
 
 
 
 
 
 
 
 
 
 
 
 
 
 

IOCL (USA) Inc. 
 

Financial Statements 
 

March 31, 2017 
 
 
 
 
 
 
 
 
 
 
 
 



 
IOCL (USA) Inc. 

 
March 31, 2017 

 
Table of Contents 

 
 
 Page(s) 
 
Independent Auditors’ Report .......................................................................................................1 
 
Balance Sheets ............................................................................................................................2 
 
Statements of Operations .............................................................................................................3 
 
Statements of Changes in Stockholder’s Equity ..............................................................................4 
 
Statements of Cash Flows .............................................................................................................5 
 
Notes to Financial Statements .................................................................................................. 6-11 
 
 
 



 

 
 

 
 

 
 

Independent Auditors’ Report 
 
 
 
To the Board of Directors and Stockholder of 
  IOCL (USA) Inc. 
 
We have audited the accompanying financial statements of IOCL (USA) Inc. (a Texas corporation), which 
comprise the balance sheets as of March 31, 2017 and 2016, and the related statements of operations, 
changes in stockholder’s equity, and cash flows for the years then ended, and the related notes to the 
financial statements.   
 
Management’s Responsibility for the Financial Statements 
 
Management is responsible for the preparation and fair presentation of these financial statements in 
accordance with U.S. generally accepted accounting principles; this includes the design, implementation, 
and maintenance of internal control relevant to the preparation and fair presentation of financial 
statements that are free from material misstatement, whether due to fraud or error. 
 
Auditors’ Responsibility 
 
Our responsibility is to express an opinion on these financial statements based on our audits. We 
conducted our audits in accordance with U.S. generally accepted auditing standards.  Those standards 
require that we plan and perform the audits to obtain reasonable assurance about whether the financial 
statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the financial statements. The procedures selected depend on the auditors’ judgment, including the 
assessment of the risks of material misstatement of the financial statements, 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 statements 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. Accordingly, we express no such opinion. An audit also includes evaluating 
the appropriateness of accounting policies used and the reasonableness of significant accounting 
estimates made by management, as well as evaluating the overall presentation of the financial 
statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinion. 

Opinion 
In our opinion, the financial statements referred to above, present fairly, in all material respects, the 
financial position of IOCL (USA) Inc. as of March 31, 2017 and 2016, and the results of its operations and 
its cash flows for the years then ended in accordance with U.S generally accepted accounting principles. 
 
 
 
 
May 5, 2017 
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IOCL (USA) Inc. 

 
Balance Sheets 

 
 

See accompanying notes to financial statements. 

 

2017 2016

Current assets
Cash and cash equivalents 972,901$          317,804$          
Accounts receivable - oil and natural gas 838,332            344,872            
Advances to operator 15,106             -                 

Total current assets 1,826,339         662,676            

Oil and natural gas properties, successful efforts method   
Proved property

Leasehold costs 11,900,809       11,971,058
Drilling costs 20,211,592       18,575,955       
Completion costs 31,707,986       29,568,650       
Production equipment 6,275,388         5,725,449         
Wells in progress -                 712,448            

Unproved leasehold costs 3,574,382         3,835,053         

73,670,157       70,388,613       

Accumulated depletion, depreciation and amortization (40,558,440)      (29,921,915)      

Oil and natural gas properties, net 33,111,717       40,466,698       

Total assets 34,938,056$     41,129,374$     

Current liabilities
Accounts payable 168,338$          392,676$          
Accrued liabilities 125,403            213,583            

Total current liabilities 293,741            606,259            

Asset retirement obligation 935,653            778,419            

Total liabilities 1,229,394         1,384,678         

Commitments and contingencies

Stockholder's equity
Common stock $0.01 par value; 10,000,000,000 shares

authorized; 5,763,538,921 and 5,639,237,528 shares issued
and outstanding as of March 31, 2017 and 2016,
respectively 57,635,390       56,392,376       

Retained deficit (23,926,728)      (16,647,680)      

Total stockholder's equity 33,708,662       39,744,696       

Total liabilities and stockholder's equity 34,938,056$     41,129,374$     

Assets

Liabilities and Stockholder's Equity

March 31,
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Statements of Operations 

 
 

See accompanying notes to financial statements. 

