
































































































































































































































Petrocapita Oil and Gas L.P.
Notes to the Financial Statements
For the years ended December 31, 2015 and 2014

(in Canadian dollars)

expenses. During the year ended December 31, 2014, the Partnership wrote-off receivables of
$302,306 net of payables of $201,828, from the same parties, for net bad debt expense of
$100,478 which has been included in general and administrative expenses.

(c) Liquidity risk
Liquidity risk is the risk that the Partnership will not be able to meet its financial obligations as
they are due. The Partnership’s approach to managing liquidity is to ensure it will have sufficient

liquidity to meet its liabilities when due. The Partnership’s ongoing liquidity is impacted by
various external events and conditions, including commodity price fluctuations.

The Partnership's accounts payable and accrued liabilities were comprised of the following

amounts:

2015 2014
Operating $ 884,688 $ 659,106
Capital 183,952 31,648
Accruals 275,000 113,500
Other - 272
Total accounts payable and accrued liabilities $ 1,343,640 $ 804,526

Accounts payable consists of invoices payable to trade suppliers for operating (e.g., general,
administrative, royalty, production and transportation), capital (e.g., drilling, completion and
equipping oil wells) and financing expenditures and are paid within one year.

The Partnership’s financial liabilities under obligations that have contractual maturities are
summarized below:

Less than year 2-5 years After 5 years Total
Accounts payable and
accrued liabilities $1,343,640 $ - $ - $1,343,640
Debentures 44,722 306,672 108,606 460,000
Notes payable 34,324,474 - - 34,324,474
$35,712,836 $306,672 $108,606 $36,128,114
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(in Canadian dollars)

(d)

The Partnership will require additional funding to reduce its exposure to liquidity risk. The
Partnership continually monitors its actual and forecast cash flows to review whether there are
adequate reserves available to meets its obligations. Management, being the General Partner,
has been and continues to be active in seeking additional means to reduce the Partnership’s
overall working capital deficiency including but not limited to reviewing potential mergers,
acquisitions and arranging additional debt/equity financing. In addition, the Partnership continues
to focus on minimal capital activities, reducing operating and general and administrative costs
and enhancing operational efficiencies to preserve the Partnership’s financial health and
sustainability to a low commodity price environment. The Partnership cannot provide any
assurance that sufficient cash flows will be generated from operating activities or proceeds from
other activities noted above will be able to reduce its working capital deficiency.

Market risk

Market risk is the risk that changes in market prices, such as commodity prices, interest rates
and foreign exchange rates will affect the Partnership’s net earnings or the value of financial
instruments. The objective of the Partnership is to manage and mitigate market risk exposures
within acceptable limits, while maximizing returns. There have been no changes to the
Partnership’s policies or processes for managing market risk during the years ended December
31, 2015 and 2014.

Commodity price risk

The nature of the Partnership’s operations results in exposure to fluctuations in commodity
prices. Commodity prices for petroleum are impacted by global economic and political events
that dictate the levels of supply and demand. Management continuously monitors commodity
prices and may consider instruments to manage exposure to these risks when it deems
appropriate. The Partnership did not enter into any derivative financial contracts related to
commodity prices during the years ended December 31, 2015 and 2014 nor does it currently
have any derivative financial contracts.

Foreign currency risk

Prices for petroleum are determined in global markets and generally denominated in United
States dollars. The Partnership had no forward exchange rate contracts in place nor any working
capital items denominated in foreign currencies as at or during the years ended December 31,
2015 and 2014.

Interest rate risk

Interest rate risk is the risk that future cash flows will fluctuate as a result of changes in market
interest rates. The Partnership has no interest bearing debt at December 31, 2015 or 2014 and
the debenture bears interest at a fixed rate. The interest rate applicable to the note payable at
December 31, 2014 was a fixed rate. Consequently, the Partnership is not directly exposed to
material interest rate risk.
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(in Canadian dollars)

(e)

()

Fair value of financial instruments

A number of the Partnership’s accounting policies and disclosures require the determination of
fair value for both financial and non-financial assets and liabilities. Fair values have been
determined for measurement and/or disclosure purposes based on the following methods. When
applicable, further information about the assumptions made in determining the fair values is
disclosed in the notes specific to that asset or liability.

The Partnership classifies the fair value of financial instruments according to the following
hierarchy based on the amount of observable inputs used to value the instruments:

* Level 1: Values based on unadjusted quoted prices in active markets that are accessible at
the measurement date for identical assets and liabilities.

* Level 2: Values based on quoted prices in markets that are not active or model inputs that
are observable either directly or indirectly for substantially the full term of the asset or
liability.

» Level 3: Values based on prices or valuation techniques that require inputs that are both
unobservable and significant to the overall fair value measurement.

The fair values of accounts receivable, notes receivable, deposits, accounts payable and
accrued liabilities and notes payable approximate their carrying values due to the relatively
short-term nature of these instruments.

The debentures bear interest at a fixed rate of 6% which approximates a market rate for similar
financing transactions and accordingly, the fair value approximates the carrying value. The face
amount of debentures is $460,000 at December 31, 2015. The Partnership’s debentures are not
actively traded; therefore, management estimated the fair value using valuation techniques that
require inputs that are unobservable (level 3 fair value measurements).

