the Puntland Government has granted the Contrac-
tor Group the right to drill two wells on the Dharoor Block as fulfillment of the drilling 
obligations on both the Dharoor and Nugaal blocks . During the exploration period, the 
Contractor Group is required to complete geological and geophysical activities, including 
the acquisition of geochemical surveys, geological fieldwork, reprocessing and review of 
existing seismic, and integration of all geophysical and geological data .  The Contractor 
Group submitted a proposal for the relinquishment of 25 percent of the original contract 
area on January 17, 2010 and must relinquish an additional 25 percent on January 17, 2011 .

A development and production period commences once the Contractor Group has 
made a commercial discovery and a development plan is adopted .  The development and 
production period is 20 years with a possible 5 year extension .

Of the “Total Oil Produced”, “Operations Oil” is available to the Contractor Group for 
operational needs for the work performed under the Production Sharing Contract . The 
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remaining oil is subject to a royalty, payable to the Government of Puntland, based on an 
increasing sliding scale as the rate of oil increases .

Up to stated maximum percentage of the “Net Available Oil” is available for cost recov-
ery with the remainder allocated to “Profit Oil” .  Costs subject to cost recovery include all 
costs and expenditures incurred by the Contractor Group for exploration, development, 
production and decommissioning operations, as well as any other applicable costs and 
expenditures incurred directly or indirectly with these activities . Profit Oil is between the 
Contractor Group and the Government based on stated percentages of Profit Oil .

Block 12A (Kenya) (working interest as at August 31, 2010 – 100%)
The Block 12A Production Sharing Contract contemplates an initial three year exploration 
period and, at the option of the Contractor Group, two additional exploration periods 
of two years each . The first exploration period ends in December 2011 . During the first 
exploration period, the Contractor Group is required to complete geological and geo-
physical activities, including the acquisition of 500 km of 2D seismic and the reprocess-
ing of existing seismic data . The minimum required expenditure of geological and geo-
physical activities is $3 .6 million . At the end of the first exploration period, the Contractor 
Group must relinquish 25 percent of the original contract area .

During the first additional two year exploration period, the Contractor Group is 
required to acquire and interpret 200 km2 of 3D seismic at a minimum cost of $6 million . 
In addition, the Contractor Group is required to drill one well, to a vertical depth of at 
least 3,000 meters . The minimum required expenditure for the well is $15 million . At the 
end of the first additional exploration period, the Contractor Group must relinquish an 
additional 25 percent of the original contract area .

During the second two year additional exploration period, the Contractor Group is 
required to acquire and interpret 200 km2 of 3D seismic at a minimum cost of $6 million . 
In addition, the Contractor Group is required to drill three exploratory wells, to a vertical 
depth of at least 3,000 meters per well . The minimum required expenditure for the well 
is $15 million per well .

The National Oil Corporation of Kenya holds a 7 .5 percent working interest in Block 
12A . The working interest is carried through the minimum exploration commitment . Fol-
lowing a commercial discovery, the National Oil Corporation of Kenya will be responsible 
for its pro-rata share of costs . The Kenyan Government may elect to participate in any 
petroleum operations in any development area and acquire an additional interest of 
up to 15% of the total interest in that development area . The Kenyan Government may 
exercise its participation rights within six months from the date a development plan is 
adopted . Upon electing to participate in a development area, the Government would 
assume responsibility for its share of costs incurred with respect to the development area .

A 25 year development and production period commences once the Contractor 
Group has made a commercial discovery and a development plan is adopted .
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The following diagram illustrates the allocation of production under the terms of the Pro-
duction Sharing Contract:

Of the “Total Oil Produced”, “Operations Oil” is available to the Contractor Group for 
operational needs for the work performed under the Production Sharing Contract . Up 
to a stated maximum percentage of the “Net Available Oil” is available for cost recovery 
with the remainder allocated to “Profit Oil” .  Costs subject to cost recovery include all 
costs and expenditures incurred by the Contractor Group for exploration, development, 
production and decommissioning operations, as well as any other applicable costs and 
expenditures incurred directly or indirectly with these activities . The portion of Profit Oil 
available to the Contractor Group is based on a sliding scale with the portion allocated to 
the Contractor Group declining as the volume of Profit Oil increases .