 

2017 2016

Oil and natural gas revenues 6,940,803$       5,124,895$       

Operating expenses    
Lease operating 1,370,012         1,444,012         
Production taxes 316,655            573,800            
Marketing and distribution 1,181,864         575,207            
Depletion, depreciation and amortization 10,636,525       10,324,368       
Abandonment of expired leases 457,237            1,414,741         
Accretion expense 35,328             36,343             
General and administrative 222,230            198,536            

Total operating expenses 14,219,851       14,567,007       

Loss before income tax expense (7,279,048)        (9,442,112)        

Income tax expense -                 (2,765,617)        

Net loss (7,279,048)$      (12,207,729)$    

Year Ended March 31, 
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IOCL (USA) Inc. 

Statements of Changes in Stockholder’s Equity 

For the Years Ended March 31, 2017 and 2016 

See accompanying notes to financial statements. 

Total 
Retained Stockholder's

Shares Amount Deficit Equity

Balance, March 31, 2015 5,016,566,453  50,165,665$   (4,439,951)$        45,725,714$   

Capital contribution 622,671,075  6,226,711  -  6,226,711  

Net loss -  -  (12,207,729)  (12,207,729)  

Balance, March 31, 2016 5,639,237,528  56,392,376 (16,647,680)  39,744,696 

Capital contribution   124,301,393 1,243,014  -  1,243,014  

Net loss -  -  (7,279,048)  (7,279,048)  

Balance, March 31, 2017 57,635,390  5,763,538,921 $   (23,926,728)$       33,708,662$   

Common Stock
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Statements of Cash Flows 

 
 

See accompanying notes to financial statements. 

 

2017 2016

Cash flows from operating activities:
Net loss (7,279,048)$      (12,207,729)$    
Adjustments to reconcile net loss to net cash

provided by operating activities:
Depletion, depreciation and amortization 10,636,525       10,324,368       
Abandonment of expired leases 457,237            1,414,741         
Accretion expense 35,328             36,343             
Deferred tax expense -                 2,765,617         

Changes in operating assets and liabilities
Accounts receivable - oil and natural gas (493,460)          227,357            
Accounts payable (54,205)            (155,799)          
Accrued liabilities (88,180)            65,940             

Net cash provided by operating activities 3,214,197         2,470,838         

Cash flows from investing activities:
Acquisition of oil and natural gas properties (3,616,875)        (7,842,729)        
Change in capital expenditure accrual (170,133)          (1,200,047)        
Change in advances to operator (15,106)            -         

Net cash used in investing activities (3,802,114)        (9,042,776)        

Cash flows from financing activities:
Capital contribution 1,243,014         6,226,711         

Net cash provided by financing activities 1,243,014         6,226,711         

Net increase (decrease) in cash and cash equivalents 655,097            (345,227)          

Cash and cash equivalents - beginning of year 317,804            663,031            

Cash and cash equivalents - end of year 972,901$          317,804$          

Supplemental non-cash investing and financing activities:
ARO liabilities incurred and revisions to estimates 121,906$          251,503$          

Year Ended March 31, 
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IOCL (USA) Inc. 

 
Notes to Financial Statements 

 
March 31, 2017 

 
 

 

Note 1  - Nature of Operations 
 

Background 
 
IOCL (USA) Inc. (the “Company”) was formed on October 1, 2012 as a Texas Corporation.  
The Company is a wholly-owned subsidiary of Indian Oil Corporation Limited (the “Parent”).  
The Company is a petroleum exploration and production company engaged in the acquisition, 
exploration, and development of properties for the production of crude oil and natural gas 
from underground reservoirs.   
 
On October 4, 2012, the Company entered into a purchase and participation agreement (the 
“Agreement”) with Carrizo Oil & Gas, Inc. and one of its affiliates (collectively, “Carrizo”) to 
acquire a 10% working interest in oil and natural gas properties located in the Niobrara 
Formation area in Weld, Morgan, and Adams counties of the State of Colorado.   
 

Note 2  - Summary of Significant Accounting Policies 
 
Cash and cash equivalents 

 
Cash and cash equivalents include all highly liquid investments with original maturities of three 
months or less from the date of purchase. 

 
Oil and natural gas properties 

 
The Company uses the successful efforts method of accounting for oil and natural gas 
producing activities.  Costs to acquire mineral interests in oil and natural gas properties, costs 
to drill and equip exploratory wells that find proved reserves, costs to drill and equip 
development wells, and related asset retirement costs are capitalized.  With respect to 
amounts paid by the Company for its carry obligation, they are recorded to oil and natural gas 
properties in cost categories incurred as tangible and intangible drilling costs, completion costs 
and production equipment.  Additionally, interest costs, if appropriate, are capitalized to oil 
and natural gas properties during the period that unevaluated leasehold costs and costs of 
wells in progress are undergoing development and preparation for their intended use until 
reserves have been identified.  Costs to drill exploratory wells that do not find proved 
reserves, geological and geophysical costs, and costs of carrying and retaining unproved 
properties are expensed.  
 