In testing for impairment of property and equipment and exploration and evaluation assets and
accounting for asset swaps and property acquisitions, a level 3 fair value measurement model is
used to determine the recoverable amount of a CGU. Property and equipment is recognized at
fair value in a business combination. The fair value of property and equipment is the estimated
amount for which property and equipment could be exchanged on the acquisition date between
a willing buyer and a willing seller in an arm’s length transaction after proper marketing wherein
the parties had each acted knowledgeably, prudently and without compulsion. For impairment
testing, the fair value less costs of disposal model used contains inputs that are not readily
observable or corroborated, such as forecasted cash flows over the estimated life of reserves.

Capital management

The Partnership’s capital is defined to be partners’ deficiency and the debenture. The
Partnership’s objective in managing capital is to ensure it has sufficient working capital and
access to sources of capital sufficient to finance its operations and to make planned capital
expenditures or capital acquisitions as opportunities present themselves. The Partnership
manages its capital structure and makes changes to it in light of changes in economic
conditions, anticipated or planned capital expenditures, opportunities for acquisitions and the risk
characteristics of the underlying investments. The Partnership’s capital management objectives
have not changed during the year ended December 31, 2015 or 2014.
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Total capital managed is determined as follows:

2015 2014

Debenture $ 460,000 $ -
Partners’ deficiency (16,489,394) (14,102,635
($ 16,029,394) ($ 14,102,635)

Overall total capital has decreased from prior year due to the net loss for the year ended
December 31, 2015 offset by additional debt issued during the year.

In addition, the Partnership monitors its working capital (excluding embedded derivatives and
notes payable to the Trust) closely, which is determined on the following basis:

2015 2014
Cash $ 529,285 $ 2,589,352
Accounts receivable 330,546 789,904
Note receivable - 21,790
Prepaid expenses and deposits 65,947 99,712
Accounts payable and accrued liabilities (1,343,640) (804,526)
Current portion of debenture (44,722) -
Working capital surplus (deficiency) $ (462,584) $ 2,696,232

Overall working capital has decreased from prior year due to the prolonged low commodity price
environment which has directly impacted cash flows from operating activities of the Partnership
for the year ended December 31, 2015. The Partnership is not subject to any externally imposed
capital requirements.
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15. Related parties
(@) Notes payable

Notes payable represents amounts owing for principal and accrued interest to the Trust. The amounts
outstanding to the Trust under the note agreements at December 31, 2015 and 2014 are as follows:

2015 2014
Note A - interest at 0% (2014 — 12% per annum) $ 34,102,474 $ 35,323,229
Note B — interest at 8% per annum 222,000 -
Notes payable $ 34,324,474 $ 35,323,229

The following note agreements have been issued:

- Subordinated Secured Note Agreement dated July 1, 2010 (“Note A”), interest rate of 12% per
annum, due at any time from and after December 31, 2015 or on such earlier date the unpaid
amounts become payable, notwithstanding the amounts are due on demand, and as part of this
agreement, the Partnership and the Trust have agreed that any advance or loan to the
Partnership subsequent to July 1, 2010, shall fall under this agreement and be subject to the
terms and conditions thereof; and a

- Secured Senior Subordinated Note Agreement dated December 18, 2015 (“Note B”), interest
rate of 8% per annum, due at any time from and after December 31, 2020 or on such earlier
date the unpaid amounts become payable, notwithstanding the amounts are due on demand,
and as part of this agreement, the Partnership and the Trust have agreed that any advance or
loan to the Partnership subsequent to December 18, 2015, shall fall under this agreement and
be subject to the terms and conditions thereof.

Both notes are secured by a security interest in all of the Partnership’s present and after acquired
assets.

During the year ended December 31, 2015, the obligation to pay interest was waived by the Trust
effective January 1, 2015, related to all advances or loans made under Note A. Accordingly, the
Partnership has not recognized any interest expense related to Note A. For the year ended December
31, 2015, the interest expense related to Note B was negligible.

(b) Personnel expenses

Key management includes the Partnership’s directors and officers. Total remuneration for key
management included in general and administrative expenses during the year ended December 31,
2015 was $511,392 (2014 - $NIL). As at December 31, 2015 $72,969 (2014 - $NIL) remains
outstanding to key management in accounts payable and accrued liabilities. Total personnel expenses
for employees, directors and management included in general and administrative expenses for the
year ended December 31, 2015 was approximately $649,000 (2014 - $392,000).
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16.

17.

Commitments
(a) Lease
The Partnership has entered into a lease agreement for office space which expires in May 2017. The

required lease payments, exclusive of operating costs, over the remaining term of the leases are as
follows:

2016 $ 17,000
2017 7,000
$ 24,000

(b) Reimbursable costs

The Partnership has entered into an agreement, dated January 22, 2010, with the Trust whereby both
parties have agreed that any costs and expenses incurred by the Trust in connection with obtaining
financing for investment in the Partnership shall be reimbursed by the Partnership.

Subsequent events
(a) Asset acquisition

On July 11, 2016, the Partnership acquired, through its Limited Partner, Petrocapita Income Trust,
certain oil and natural gas properties for total cash consideration of $3 million (plus or minus any post-
closing adjustments) and a Gross Overriding Royalty of 1.5% on the assets acquired in favour of the
vendor’s lender effective for a period of five (5) years from closing and in respect of any calendar
month when the average daily selling price for the near month light, sweet crude oil future contracts as
reported by the New York Mercantile Exchange in US dollars for West Texas Intermediate oil exceeds
$80.00 USD per barrel.