A second tier Profit Oil payment is due to the Government when oil prices exceed a 
stated world oil price . The amount payable per barrel is calculated by multiplying the 
Contractor Group’s share of Profit Oil by a stated percentage and by the prevailing oil 
price in excess of the contractually agreed threshold world oil price .

Block 13T (Kenya) (working interest as at August 31, 2010 – 100%)
The Block 13T Production Sharing Contract contemplates an initial three year exploration 
period and, at the option of the Contractor Group, two additional exploration periods 
of two years each . The first exploration period ends in December 2011 . During the first 
exploration period, the Contractor Group is required to complete geological and geo-
physical activities, including the acquisition of 500 km of 2D seismic and the reprocessing 
of existing seismic data . The minimum required expenditure of geological and geophysi-
cal activities is $3 .65 million . At the end of the first exploration period, the Contractor 
Group must relinquish 25 percent of the original contract area .

During the first additional two year exploration period, the Contractor Group is 
required to acquire and interpret 200 km2 of 3D seismic at a minimum cost of $6 million . 
In addition, the Contractor Group is required to drill one well, to a vertical depth of at 
least 3,000 meters . The minimum required expenditure for the well is $15 million . At the 
end of the first additional exploration period, the Contractor Group must relinquish an 
additional 25 percent of the original contract area .

During the second additional two year exploration period, the Contractor Group is 
required to acquire and interpret 200 km2 of 3D seismic at a minimum cost of $6 million . 
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In addition, the Contractor Group is required to drill three exploratory wells, to a vertical 
depth of at least 3,000 meters per well . The minimum required expenditure for the well 
is $15 million per well .

The National Oil Corporation of Kenya holds a 7 .5 percent working interest in Block 
13T . The working interest is carried through the minimum exploration commitment . Fol-
lowing a commercial discovery, the National Oil Corporation of Kenya will be responsible 
for its pro-rata share of costs . The Kenyan Government may elect to participate in any 
petroleum operations in any development area and acquire an additional interest of 
up to 15% of the total interest in that development area . The Kenyan Government may 
exercise its participation rights within six months from the date a development plan is 
adopted . Upon electing to participate in a development area, the Government would 
assume responsibility for its share of costs incurred with respect to the development area .

A 25 year development and production period commences once the Contractor 
Group has made a commercial discovery and a development plan is adopted .

The following diagram illustrates the allocation of production under the terms of the Pro-
duction Sharing Contract:

Of the “Total Oil Produced”, “Operations Oil” is available to the Contractor Group for 
operational needs for the work performed under the Production Sharing Contract . Up 
to a stated maximum percentage of the “Net Available Oil” is available for cost recovery 
with the remainder allocated to “Profit Oil” .  Costs subject to cost recovery include all 
costs and expenditures incurred by the Contractor Group for exploration, development, 
production and decommissioning operations, as well as any other applicable costs and 
expenditures incurred directly or indirectly with these activities . The portion of Profit Oil 
available to the Contractor Group is based on a sliding scale with the portion allocated to 
the Contractor Group declining as the volume of Profit Oil increases .

A second tier Profit Oil payment is due to the Government when oil prices exceed a 
stated world oil price . The amount payable per barrel is calculated by multiplying the 
Contractor Group’s share of Profit Oil by a stated percentage and by the prevailing oil 
price in excess of the contractually agreed threshold world oil price .
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South Omo Block (Ethiopia) (working interest as at August 31, 2010 – 80%)
The South Omo Block  Production Sharing Contract contemplates an initial four year 
exploration period and, at the option of the Contractor Group, two additional explora-
tion periods of two years each . The initial exploration period ends in January 2012 . During 
the first exploration period, the Contractor Group is required to complete geological and 
geophysical activities, including the acquisition of 400 km of 2D seismic . The minimum 
required expenditure of geological and geophysical activities is $6 .0 million . In addition, 
the Contractor Group is required to drill one well, to a vertical depth of at least 3,000 
meters . The minimum required expenditure for the well is $8 .0 million . At the end of the 
first exploration period, the Contractor Group must relinquish 25 percent of the original 
contract area .