Capitalized costs of producing oil and natural gas properties, after considering estimated 
residual salvage values, are depreciated and depleted on a field level (common reservoir) 
using the unit-of-production method using proved producing oil and natural gas reserves.  
Unproved property costs, costs of wells in progress and related capitalized interest costs, if 
any, are excluded from the depletable base until the related costs are considered developed or 
until proved reserves are found.  Oil and natural gas leasehold costs are depleted using the 
unit-of-production method based on total proved oil and natural gas reserves. 

 
Upon sale or retirement of a complete unit of a proved property, the cost and related 
accumulated depreciation, depletion, and amortization are eliminated from the property 
accounts, and the resulting gain or loss is recognized in the statements of operations.  On the 
retirement or sale of a partial unit of proved property, the cost and related accumulated 
depreciation, depletion, and amortization apportioned to the interest retired or sold are 
eliminated from the property accounts, and the resulting gain or loss is recognized in the 
statements of operations. 
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Notes to Financial Statements 

 
March 31, 2017 

 
 

 

Note 2  - Summary of Significant Accounting Policies (Continued) 
 

Oil and natural gas properties (continued) 
 
Upon sale of an entire interest in an unproved property, gain or loss on the sale is recognized, 
taking into consideration the amount of any recorded impairment if the property had been 
assessed individually. If a partial interest in an unproved property is sold, the amount received 
is treated as a reduction of the cost of the interest retained. 

 
Proved oil and natural gas properties are reviewed for impairment whenever events or 
changes in circumstances indicate that the carrying amounts may not be recoverable, which is 
generally performed at the field level.  Assets are grouped at the lowest level for which there 
is identifiable cash flows that are largely independent of the cash flows of other groups of 
assets.  Estimates of future undiscounted net cash flows are determined by a third party 
petroleum engineering firm for proved oil and natural gas properties to determine the 
recoverability of carrying amounts.  If the net cost exceeds the undiscounted future net cash 
flows then the fair value is determined using the discounted future net cash flows as the new 
carrying value with any excess net cost recorded as impairment with a corresponding amount 
recorded to accumulated depreciation, depletion and amortization.  As of March 31, 2017 and 
2016, no impairment of proved oil and natural gas properties is required. 
 
Unproved oil and natural gas properties are periodically assessed for impairment of value, and 
a loss is recognized at the time of impairment by providing an impairment allowance. As 
unproved leases expire and are not renewed estimated costs of these leases are charged to 
abandonment expense.  No impairment was required as of March 31, 2017 and 2016, 
however, abandonment of expired leases charged to expense totaled $457,237 and 
$1,414,741 for the years ended March 31, 2017 and 2016, respectively.   

 
Asset retirement obligations 

 
The Company records an asset retirement obligation for the abandonment of oil and natural 
gas producing properties.  The asset retirement obligation is recorded at its estimated fair 
value on the date that the obligation is incurred and accretion expense is recognized over time 
as the discounted liability is accreted to its expected settlement value.  Fair value is measured 
using expected future cash outflows which considers an estimate of the cost to plug and 
abandon wells (excluding salvage value), future inflation rates and is discounted at the 
Company’s credit-adjusted risk-free interest rate.  The fair value of the estimated asset 
retirement cost is capitalized as part of the carrying amount of the applicable proved oil and 
natural gas property and depleted with the corresponding proved oil and natural gas property 
using the unit-of-production method. Periodically the asset retirement obligation is re-
measured to determine if a revision to the estimate is necessary with any revisions being 
recorded as an adjustment to oil and natural gas property.   
 
Concentrations of credit risk 

 
Financial instruments, which potentially subject the Company to concentrations of credit risk, 
consist principally of cash and accounts receivables - oil and natural gas. The Company 
maintains its cash with financial institutions it believes have a high credit quality. The 
Company at times maintains bank deposits in excess of federally-insured limits. The possibility 
of a loss exists if the bank holding excess deposits was to fail.  All of the Company’s accounts 
receivable are from its operators of the Company’s oil and natural gas properties resulting 
from oil and natural gas sales.  To mitigate this credit risk, the Company closely monitors the 
payment history and credit worthiness of its operators. 