(b) Private placement

On June 9, 2016, the Partnership completed through private placement the issuance of a secured
debenture in the amount of $5,000,000 with a maturity date of April 29, 2021. The debenture bears
interest at 12.5% per annum, payable quarterly. A total of $500,000 in finder's fees were paid to
secure the debenture. The debenture holder was granted a first security interest in all of the oil and
gas properties of Petrocapita Oil and Gas L.P., including the oil and gas properties associated with the
acquisition described in note 17(a). The debenture will rank “pari-passu” with a separate private
placement of secured convertible debentures issued by the Trust.

(c) Lease agreement for office space

On June 3, 2016, the Partnership signed an agreement for new office space. The lease term is for a
period of three years and requires monthly payments of $3,605 over the term of the lease.
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Petrocapita Oil and Gas L.P.

Condensed Interim Balance Sheets

(in Canadian dollars)
(unaudited)

June 30 December 31
Note 2016 2015
Assets
Current assets
Cash $ 4,443,139 $ 529,285
Accounts receivable 12(b) 387,893 330,546
Prepaid expenses and deposits 336,091 65,947
Total current assets 5,167,123 925,778
Non-current assets
Property and equipment 5 25,956,186 25,512,031
Exploration and evaluation assets 6 1,010,881 1,007,141
Total assets $ 32,134,190 $ 27,444,950
Liabilities
Current liabilities
Accounts payable and accrued liabilities 12(c) $ 1,306,114 $ 1,343,640
Current portion of debenture 8(b) - 44,722
Notes payable 13 35,890,578 34,324,474
Total current liabilities 37,196,692 35,712,836
Non-current liabilities
Decommissioning provisions 7 8,464,550 7,806,230
Debenture 8(a) 4,515,444 415,278
Total liabilities 50,176,686 43,934,344
Partners’ Deficiency
Partner units 9 586,002 586,002

Deficit

(18,628,498)

(17,075,396)

Total partners’ deficiency

(18,042,496)

(16,489,394)

Total liabilities and partners’ deficiency

$

32,134,190

$ 27,444,950

Commitments (note 14)
Subsequent event (note 16)

See accompanying notes to the condensed interim financial statements.

Approved by the General Partner:

(signed) “Alex Lemmens”, Director of the General Partner, Petrocapita GP | Ltd.
(signed) “Richard Mellis”, Director of the General Partner, Petrocapita GP | Ltd.



Petrocapita Oil and Gas L.P.

Condensed Interim Statements of Operations and Comprehensive Income (Loss)

(in Canadian dollars)
(unaudited)

Three months ended

Six months ended

June 30 June 30 June 30 June 30
Note 2016 2015 2016 2015
Revenue
Revenue $ 606,384 $ 1,028,898 $ 980,278 $ 1,920,543
Royalties (51,075) (95,905) (71,099) (181,897)
Revenue, net of royalties 555,309 932,993 909,179 1,738,646
Expenses
Production and transportation 625,553 674,200 1,168,962 1,282,454
Disposal processing 27,508 42,746 58,520 73,279
General and administrative 255,278 198,503 667,993 433,375
Depletion and depreciation 5 184,314 305,727 413,898 738,079
Total expenses 1,092,653 1,221,176 2,309,373 2,527,187
Operating loss (537,344) (288,183) (1,400,194) (788,541)
Finance expense, net 10 (1207,700) (28,181) (152,908) (56,271)
Gain on sale of property and equipment - 70,734 - 70,734
Gain on asset acquisition - 390,442 - 390,442
Income (loss) and comprehensive income $ (645,044)  $ 144,812 $ (1553102) $ (383,636)

(loss)

See accompanying notes to the condensed interim financial statements.



Petrocapita Oil and Gas L.P.

Condensed Interim Statements of Changes in Partners' Deficiency

(in Canadian dollars)
(unaudited)

Total

Partner Partners'

Units Deficit Deficiency
Balance at December 31, 2014 $ 586,002 $ (14,688,637) $ (14,102,635)
Loss and comprehensive loss for the period - (383,636) (383,636)
Balance at June 30, 2015 $ 586,002 $ (15,072,273) $ (14,486,271)
Balance at December 31, 2015 $ 586,002 $ (17,075,396) $ (16,489,394)
Loss and comprehensive loss for the period - (1,553,102) (1,553,102)
Balance at June 30, 2016 $ 586,002 $ (18,628,498) $ (18,042,496)

See accompanying notes to the condensed interim financial statements.



Petrocapita Oil and Gas L.P.

Condensed Interim Statements of Cash Flows
(in Canadian dollars)

(unaudited)

Six months ended

Note June 30 June 30
2016 2015
Cash flows provided by (used in) operating activities
Loss for the period $ (1,553,102) $ (383,636)
Adjustments for:
Depletion and depreciation 5 413,898 738,079
Accretion of decommissioning provision 7 78,711 67,510
Amortization of financing costs 10 17,031 -
Gain on asset acquisition - (390,442)
Gain on asset swap - (70,734)
Changes in non-cash working capital 11 (360,648) 190,615
Net cash provided by (used in) operating activities (1,404,110) 151,392
Cash flows (used in) investing activities
Additions to property and equipment 5 (278,444) (525,431)
Additions to exploration and evaluation assets 6 (3,740) -
Repayment of notes receivable - (9,000)
Changes in non-cash working capital 11 (201,203) 239,130
Net cash used in investing activities (483,387) (295,301)
Cash flows provided by (used in) financing activities
Proceeds from issue of debentures 8(a) 5,000,000 -
Costs related to issue of debentures 8(a) (501,587) -
Proceeds from notes payable 1,753,000 -
Repayments of notes payable (646,896) (2,090,938)
Changes in non-cash working capital 11 196,834 -
Net cash provided by (used in) financing activities 5,801,351 (1,090,938)
Change in cash 3,913,854 (1,234,847)
Cash, beginning of period 529,285 2,589,352
Cash, end of period $ 4,443,139 $ 1,354,505

See accompanying notes to the condensed interim financial statements.