During the first additional two year exploration period, the Contractor Group is 
required to complete geological and geophysical activities, including the acquisition of 
200 km of 2D seismic . The minimum required expenditure of geological and geophysical 
activities is $2 .0 million . In addition, the Contractor Group is required to drill one well, to 
a vertical depth of at least 3,000 meters . The minimum required expenditure for the well 
is $8 .0 million . At the end of the first additional exploration period, the Contractor Group 
must relinquish an additional 20 percent of the original contract area .

During the second additional two year exploration period, the Contractor Group is 
required to complete geological and geophysical activities, including the acquisition of 
200 km of 2D seismic . The minimum required expenditure of geological and geophysical 
activities is $2 .0 million . In addition, the Contractor Group is required to drill one well, to 
a vertical depth of at least 3,000 meters . The minimum required expenditure for the well 
is $8 .0 million . 

The Ethiopian Government may elect to participate in any petroleum operations in 
any development area and acquire an interest of up to 15% of the total interest in that 
development area . The Ethiopian Government may exercise its participation rights within 
120 days from the date a development plan is adopted . Upon electing to participate in 
a development area, the Government would assume responsibility for its share of costs 
incurred with respect to the development area .

A 25 year development and production period commences once the Contractor 
Group has made a commercial discovery and a development plan is adopted .

The following diagram illustrates the allocation of production under the terms of the Pro-
duction Sharing Agreement:
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Of the “Total Oil Produced”, “Operations Oil” is available to the Contractor Group for 
operational needs for the work performed under the Production Sharing Agreement . 
The remaining oil is subject to a royalty, payable to the Ethiopian Minister of Mines and 
Energy, based on an increasing sliding scale as the rate of oil and/or gas increases .

Up to a stated maximum percentage of the “Net Available Oil” is available for cost 
recovery with the remainder allocated to “Profit Oil” .  Costs subject to cost recovery 
include all costs and expenditures incurred by the Contractor Group for exploration, 
development, production and decommissioning operations, as well as any other appli-
cable costs and expenditures incurred directly or indirectly with these activities . The por-
tion of Profit Oil available to the Contractor Group is based on  a sliding scale with the 
portion allocated to the Contractor Group declining as the volume of Profit Oil increases .

TRANSACTIONS WITH RELATED PARTIES
During the fiscal year ended December 31, 2009, none of the insiders of the Company 
nor any proposed nominee for election as Director, nor any associate or affiliate of said 
persons has had any material interest, direct or indirect, in any transaction, which has 
materially affected or will materially affect the Company or any of its subsidiaries .

During the third quarter of 2008 Lorito Holdings (Guernsey) Limited (“Lorito”), a pri-
vate company, provided a loan to the Company in the amount of CAD 4 .0 million (USD 
3 .2 million) at an interest rate of prime plus 2 percent for short-term working capital pur-
poses . Lorito is beneficially owned by Ellegrove Capital Ltd ., a private trust the settler 
of which is the late Adolf H . Lundin . As consideration of the loan, the lender received a 
bonus payment of 188,679 common shares of the Company .

During the fourth quarter of 2008 Lorito provided an additional loan to the Company 
in the amount of CAD 2 .0 million (USD 1 .6 million) at an interest rate of prime plus 2 per-
cent for short-term working capital purposes . As consideration of the loan, the lender 
received a bonus payment of 106,952 common shares of the Company .

Effective May 12, 2009, the Company’s existing CAD 6 .0 million loans (plus accrued 
interest in the amount of CAD 0 .2 million) from Lorito was converted to 6,521,601 units of 
Africa Oil on the basis of CAD 0 .95 per unit . Each unit comprises one common share and 
one share purchase warrant . Each whole warrant is exercisable into one common share 
of Africa Oil at a price of CAD 1 .50 per share over a period of three years . In the event that 
Africa Oil trades at or above CAD 2 .00 for a period of 30 consecutive days, a forced exer-
cise provision will come into effect .