8 
IOCL (USA) Inc. 

 
Notes to Financial Statements 

 
March 31, 2017 

 
 

 

Note 2  - Summary of Significant Accounting Policies (Continued) 
 

Revenue recognition and natural gas imbalances 
 

Revenues from the sale of crude oil and natural gas production are recognized when oil and 
natural gas is sold at a fixed and determinable price, delivery has occurred, title has 
transferred and collectability is reasonably assured, net of royalties.  An accrual is recorded at 
each reporting period by estimating the oil and natural gas volumes produced and delivered, 
net of royalties, and the corresponding oil and natural gas prices for periods when actual 
production information is not available.  Crude oil that remains within the field tanks that is 
not sold at each reporting period is considered not produced.  The Company follows the sales 
method of accounting for oil and natural gas revenues whereby revenue is recognized for all 
oil and natural gas sold to purchasers, regardless of whether the sales are proportionate to 
the Company’s ownership interest in the property.  Production imbalances are recognized as 
an asset or liability to the extent that the Company has an imbalance on a specific property 
that is in excess of its remaining proved oil and natural gas reserves. Oil and natural gas sales 
volumes are not significantly different from the Company’s share of production, and as of 
March 31, 2017 and 2016, the Company did not have any material production imbalances. 
 
Fair value of financial instruments 
 

The Company measures fair value in accordance with Financial Accounting Standards Board 
Accounting Standards Codification (“ASC”) Topic 820, “Fair Value Measurements and 
Disclosures,” which defines fair value, establishes a framework for measuring fair value, 
establishes a fair value hierarchy based on the quality of inputs used to measure fair value 
and enhances disclosure requirements for fair value measurements. 
 

A three-level valuation hierarchy for disclosure of fair value measurements categorizes assets 
and liabilities measured at fair value into one of three different levels depending on the 
observability of the inputs employed in the measurement.  Level 1 inputs include observable 
inputs such as quoted prices in active markets at the measurement date for identical, 
unrestricted assets or liabilities. Level 2 inputs include inputs that are observable directly or 
indirectly such as quoted prices in markets that are not active, or inputs which are observable, 
either directly or indirectly, for substantially the full term of the asset or liability. Level 3 inputs 
include unobservable inputs for which there is little or no market data and which the Company 
makes its own assumptions about how market participants would price the assets and 
liabilities. 
 
The Company’s financial instruments are cash and cash equivalents, accounts receivable, 
accounts payable. The recorded values of cash and cash equivalents, accounts receivable and 
accounts payable approximate their fair values based on their short-term nature. 
 

Use of estimates 
 

The preparation of financial statements in conformity with U.S. generally accepted accounting 
principles requires management to make estimates and assumptions that affect the reported 
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date 
of the financial statements and the reported amounts of revenues and expenses during the 
reporting period.  Actual results could differ from those estimates.  Management believes that 
these estimates and assumptions provide a reasonable basis for the fair presentation of the 
financial statements.   
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Note 2  - Summary of Significant Accounting Policies (Continued) 
 
Use of estimates (continued) 

 
Significant estimates include volumes of oil and natural gas reserves used in calculating 
depreciation, depletion and amortization of oil and natural gas properties, future net revenues 
and abandonment obligations, impairment of developed and undeveloped properties, the 
collectability of outstanding accounts receivable, contingencies, and the results of any current 
and future litigation.  Oil and natural gas reserve estimates, which are the basis for unit-of-
production depreciation and depletion, have numerous inherent uncertainties.  The accuracy 
of any reserve estimate is a function of the quality of available data and of engineering and 
geological interpretation and judgment.  Subsequent drilling results, testing, and production 
may justify revision of such estimates.  Accordingly, reserve estimates are often different from 
the quantities of oil and natural gas that are ultimately recovered.  In addition, reserve 
estimates are sensitive to changes in wellhead prices of crude oil and natural gas.  Such prices 
have been volatile in the past and can be expected to be volatile in the future. 

 
The Company’s significant estimates are based on current assumptions that may be materially 
affected by changes to future economic conditions, such as the market prices received for 
sales of volumes of oil and natural gas, and are primarily based upon the data and information 
received from the operators.  Future changes in these assumptions may affect these estimates 
materially in the near term. 
 