Petrocapita Oil and Gas L.P.
Notes to the Condensed Interim Financial Statements

For the three and six months ended June 30, 2016 and 2015
(in Canadian dollars)

(unaudited)

1. General business description

Petrocapita Oil and Gas L.P. (the “Partnership”) is a wholly-owned subsidiary of Petrocapita Income
Trust (the "Trust"”). The Trust is the sole Limited Partner of the Partnership and the sole shareholder of
Petrocapita GP | Ltd. (the “General Partner’) who manages the Partnership, which was formed under
the Partnership Act (Alberta) pursuant to a Limited Partnership Agreement dated January 22, 2010,
solely to carry on the business of investing in, conducting, engaging in, or otherwise being involved in
one or more of the acquisition, exploration, exploitation, development, optimization, enhancement,
production and processing of petroleum and natural gas and related products, and such other business
activities as are in any way related, ancillary or incidental thereto.

The address and principal place of business of the Partnership is #1400, 717 — 7 Avenue SW, Calgary,
Alberta, T2P 0Z3.

2. Basis of preparation
(a) Statement of compliance

The condensed interim financial statements have been prepared in accordance with International
Financial Reporting Standards (IFRS) as issued by the International Accounting Standards Board
(IASB) and interpretations of the International Financial Reporting Interpretations Committee
(IFRIC), and International Accounting Standard (IAS) 34, Interim Financial Reporting, and should
be read in conjunction with the annual audited financial statements for the year ended December
31, 2015. Certain information and disclosure included in the notes to the annual financial
statements is condensed in the interim financial statements or disclosed only on an annual basis.

On November 10, 2016, the Board of Directors of the General Partner of the Partnership
authorized these condensed interim financial statements for issue.

(b)  Use of estimates and judgments

The preparation of financial statements requires management to make estimates and
assumptions and use judgment regarding the reported amounts of assets and liabilities and
disclosures of contingent assets and liabilities as at the date of the condensed interim financial
statements and the reported amounts of revenues and expenses during the period. By their
nature, estimates are subject to estimation uncertainty.

Estimates and judgments are continually evaluated and are based on historical experience and
other factors, including expectations of future events that are believed to be reasonable under the
circumstances. Accounting estimates will, by definition, seldom equal the actual results. Revisions
to accounting estimates are recognized in the period in which the estimates are revised and in
any future periods affected.

In preparing these condensed interim financial statements, the significant estimates and
judgements made by management in applying the Partnership’s accounting policies and the key
sources of estimation uncertainty were the same as those applicable to the financial statements
for the year ended December 31, 2015.



Petrocapita Oil and Gas L.P.
Notes to the Condensed Interim Financial Statements

For the three and six months ended June 30, 2016 and 2015
(in Canadian dollars)
(unaudited)

3. Significant accounting policies
The accounting policies followed in these condensed interim financial statements are consistent with
those for the year ended December 31, 2015. There were no new or amended accounting standards
or interpretations adopted during the six months ended June 30, 2016. There are no new or amended
accounting standards or interpretations issued during the six months ended June 30, 2016 that are
applicable to the Partnership in future periods.

4. Acquisition

(&) Acquisition of assets

Effective January 1, 2016, the Trust acquired additional working interests in heavy oil properties
including certain non-producing property interests. The net assets acquired are as follows:

Recognized amounts of identifiable assets acquired and liabilities assumed:

Property and equipment $ 108,592
Decommissioning liabilities (note 7) (105,840)

Total net assets acquired, being the cash consideration $ 3,112




Petrocapita Oil and Gas L.P.
Notes to the Condensed Interim Financial Statements

For the three and six months ended June 30, 2016 and 2015
(in Canadian dollars)

(unaudited)

5.

Property and equipment

Heavy Oil Transport and

Property Disposal

Interests Assets Total
Cost
Balance at December 31, 2014 $ 26,796,177 $ 2,372,037 $ 29,168,214
Additions 382,523 842,020 1,224,543
Acquisitions 2,963,565 1,137,000 4,100,565
Change in decommissioning costs (1,660,686) 8,773 (1,651,913)
Balance at December 31, 2015 $ 28,481,579 $ 4,359,830 $ 32,841,409
Additions 273,327 2,005 275,332
Acquisitions (note 4) 3,112 - 3,112
Change in decommissioning costs (note 7) 579,609 - 579,609
Balance at June 30, 2016 $ 29,337,627 $4,361,835 $ 33,699,462
Accumulated depletion and depreciation
Balance at December 31, 2014 $5,441,180 $ 477,702 $ 5,918,882
Depletion and depreciation for the period 1,196,092 214,404 1,410,496
Balance at December 31, 2015 $ 6,637,272 $ 692,106 $ 7,329,378
Depletion and depreciation for the period 326,638 87,260 413,898
Balance at June 30, 2016 $ 6,963,910 $ 779,366 $ 7,743,276
Net book value
Balance at December 31, 2015 $ 21,844,307 $ 3,667,724 $ 25,512,031
Balance at June 30, 2016 $ 22,373,717 $ 3,582,469 $ 25,956,186




Petrocapita Oil and Gas L.P.
Notes to the Condensed Interim Financial Statements

For the three and six months ended June 30, 2016 and 2015
(in Canadian dollars)
(unaudited)

(a) Depletion and depreciation
The calculation of depletion and depreciation expense for the three and six months ended June 30,
2016 included future development costs of $8,487,000 associated with the development of the
Partnership’s proved and probable reserves.