During the six months ended June 30, 2010, the Company incurred costs of $0 .1 mil-
lion (2009 – $0 .2 million, 2008 – $0 .2 million) for administrative and support services fees 
to Namdo Management Services Ltd (“Namdo”) . Namdo is a private corporation owned 
by Lukas H . Lundin .

LITIGATION AND OTHER LIABILITY PROCEEDINGS
Neither the Company nor its material subsidiaries and material properties are subject to 
any material legal proceedings or regulatory actions .

INSURANCE
The Management of the Company believes that the Company maintains insurance cover-
age which is sufficient for risks related to the operations of the Company and consistent 
with industry practice . However, as indicated under the section Risk Factors, some risks 
are such that they may not be fully insurable or that policy limits may be exceeded in case 
of significant damage .
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ENVIRONMENTAL
Generally, the oil and natural gas business presents environmental risks and hazards and 
is subject to environmental regulation pursuant to a variety of international conventions 
and state and municipal laws and regulations . Environmental legislation to which Africa 
Oil is subject provides for, among other things, restrictions and prohibitions on spills, 
releases and emissions of various substances produced in association with oil and gas 
operations . The legislation also requires that wells and facility sites be operated, main-
tained, abandoned and reclaimed to the satisfaction of applicable regulatory authorities . 
Compliance with such legislation can require significant expenditures and a breach may 
result in the imposition of fines and penalties, some of which may be material . Environ-
mental legislation is evolving in a manner expected to result in stricter standards and 
enforcement, larger fines and liability and potentially increased capital expenditures and 
operating costs . The discharge of oil, natural gas or other pollutants into the air, soil or 
water may give rise to liabilities to foreign governments and third parties and may require 
Africa Oil to incur costs to remedy such discharge .
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Articles

On June 29, 2009 the Company filed a Notice of Alteration to amend the Authorized Share 
Structure, remove certain pre-existing Company provisions, as well as adopt new articles 
for the Company under the Business Corporations Act (British Columbia) .
The new Articles provide as follows:
■  Class and maximum number of shares that the Company is authorized to issue – an 

unlimited number of common shares .
■  Minimum number of Directors at three and the maximum shall be the number of 

Directors set by ordinary resolution of the shareholders;
■  Other provisions – the Directors may appoint one or more Directors who shall hold 

office for a term expiring not later than the close of the next annual meeting of share-
holders, provided that the total number of Directors so appointed may not exceed 
one-third of the number of Directors elected at the previous annual meeting of 
shareholders .

The principle aspects of the Articles of the Company are as follows:
■  The Company, if authorized by the directors, may:

(i) Borrow money in the manner and amount, on the security, from the sources and 
on the terms and conditions that they consider appropriate; 

(ii) issue bonds, debentures and other debt obligations either outright or as security 
for any liability or obligation of the Company or any other person and at such dis-
counts or premiums and on such other terms as they consider appropriate;

(iii) guarantee the repayment of money by any other person or the performance of 
any obligation of any other person; and

(iv) mortgage, charge, whether by way of specific or floating charge, grant a secu-
rity interest in, or give other security on, the whole or any part of the present and 
future assets and undertaking of the Company .

■  The Company must send notice of the date, time and location of any meeting of share-
holders, in the manner provided in the Articles, or in such other manner, if any, as 
may be prescribed by ordinary resolution, to each shareholder entitled to attend the 
meeting, to each director and to the auditor of the Company, at least 21 days before 
the meeting .

■  The directors may set a date as the record date for the purpose of determining share-
holders entitled to notice of any meeting of shareholders . The record date must not 
precede the date on which the meeting is to be held by more than two months or, in 
the case of a general meeting requisitioned by shareholders under the Business Corpo-
rations Act, by more than four months . The record date must not precede the date on 
which the meeting is held by fewer than 21 days .