Income taxes 

 
Provisions for income taxes are based on taxes payable or refundable for the current period 
and deferred taxes on temporary differences between the amount of taxable income and 
pretax financial income and between the tax bases of assets and liabilities and their reported 
amounts in the financial statements.  Deferred tax assets and liabilities are included in the 
financial statements at currently enacted income tax rates applicable to the period in which 
the deferred tax assets and liabilities are expected to be realized or settled.  As changes in tax 
laws or rates are enacted, deferred tax assets and liabilities are adjusted through the provision 
for income taxes.  The impact of an uncertain tax position is recognized only if it is more likely 
than not of being sustained upon examination of the relevant taxing authority. 
 
The state of Texas has a gross margin tax of 0.75% that is levied on taxable margin.  Taxable 
margin is defined as total revenue less deduction for costs of goods sold or compensation and 
benefits in which total calculated taxable margin cannot exceed 70% of total revenue. 
 
Management has evaluated the Company’s tax positions and concluded that the Company has 
taken no uncertain tax positions that require adjustment to the financial statements. The 
Company will account for interest and penalties assessed as a result of an examination if any 
in income tax expense.  The Company had no tax-related interest or penalties for the year 
ended March 31, 2017 and 2016.  
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Note 3  - Asset Retirement Obligations 
 

A summary of the changes in the asset retirement obligations for the years ending March 31 
are as follows: 
 

2017 2016

Asset retirement obligation, beginning of year 778,419$          490,573$          
Liabilities incurred 121,906            131,350            
Revisions of estimate -                 120,153            
Accretion expense 35,328             36,343             

Asset retirement obligation, end of year 935,653$          778,419$           
 

Note 4  - Income Taxes 
 

Deferred income taxes reflect the net tax effects of temporary differences between the 
carrying amounts of assets and liabilities for financial reporting purposes and the amounts 
used for income tax purposes using a U.S. Federal statutory corporate rate of 35%.  
Significant components of the Company’s net deferred tax assets (liability) as of March 31 are 
as follows: 

 
2017 2016

Differences in depletion, depreciation, and
amortization of property for tax purposes 277,803$          1,085,123$       

Federal net operating loss carryforward 7,600,043         4,852,169         
State net operating loss carryforward 596,589            417,217            
Valuation allowance (8,474,435)        (6,354,509)        

Deferred tax asset -$               -$                  
 
The Company had a net operating loss carryforward available at March 31, 2017 that amounts 
to approximately $21,714,410, which begins to expire in 2033. 
 
Income tax benefit differed from the amount computed by applying the U.S. federal income 
tax rate of 35% to pretax income, as a result of the following: 
 

2017 2016

Income tax benefit at statutory rate 2,547,667$       3,304,739$       
State taxes 115,450            284,153            
Other (543,191)          -                 
Valuation allowance (2,119,926)        (6,354,509)        

Total tax benefit (expense) -$               (2,765,617)$      

Year Ended March 31,
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Note 5  - Fair Value Measurements 
 
The initial measurement of asset retirement obligations at fair value is calculated using 
discounted cash flow techniques and based on internal estimates of future retirement costs 
associated with property, plant and equipment.  

 
Significant Level 3 inputs used in the calculation of asset retirement obligations include 
plugging costs and reserve lives. A reconciliation of the Company's asset retirement 
obligations is presented in Note 2 - Summary of Significant Accounting Policies under the 
caption “Asset retirement obligation.” 
 
Significant Level 3 inputs associated with the calculation of discounted cash flows used in the 
impairment analysis include the Company’s estimate of future crude oil, natural gas, and 
natural gas liquids prices, production costs, development expenditures, anticipated production  
of proved reserves, appropriate risk-adjusted discount rates and other relevant data (see Note 
- 2 Summary of Significant Accounting Policies under the caption “Oil and natural gas 
properties”). 

 
Note 6  - Commitments and Contingencies 
 

In the normal course of business, the Company is subjected to claims, legal actions, contract 
negotiations, and disputes. The Company is subject to contingencies as a result of 
environmental laws and regulations.  The Company provides for losses, if any, in the year in 
which they can be reasonably estimated.  In management’s opinion, there are currently no 
such matters outstanding that would have a material effect on the accompanying financial 
statements. 

 
Note 7  - Subsequent Events 

 
Management has evaluated subsequent events through May 5, 2017, which is the date the 
financial statements were available to be issued, and has determined that there were no other 
subsequent events to be reported. 

 


	March 31, 2017
	Independent Auditors’ Report
	To the Board of Directors and Stockholder of
	Cash and cash equivalents
	Oil and natural gas properties
	Oil and natural gas properties (continued)