(b) Capitalized general and administrative and borrowing costs
The Partnership has not capitalized any general and administrative expenses or interest in the three

and six months ended June 30, 2016 or 2015.

6. Exploration and evaluation assets

Balance at December 31, 2014 $ 1,338,733
Additions 4,032
Impairment loss (335,624)
Balance at December 31, 2015 $ 1,007,141
Additions 3,740
Balance at June 30, 2016 $ 1,010,881

Exploration and evaluation assets consist of the Partnership’s exploration projects for which proved
and/or probable reserves have not yet been determined.

7. Decommissioning provisions

The future decommissioning obligations are determined by management and are based on the
Partnership’s net ownership interest, the estimated future costs to reclaim and abandon the wells, and
the estimated timing of when the costs will be incurred.

The following table presents the reconciliation of the beginning and ending aggregate carrying amounts
of the decommissioning provisions associated with the retirement of heavy oil property interests and
transport and disposal assets:

June 30 December 31

2016 2015

Balance, beginning of period $ 7,806,230 $ 6,063,703
Liabilities acquired on acquisition (notes 4 and 5) 105,840 3,241,192
Change in estimated cash flows (note 5) 189,538 (2,352,642)
Change in discount rate (note 5) 284,231 700,729
Accretion (note 10) 78,711 153,248

Balance, end of period $ 8,464,550 $ 7,806,230
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For the three and six months ended June 30, 2016 and 2015
(in Canadian dollars)
(unaudited)

The total undiscounted amount of estimated cash flows required to settle the obligation as at June 30,
2016 was approximately $9,667,000 (December 31, 2015 - $9,287,000) which has been discounted
using a risk free rate of 1.06% at June 30, 2016 (December 31, 2015 - 1.39%). An inflation rate of
approximately 2% was used at June 30, 2016 and December 31, 2015. All of these obligations are
estimated to be incurred in approximately 2028 and will be funded from general Partnership resources
at the time of the retirement.

8. Debenture

(@) On June 9, 2016, the Partnership completed through private placement the issuance of a secured

(b)

debenture in the amount of $5,000,000 with a maturity date of April 29, 2021. The debenture bears
interest at 12.5% per annum, payable quarterly. A total of $501,587 in administration and due
diligence fees were paid to secure the debenture. The debenture has been recorded net of the
related financing costs which will be amortized over the term of the debenture.

The debenture holder was granted a security interest in all of the oil and gas properties of
Petrocapita Oil and Gas L.P., including the oil and gas properties associated with the Palliser
acquisition described in note 16 and ranks pari passu with a first security interest in the same
properties granted in relation to the intercompany notes referred to in Note 13. As part of the
agreement, the debenture holder shall be paid a gross overriding royalty (“GORR”) of 3% for 12
production months after the closing of the acquisition, increasing to 5% thereafter on all oil and gas
properties acquired in the Palliser acquisition and a 3% royalty (“SWD Royalty”) on all produced
water disposed at any salt water disposal facility or well acquired in the acquisition. The Partnership
has the option to purchase the GORR and the SWD Royalty at any time for $5,000,000.

During the three and six months ended June 30, 2016, $43,494 (2015 - $nil) of interest expense
and $17,031 (2015 - $nil) amortization of finance costs was included in finance costs (note 10).

On June 1, 2015, the Partnership completed the issuance of a secured debenture in the aggregate
principal amount of $460,000 in exchange for property and equipment with a fair value of $460,000.
The debenture bore interest at 6% per annum, payable monthly, with principal repayments of
$6,389 commencing on June 1, 2016 and maturing on June 1, 2022. In conjunction with an
acquisition made by Petrocapita Income Trust on June 1, 2016, this debenture was cancelled.

During the three and six months ended June 30, 2016, $6,868 (2015 - $2,262) and $13,730 (2015
- $2,262) respectively of interest expense was included in finance costs (note 10).



Petrocapita Oil and Gas L.P.

Notes to the Condensed Interim Financial Statements

For the three and six months ended June 30, 2016 and 2015
(in Canadian dollars)

(unaudited)

9. Partner Units

Authorized - unlimited number of Units

Each partner unit shall have attached thereto the same rights and obligations as, and shall rank equally

with each other unit of such class with respect to distributions, allocations and voting.