■  The directors may set a date as the record date for the purpose of determining share-
holders entitled to vote at any meeting of shareholders . The record date must not 
precede the date on which the meeting is to be held by more than two months or, in 
the case of a general meeting requisitioned by shareholders under the Business Corpo-
rations Act, by more than four months . If no record date is set, the record date is 5 p .m . 
on the day immediately preceding the first date on which the notice is sent or, if no 
notice is sent, the beginning of the meeting .
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■  If a meeting of shareholders is to consider special business as described in the Articles, 
the notice of meeting must:
(i) state the general nature of the special business; and
(ii) if the special business includes considering, approving, ratifying, adopting or 

authorizing any document or the signing of or giving of effect to any document, 
have attached to it a copy of the document or state that a copy of the document 
will be available for inspection by shareholders .

■  At a meeting of shareholders, the following business is special business:
(1) at a meeting of shareholders that is not an annual general meeting, all business 

is special business except business relating to the conduct of or voting at the 
meeting;

(2) at an annual general meeting, all business is special business except for the 
following:
(a) business relating to the conduct of or voting at the meeting;
(b) consideration of any financial statements of the Company presented to the 

meeting;
(c) consideration of any reports of the directors or auditor;
(d) the setting or changing of the number of directors;
(e) the election or appointment of directors;
(f) the appointment of an auditor;
(g) business arising out of a report of the directors not requiring the passing of a 

special resolution or an exceptional resolution;
(h) any other business which, under the Articles or the Business Corporations Act, 

may be transacted at a meeting of shareholders without prior notice of the 
business being given to the shareholders .

■  The majority of votes required for the Company to pass a special resolution at a meet-
ing of shareholders is two-thirds of the votes cast on the resolution .

■  The quorum for the transaction of business at a meeting of shareholders is two share-
holders entitled to vote at the meeting whether in person or by proxy who hold, in the 
aggregate, at least 5% of the issued shares entitled to be voted at the meeting .

■  The directors, the president, the secretary, the assistant secretary (if any), any lawyer 
for the Company, the auditor of the Company and any other persons invited by the 
directors are entitled to attend any meeting of shareholders, but if any of those per-
sons does attend a meeting of shareholders, that person is not to be counted in the 
quorum and is not entitled to vote at the meeting unless that person is a shareholder 
or proxy holder entitled to vote at the meeting .

■  A director is not required to hold a share in the capital of the Company as qualification 
for his or her office but must be qualified as required by the Business Corporations Act 
to become, act or continue to act as a director .

■  The directors are entitled to the remuneration for acting as directors, as the directors 
may from time to time determine . That remuneration may be in addition to any sal-
ary or other remuneration paid to any officer or employee of the Company as such, 
who is also a director . The Company must reimburse each director for the reasonable 
expenses that he or she may incur in and about the business of the Company . 

■  A director or senior officer who holds any office or possesses any property, right or 
interest that could result, directly or indirectly, in the creation of a duty or interest that 
materially conflicts with that individual’s duty or interest as a director or senior officer, 
must disclose the nature and extent of the conflict as required by the Business Corpora-
tions Act .
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■  Questions arising at any meeting of directors are to be decided by a majority of votes 
and, in the case of an equality of votes, the chair of the meeting does not have a sec-
ond or casting vote .

■  A director may participate in a meeting of the directors or of any committee of the 
directors in person or by telephone if all directors participating in the meeting, 
whether in person or by telephone or other communications medium, are able to 
communicate with each other . 

■  The quorum necessary for the transaction of the business of the directors may be set 
by the directors and, if not so set, is deemed to be set at two directors .

■  The directors may, from time to time, appoint such officers, if any, as the directors 
determine and the directors may, at any time, terminate any such appointment . 

■  Subject to the Business Corporations Act, the Company must indemnify a director, for-
mer director or alternate director of the Company and his or her heirs and legal per-
sonal representatives against all eligible penalties to which such person is or may be 
liable, and the Company must, after the final disposition of an eligible proceeding, 
pay the expenses actually and reasonably incurred by such person in respect of that 
proceeding . 

■  The Company may purchase and maintain insurance for the benefit of any person (or 
his or her heirs or legal personal representatives) who: 
(i) is or was a director, alternate director, officer, employee or agent of the Company;
(ii) is or was a director, alternate director, officer, employee or agent of a corporation 

at a time when the corporation is or was an affiliate of the Company;
(iii) at the request of the Company, is or was a director, alternate director, officer, 

employee or agent of a corporation or of a partnership, trust, joint venture or other 
unincorporated entity;

(iv) at the request of the Company, holds or held a position equivalent to that of a 
director, alternate director or officer of a partnership, trust, joint venture or other 
unincorporated entity; 

against any liability incurred by him or her as such director, alternate director, officer, 
employee or agent or person who holds or held such equivalent position .

■  Subject to the Business Corporations Act, the directors may from time to time declare 
and authorize payment of such dividends as they may deem advisable .

The foregoing is a summary of the principle aspect of the Articles only and should not be 
construed to constitute the Articles in their entirety . 
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Taxation in Sweden

The following summary of certain tax issues that may arise as a result of holding shares 
in the Company is based on current Swedish tax legislation and is intended only as 
general information for shareholders, who are resident or domiciled in Sweden for tax 
purposes, if not otherwise stated. The presentation does not deal comprehensively 
with all tax consequences that may occur in this context. Neither does it cover the 
specific rules on so-called qualified shares in closely held companies or cases where 
shares are held by a partnership or are held as current assets in a business operation. 
Special tax consequences that are not described below may also apply for certain 
categories of taxpayers, including investment companies, mutual funds and persons 
who are not resident or domiciled in Sweden. Each shareholder is recommended to 
consult a tax adviser for information with respect to the special tax consequences that 
may arise as a result of holding shares in the Company, including the applicability and 
effect of foreign income tax rules, provisions contained in double taxation treaties 
and other rules, which may be applicable. 

DISPOSAL OF SHARES
Individuals
Individuals and estates of deceased Swedish individuals, who sell their shares, are sub-
ject to capital gains tax . The current tax rate is 30 percent of the gain . The capital gain is 
calculated to equal the difference between the sales proceeds, after deduction for sales 
expenses, and the shares’ acquisition cost for tax purposes . The acquisition cost is deter-
mined according to the so-called average-method . This means that the costs for all shares 
of the same type and class are added together and determined collectively, with respect 
to changes to the holding . Alternatively, she so-called standard rule according to which 
the acquisition cost is equal to 20 percent of the net sales price may be applied on the 
disposal of listed shares . As a main rule, 70 percent of a capital loss is deductible against 
any other taxable income derived from capital . Capital losses on listed shares and listed 
securities taxed in the same manner as shares (except for listed shares in mutual funds 
containing only Swedish receivables) are, however, fully deductible against taxable capi-
tal gains on such assets or on non-listed shares in Swedish limited liability companies and 
foreign legal entities . If capital losses pertain to both listed and non-listed shares, the 
losses pertaining to the listed shares are deductible prior to the losses on the non-listed 
shares . 70 percent of any excess amount is deductible according to the main rule of five 
sixths of 70 percent is deductible if the capital loss relates to non-listed shares . Capital 
losses on listed shares in mutual funds containing only Swedish receivables are currently 
fully deductible in the income of capital category . If a deficit arises in the income from 
capital category, a reduction of the tax on income from employment and from business, 
as well as the tax on real estate, is allowed . The tax reduction allowed amounts to 30 per-
cent of any deficit not exceeding SEK 100,000 and 21 percent of any deficit in excess of 
SEK 100,000 . Deficits may not be carried forward to a later fiscal year . 