Number of Total Stated
Issued and outstanding Partner Units Amount
Petrocapita GP | Ltd. 10 $ 1
Petrocapita Income Trust 5,833,372 586,001
Balance at June 30, 2016 and December 31, 2015 5,833,382 $ 586,002

10. Finance expense

Three months ended

Six months ended

June 30 June 30
2016 2015 2016 2015

Finance income

Interest income $ (34) $ (7,203) $ (58) ($13,501)
Finance expenses

Accretion of decommissioning provisions (note 7) 40,341 33,122 78,711 67,510

Financing costs (note 8(a)) 17,031 - 17,031 -

Interest on debentures (note 8) 50,362 2,262 57,224 2,262
Total Finance expenses 107,734 35,384 152,966 69,772

Finance expense, net $ 107,700 $ 28,181

$ 152,908 $ 56,271




Petrocapita Oil and Gas L.P.
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For the three and six months ended June 30, 2016 and 2015
(in Canadian dollars)
(unaudited)

11. Supplemental cash flow information

(&) Changes in non-cash working capital are comprised of:

Six months ended Six months ended
June 30 June 30
2016 2015
Cash provided by (used in):
Accounts receivable $ (57,347) $ 71,113
Prepaid expenses and deposits (270,144) 72,596
Accounts payable and accrued liabilities (37,526) 286,036
$ (365,017) $ 429,745
Related to:
Operating activities $ (360,648) $ 190,615
Investing activities (201,203) 239,130
Financing activities 196,834 -
Changes in non-cash working capital $ (365,017) $ 429,745

(b)  Non-cash transactions:

The following non-cash transactions were excluded from the condensed interim statements of cash
flows:

2015 Transactions

e Asset swaps and property acquisitions

(¢) Interest paid in cash:

Three months ended Six months ended
June 30 June 30
2016 2015 2016 2015

Interest paid $ 50,362 $ 2,262 $57,224 $ 2,262
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12. Financial risk management, fair values and capital management

(&) Overview
The Partnership’s activities expose it to a variety of financial risks that arise as a result of its
exploration, development, production, and financing activities such as:
e  credit risk;
e liquidity risk; and
e  market risk.
The Partnership employs risk management strategies and policies to ensure that any exposure to
risk is in compliance with the Partnership’s business objectives and risk tolerance levels. While
the Board of Directors of the general Partner has the overall responsibility for the establishment
and oversight of the Partnership’s risk management framework, management has the
responsibility to administer and monitor these risks.
This note presents information about the Partnership’s exposure to each of the above risks, the
Partnership’s objectives, policies and processes for measuring and managing risk, and the
Partnership’s management of capital. Further quantitative disclosures are included throughout
these financial statements.

(b)  Credit risk

Credit risk is the risk of financial loss to the Partnership if a customer or counterparty to a financial
instrument fails to meet its contractual obligations. The majority of the Partnership’s accounts
receivable are due from heavy oil marketers and are subject to normal industry credit risk.

The Partnership’s maximum exposure to credit risk was:

June 30 December 31

2016 2015

Cash $ 4,443,139 $ 529,285
Accounts receivable 387,893 330,546
Maximum exposure to credit risk $ 4,831,032 $ 859,831

Cash

The Partnership manages the credit exposure related to cash by selecting financial institutions
with high credit ratings. Given these credit ratings, management does not expect any counterparty
to fail to meet its obligations.

Accounts receivable

All of the Partnership’s operations are conducted in Canada. The Partnership’s exposure to credit
risk is influenced mainly by the individual characteristics of each customer. Significant changes in
industry conditions and risks that negatively impact customers’ ability to generate cash flow will
increase the risk of not collecting receivables. Management believes the risk is mitigated by the
size and reputation of the companies to which they extend credit.
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(©

The Partnership's accounts receivable was comprised of the following amounts:

June 30 December 31

2016 2015

Heavy oil marketers $ 305,377 $ 179,528
Joint interest partners 51,786 33,674
Water disposal customers 7,295 16,493
Other 13,528 75,029
Goods and Services Tax 9,907 25,822
Total accounts receivable $ 387,893 $ 330,546

The Partnership markets its heavy oil primarily to two marketers. Due to the small size of the
Partnership, it is efficient to market all of its heavy oil to two marketers. The receivables from joint
interest partners and from water disposal are generally with heavy oil producers. Management
monitors the credit ratings of its marketers, joint interest partners and water disposal customers to
ensure no collection issues arise. Receivables from petroleum marketers, joint interest partners
and water disposal customers are normally collected on the 25" day of the month following
production.

The accounts receivable is aged as follows:

June 30 December 31

2016 2015

Current (not past due) $ 350,964 $ 307,358
Greater than 90 days (past due) 36,929 23,188
$ 387,893 $ 330,546

The Partnership considers all accounts receivable to be fully collectible and no allowance is
required. When determining whether past due accounts are collectible, the Partnership factors in
the past credit history of the counterparties. The Partnership considers all amounts greater than
90 days as past due. Management follows up and takes necessary steps to ensure collection of
all accounts receivable which are past due. The Partnership has no allowance for doubtful
accounts as at June 30, 2016 or December 31, 2015.

Liquidity risk

Liquidity risk is the risk that the Partnership will not be able to meet its financial obligations as they
are due. The Partnership’s approach to managing liquidity is to ensure it will have sufficient liquidity
to meet its liabilities when due. The Partnership’s ongoing liquidity is impacted by various external
events and conditions, including commaodity price fluctuations.
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(d)

The Partnership's accounts payable and accrued liabilities were comprised of the following
amounts:

June 30 December 31

2016 2015

Operating $ 905,745 $ 866,834
Capital 272,325 201,806
Accruals 128,044 275,000
Total accounts payable and accrued liabilities $ 1,306,114 $ 1,343,640

Accounts payable consist of invoices payable to trade suppliers for operating (e.g., general,
administrative, royalty, production and transportation), capital (e.g., drilling, completion and
equipping oil wells) and financing (commissions and other costs for the issue of common and
preferred units) expenditures and are paid within one year.