Legal entities
Limited liability companies and other legal entities, except for estates of deceased Swed-
ish individuals, are taxed on all income as income from business activities at a flat rate of 
26 .3 percent . Regarding the calculation of a capital gain or loss and the acquisition cost, 
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see section “Individuals” . A capital loss on shares incurred by a corporate shareholder may 
be offset only against gains on shares or other securities that are taxed in the same man-
ner as shares . Such capital losses may, under certain circumstances, also be deductible 
against capital gains on such securities within the same group of companies, provided 
the requirements for group contributions are met . Capital losses on shares or other such 
securities, which have not been deducted from capital gains within a certain year, may 
be carried forward and be offset against similar capital gains in future years without any 
limitation in time . For limited liability companies and economic associations, capital gains 
on shares in limited liability companies and economic associations, including foreign 
equivalents, held for business purposes are tax-exempt and capital losses on such shares 
are non-deductible . Unlisted shares are always considered held for business purposes . 
Listed shares are considered to be held for business purposes provided that the holding 
represents at least 10 percent of the voting rights or if the shares are held for business rea-
sons . Furthermore, capital gains on listed shares are only tax-exempt if they are held not 
less than one year from the day they became held for business purposes . Consequently, 
capital losses on listed shares of the same type and class have been acquired at different 
dates, shares acquired later are considered to have been sold prior to shares that were 
acquired earlier (last in first out) . When applying the so-called average method, shares 
that have been held for one year and participations that have not, are not considered to 
be of the same type and class .

CASH DIVIDENDS
Individuals
In general, dividends on shares are taxed in Sweden at a rate of 30 percent as income 
from capital for individuals . Additionally, dividends from a limited company resident in 
Canada, such as the Company, are generally subject to Canadian withholding tax at a rate 
of 25 percent . However, under the tax treaty between Sweden and Canada, the tax rate is 
normally reduced to 15 percent for dividends beneficially owned by a person resident in 
Sweden for the purpose of the treaty . The treaty rate is only applied if sufficient informa-
tion regarding the tax residency of the shareholder is available . The Company assumes 
responsibility for deducting tax in relation to the dividends where required . Since the 
dividend is generally taxable in both Sweden and Canada, double taxation may occur . 
However, Canadian withholding tax levied can be credited from Swedish tax to the extent 
Swedish tax is attributable to foreign income (overall credit) . If the foreign tax should 
exceed the Swedish tax attributable to foreign income one year, the credit may, subject 
to certain limitations, be carried forward for up to five years . Alternatively, the foreign tax 
may be deducted as a cost for the recipient .

Legal entities
In general, dividends on shares to limited liability companies are taxed in Sweden at a 
rate of 26 .3 percent as ordinary income from business activities . Special rules apply to cer-
tain corporate entities . Limited liability companies and economic associations, except for 
investment companies, and some other legal entities may receive dividend free of tax on 
shares in limited liability companies and economic associations, including foreign equiv-
alents, held for business purposes (for definition of shares held for business purposes, 
see section “Disposal of shares – Legal entities”) . Furthermore, dividends on listed shares 
held for business purposes are only tax exempt if the shares are not disposed of within 
one year from the day they were deemed to be held for business purposes . The shares 
must, however, not have been held continuously for one year at the date of distribution . 
If the holding period requirement is not fulfilled later on the dividend will, however, be 
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subjected to tax in a different fiscal year than the dividend was received (a so-called claw-
back provision) . Dividends from a limited company resident in Canada, such as the Com-
pany, are generally subject also to Canadian withholding tax at a rate of 25 percent . How-
ever, under the tax treaty between Sweden and Canada, the tax rate is normally reduced 
to 15 percent for dividends beneficially owned by a legal entity resident in Sweden for 
the purpose of the treaty . If such legal entity owns at least ten percent of the votes or 25 
percent of the capital in the Canadian company, the tax rate is reduced to five percent . 
Since the dividend is generally taxable in both Sweden and Canada, double taxation may 
occur . However, Canadian withholding tax levied can be credited from Swedish tax to 
the extent Swedish tax is attributable to foreign income (overall credit) . If the foreign tax 
should exceed the Swedish tax attributable to foreign income one year, the credit may, 
subject to certain limitations, be carried forward for up to five years . Alternatively, the 
foreign tax may be deducted as a cost for the recipient .