The Partnership’s financial liabilities under obligations that have contractual maturities are
summarized below:

Less than year 2-5 years Total
Accounts payable and accrued
liabilities $1,306,114 $ - $1,306,114
Debentures - 5,000,000 5,000,000
$1,306,114 $5,000,000 $6,306,114

The Partnership will require additional funding to reduce its exposure to liquidity risk. The
Partnership continually monitors its actual and forecast cash flows to review whether there are
adequate reserves available to meets its obligations. Management continues to seek additional
means to maintain the Partnership’s overall working capital including but not limited to reviewing
potential mergers, acquisitions and arranging additional debt/equity financing. The Partnership
continues to focus on minimal capital activities, reducing operating and general and administrative
costs and enhancing operational efficiencies to preserve the Partnership’s financial health and
sustainability to a low commodity price environment. The Partnership cannot provide any
assurance that sufficient cash flows will be generated from operating activities or proceeds from
other activities noted above will improve its working capital.

Market risk

Market risk is the risk that changes in market prices, such as commodity prices, interest rates and
foreign exchange rates will affect the Partnership’s net earnings or the value of financial
instruments. The Partnership manages and mitigates market risk exposures within acceptable
limits, while maximizing returns. There have been no changes to the Partnership’s policies or
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(e)

processes for managing market risk during the six months ended June 30, 2016.
Capital management

The Partnership’s capital includes partner’s deficiency and the debentures. The Partnership’s
objective in managing capital is to ensure that it has sufficient working capital and access to
sources of capital to finance its operations and to make planned capital expenditures or capital
acquisitions as opportunities present themselves. The Partnership manages its capital structure
and makes changes to it in light of changes in economic conditions, anticipated or planned capital
expenditures, opportunities for acquisitions and the risk characteristics of the underlying
investments. The Partnership’s capital management objectives have not changed during the six
months ended June 30, 2016.

Total capital managed is determined as follows:

June 30 December 31

2016 2015

Debenture $ 4,515,444 $ 460,000
Partners’ deficiency (18,042,496) (16,489,394)
$ (13,527,052) $ (16,029,394)

Total capital has increased from the prior year end due to the debenture issued during the period
offset in part by the net loss for the six months ended June 30, 2016.

The Partnership monitors its working capital (excluding embedded derivatives) closely, which is
determined on the following basis:

June 30 December 31

2016 2015
Cash $ 4,443,139 $ 529,285
Accounts receivable 387,893 330,546
Prepaid expenses and deposits 336,091 65,947
Accounts payable and accrued liabilities (1,306,114) (1,343,640)
Current portion of debenture - (44,722)
Working capital (deficiency) surplus $ 3,861,009 $ (462,584)

Working capital has increased from the prior year end due to the debenture issued during the
period.

The Partnership is not subject to any externally imposed capital requirements.
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13. Related parties

The Partnership has notes payable owing for principal and accrued interest to the Trust. The amounts
outstanding to the Trust under the note agreements at June 30, 2016 and December 31, 2015 are as

follows:
June 30, 2016 December 31, 2015
Note A — interest at 0% per annum $ 33,915,578 $ 34,102,474
Note B — interest at 8% per annum 1,975,000 222,000
$ 35,890,578 $ 34,324,474
The following note agreements have been issued:

Subordinated Secured Note Agreement dated July 1, 2010 (“Note A”), interest rate of 12% per
annum, due at any time from and after December 31, 2015 or on such earlier date the unpaid
amounts become payable, notwithstanding the amounts are due on demand, and as part of this
agreement, the Partnership and the Trust have agreed that any advance or loan to the Partnership
subsequent to July 1, 2010, shall fall under this agreement and be subject to the terms and
conditions thereof. During the year ended December 31, 2015, the obligation to pay interest was
waived by the Trust effective January 1, 2015, related to advances or loans made under Note A;
and a

Secured Senior Subordinated Note Agreement dated December 18, 2015 (“Note B”), interest rate
of 8% per annum, due at any time from and after December 31, 2020 or on such earlier date the
unpaid amounts become payable, notwithstanding the amounts are due on demand, and as part
of this agreement, the Partnership and the Trust have agreed that any advance or loan to the
Partnership subsequent to December 18, 2015, shall fall under this agreement and be subject to
the terms and conditions thereof.

Both notes are secured by a security interest in all of the Partnership’s present and after acquired assets.

14. Commitments

The Partnership has entered into lease agreements for office space which expire in May 2019. The
required lease payments, exclusive of operating costs, over the remaining term of the leases are as
follows:

2016 $ 22,000
2017 43,000
2018 43,000
2019 18,000

$126.000
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15. Comparative figures

For the three and six months ended June 30, 2015, $42,746 and $73,279 respectively has been
reclassified from production and transportation to disposal processing expense to conform to the current
period’s presentation.

16. Subsequent event
Asset acquisition

On July 11, 2016, Petrocapita GP | Ltd., the General Partner acquired certain oil and natural gas
properties for total cash consideration of $3 million (plus or minus any post-closing adjustments) and a
Gross Overriding Royalty of 1.5% on the assets acquired, in favour of the vendor’s lender effective for
a period of five years from closing and in respect of any calendar month when the average daily selling
price for the near month light, sweet crude oil future contracts as reported by the New York Mercantile
Exchange in US dollars for West Texas Intermediate oil exceeds $80.00 USD per barrel. The acquisition
was financed through the issuance of a debenture as described in note 8(a).
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Independent Auditors' Report

To the Directors of
Petrocapita Energy Corp.