TAx CONSIDERATIONS FOR SHAREHOLDERS 
RESIDING OUTSIDE OF SWEDEN
Individual shareholders who are not resident in Sweden are subject to Swedish capi-
tal gains taxation upon disposal of shares in non-Swedish corporate entities that were 
acquired during residence in Sweden if they have been residents of Sweden at any time 
during the calendar year of disposal or ten calendar years preceding the year of disposal . 
In a number of cases though, the applicability of this rule is limited by the applicable tax 
treaty for the avoidance of double taxation . Foreign legal entities are not in general liable 
to pay tax on capital gains on shares, if such gains do arise from a permanent establish-
ment in Sweden . Furthermore, if a permanent establishment exists, the rules concerning 
tax-exempt dividends and capital gains and non-deductible capital losses are applicable 
with certain limitations . 
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Abbreviations and Definitions

CURRENCY ABBREVIATIONS
CAD Canadian dollar

SEK Swedish krona

USD U .S . dollar

OIL AND NATURAL GAS RELATED TERMS AND MEASUREMENTS
Bbl Barrel

Bbls Barrels

Bcfpd Billion cubic feet per day

Boe Barrels of oil equivalent .  All references to boe’s are based on a 6 to 1 con-
version ratio . Boe’s may be misleading particularly if used in isolation .  A boe 
conversion of 6 mcf: bbl is based on an energy conversion method primarily 
applicable at the burner tip and does not represent a value equivalency at the 
well head .

Boepd Barrels of oil equivalent per day

Bopd Barrels of oil per day

Mbbls/d Thousand barrels (in Latin mille) per day

Mmbbls Million barrels of oil

Mmbbls/d Million barrels of oil per day

STB Stock tank barrels

OTHER DEFINITIONS
API The density of petroleum products is defined in terms of API gravity

Barrel One barrel is equivalent to 159 litres

Basin A depression of large size in which sediments have accumulated .

Depletion An accounting term for allocating the cost of a natural resource based on the 
rate of extraction and production .

Development The preparation of a mineral deposit for commercial production, including 
construction of access and extraction facilities .

Development Expenses incurred to obtain access to proven reserves and to provide
costs  facilities for extracting, treating, gathering and storing the oil and gas .

Exploration  The identification and examination of areas that may contain oil and gas 
reserves .

Exploration costs Expenses directly identifiable with exploration activities, indlucing support 
equipment and facilities, depreciation and applicable operating costs . May be 
incurred before acquiring a property (sometimes called prospecting costs) or 
after its acquisition .

Hydrocarbons Naturally occurring organic substances composed of hydrogen and carbon .  
They include crude oil, natural gas and natural gas condensate .

Production costs Expenses incurred to operate and maintain wells and related equipment and 
facilities, including depreciation, applicable operating costs of support equip-
ment and facilities, and others . Also known as “lifting costs”, they are part of 
the cost of oil and gas produced . 

Seismic A method of geophysical prospecting involving the interaction of sound 
waves and buried rocks .

WI Working interest .
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Documents incorporated 
by reference
Investors should read all information which is incorporated in the Company Description 
by reference .

The information set forth below shall be regarded as incorporated into the Company 
Description .
■ The Company’s annual report for 2009
■ The Company’s annual report for 2008
■ The Company’s consolidated financial statement for January–June, 2010
■  The Company’s management’s discussion and analysis for the three and six months 

ended June 30, 2010 and 2009

Information to which reference is made shall be read as a part of the Company Descrip-
tion . This information is available on the Company’s website, www .africaoilcorp .com or 
on SEDAR at www .sedar .com .
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Suite 2101 – 885 West Georgia Street
Vancouver, British Columbia V6C 3E8
Tel: +1 (604) 689 .7842
Fax: +1 (604) 689 .4250

REGISTERED OFFICE
McCullough O’Connor Irwin LLP
Suite 2610 Oceanic Plaza
1066 West Hastings Street
Vancouver, BC V6E 3X1

TRANSFER AGENT
Computershare Investors Services Inc .
2nd Floor, 510 Burrard Street
Vancouver, British Columbia 
V6C 3B9

NCSD/Euroclear Sweden AB
Regeringsgatan 65
Box 7822
SE-103 97 Stockholm
Sweden
Tel: +46 (0) 8-402 90 00