We have audited the accompanying financial statement of Petrocapita Energy Corp.,
which comprise the balance sheet as at September 26, 2016, and a summary of
significant accounting policies and other explanatory information.

Management's Responsibility for the Financial Statement

Management is responsible for the preparation and fair presentation of this financial
statement in accordance with International Financial Reporting Standards, and for such
internal control as management determines is necessary to enable the preparation of
financial statement that is free from material misstatement, whether due to fraud or error.

Auditors' Responsibility

Our responsibility is to express an opinion on this financial statement based on our audit.
We conducted our audit in accordance with Canadian generally accepted auditing
standards. Those standards require that we comply with ethical requirements and plan
and perform the audit to obtain reasonable assurance about whether the financial
statement is free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statement. The procedures selected depend on the auditors'
judgment, including the assessment of the risks of material misstatement of the financial
statement, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statement in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by
management, as well as evaluating the overall presentation of the financial statement.

&!‘7 An independent member of

This office is independently owned and operated by Collins Barrow Calgary LLP. BAKER TILLY
The Collins Barrow trademarks are owned by Collins Barrow National Cooperative Incorporated and are used under license. INTERNATIONAL
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1. Reporting entity

Petrocapita Energy Corp. (“Petrocapita Energy”) was incorporated under the Business Corporations Act
(Alberta) on September 26, 2016.

Petrocapita Energy is a wholly-owned subsidiary of Petrocapita Income Trust (the “Trust”). The address
and principal place of business of the Partnership is #1400, 717 — 7 Avenue SW, Calgary, Alberta, T2P
0Z3.

Petrocapita Energy was incorporated for the purpose of completing a reorganization of the corporate
structure of the Trust as part of the Offering Memorandum described in note 5.

There has been no activity of Petrocapita Energy since the initial subscription of class B common shares

and an additional subscription of class C common shares (note 4). Accordingly, no statement of
operations or cash flows has been presented.

2. Basis of preparation
(&) Statement of compliance
The financial statement has been prepared in accordance with International Financial Reporting
Standards (IFRS) as issued by the International Accounting Standards Board (IASB) and
interpretations of the International Financial Reporting Interpretations Committee (IFRIC).

On November 10, 2016, the Board of Directors of Petrocapita Energy authorized the financial
statements for issue.

(b)  Functional and presentation currency

These financial statements are presented in Canadian dollars, which is the functional currency of
Petrocapita Energy.

3. Significant accounting policies

The accounting policies set out below have been applied as at the date presented in this financial
statement.

(@) Cash
Cash is comprised of cash on hand.

(b) Share capital

Common shares are classified as equity. Incremental costs directly attributable to the issue of
common shares are recognized as a deduction from equity, net of any tax effects.
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4. Share capital
Authorized - unlimited number of Class A common shares, non-voting, each without nominal par value
Authorized — unlimited number of Class B common shares, voting, each without nominal par value
Authorized — unlimited number of Class C common shares, non-voting, each without nominal par value

Authorized — unlimited number of Class D preferred shares, non-voting, each without nominal par value

Number of Amount
Issued and outstanding Class B shares
Balance at September 26, 2016 100 $ 1

Upon incorporation, the Trust, subscribed to 100 Class B shares at a subscription price of $0.01 per
share.

In October 2016, a total of 3,900,000 Class C shares at a subscription price of $0.001 per share for total
proceeds of $3,900 were subscribed to by the Directors of the Corporation.

5. Offering Memorandum

On November 10, 2016, Petrocapita Energy issued an Offering Memorandum (“the Offering”) whereby,
the Offering will proceed on the basis of a tied offering of Preferred Units of the Trust and Class A
common shares (the "Shares") of Petrocapita Energy.

Each Preferred Unit is priced at $1.00 and each Share is priced at $0.001. Each Share shall be
exchangeable for 32 of the publicly traded common units of the Trust (CSE:PCE.UN) at any time on or
after 18 months from the date of issuance of the Shares, subject to certain restrictions, conditions and
adjustments in certain circumstances.

The minimum subscription of Preferred Units of the Trust shall be 1,000 Preferred Units which will entitle
the subscriber to subscribe for up to 230 Shares. Accordingly, the minimum subscription of the Shares
shall be $0.23. The Shares must be purchased as part of a Tied Unit. A Tied Unit means a combination
of 0.23 Shares and one Series 1 Preferred Unit.

The agent will be paid a cash commission and administrative fee (equal in aggregate to 10% of the gross
proceeds raised by the agent) and will be entitled to subscribe for 20 Shares of the 230 shares
subscribed for in the minimum subscription of the 1,000 Preferred Units sold through the agent.

The Preferred Units will be non-voting, provide for annual distributions of $0.09 per Preferred Unit
payable quarterly in arrears, be redeemable by the holder from and after the 4th year anniversary of
their issuance date, and be retractable by the Trust.

The Offering will be made by way of private placement in Canada and is subject to certain conditions
including, but not limited to, the receipt of all necessary approvals, including the approval of the
Canadian Securities Exchange and other securities regulatory authorities as applicable.






