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MEDOIL PLC

Directors’ Report
The directors present their report and financial statements for the year ended 31 December 2009

Principal Activities and Business Review
The Company's pnncipal activity 1s the exploration for and development and production of ol and gas

Consohdated accounts are not produced for the company and its wholly owned subsidiary (detalled in note 10 to the
accounts) as provided under the exemption in section 400(1) of the Company's Act 20068 The results of the company and
its subsidiary are included within the consohidated accounts of the ulimate parent undertaking, Cairn Energy PLC

Bunng the year the Company made a loss of $15,210,082 (2008 $367,478) due to $15,083,580 being wntten off as
unsuccessful exploration costs in relation to the Louza licence (for a detalled note, refer to note 8) No dividend has been
paid or declared in respect of the year ended 31 December 2009 (2008 $nil)

Principal Risks and Uncertainties
The Company is subject to a vanety of nsks which denve from the nature of the oil and gas exploration business

The Company's future depends significantly upon its success In finding or acquinng and developing ol and gas reserves If
the Company I1s unsuccessful, it would adversely affect the results of its operations and financial condition

The cost of dnlling, completing and operating wells is often uncerlain As a result, the Company may incur cost overruns or
may be required to curtall, delay or cancel dnling operations because of many factors, including unexpected dnlling
condittons, pressure or rregulanties in geological formatrons, equipment faillures or accidents, adverse weather conditions,
the need for complance with environmental regulations, governmental requirements and shortages or delays in the
availabiity of driling ngs and the delivery of equipment

Financial Instruments
For detail of the Company’s financial nsk management policy see note 17

Directors
The Directors who held office dunng the year and subsequently are as follows

J M McKniff
J M Brown

S J Thomson
M J Watts

Chantable and Political Donations
The Company did not make any charitable or political contnbutions dunng the year (2008 $nil)

Creditors Payment Policy
Itis the Company’s payment policy to ensure settlement of suppliers’ services in accordance with the terms of the applicable
contracts In most circumstances, settlement terms are agreed prior to business taking place

Disclosure of Information to Auditors

The directors of the Company who held office at 31 December 2009 confirm, as far as they are aware, there I1s no relevant
audit information of which the Company’s auditors are unaware In making this confirmation, the directors have taken
appropnate steps to make themselves aware of the relevant audit information and that the Company’s auditors are aware of
this information

By Order of the Board

Secretary

5th Floor, Condor House
10 St Paul's Churchyard
London EC4M 8AL

29 June 2010




MEDOIL PLC

Directors’ Responsibility Statement

The directors are responsible for preparing the Directors' Report and the Company financial statements in accordance with
applhcable United Kingdom law and those IFRSs as adopted by the EU

The directors are required to prepare the Company financial statements for each financial year which present farly the
financial position of the Company and the financial performance and cash flows of the Company for that penod In preparing
the Company financial statements, the directors are required to

e select sutable accounting policies In accordance with IAS B Accounting Policies, Changes th Accounting
Estimates and Errors and then apply them consistently,

e present information, including accounting policies, in a manner that provides relevant, reliable, comparable and
understandable information,

s provide additional disclosures when compliance with the specific requirement in IFRSs 1s msufficient to enable
users to understand the impact of particular transactions, other events and condiions on the Company’s financial
position and financial performance, and

« state that the Company have complied with IFRSs, subject to any matenal departures disclosed and explained in
the financial staternents

The directars confirm that they have complied with the above requirements In prepanng the financial statements

Each of the directors, whose names are listed in on page 3 confirms to the best of his/her knowledge that
« The financial statements give a true and fair view of the assets, habilities, financial position and profit or loss of the
Company, and
s The Directors Report includes a farr review of the development and performance of the business and the position of
the Company, together with a description of the pnincipal nsks and uncertainties that it faces

The directors are responsible for keeping proper accounting records, which disclose with reasonable accuracy at any ime
the financial position of the Company and enable them to ensure that the Company's financial statements comply with the
Comparues Act 2006 They are also responsible for safeguarding the assets of the Company and hence for taking
reasonable steps for the prevention and detection of fraud and other irregulanties




Independent Auditor’'s Report
To the members of medQil plc (Registered No: 5220759)

We have audited the financial statements of medQil plc the year ended 31 December 2009 which compnses the Income
Statement, the Statement of Comprehensive Income, the Balance Sheet, the Statement of Cash Flows, the Statement of
Changes in Equity and the related notes 1 to 21 These financial statements have been prepared under the accounting
policies set out therein

This report is made solely to the Company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companes
Act 2006 Cur audit work has been undertaken so that we might state to the Company's members those matters we are
required 1o state to them in an auditors’ report and for no other purpose  To the fullest extent permitted by law, we do not
accept or assume responsibility to anyone other than the Company and the Company's members as a body, for our audit
work, for this report, or for the opimions we have formed

Respective responsibilities of directors and auditors

As explained more fully in the Directors’ Responsibilities Statement set out on page 4, the directors are responsible for the
preparation of the financial statements and for being satisfied that they give a true and fair view Our responsibility is to audit
the financial statements in accordance with applicable law and International Standards on Auditing (UK & lIreland} Those
standards require us to comply with the Auditing Practices Board's Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give
reasonable assurance that the financial statements are free from matenal misstatement, whether caused by fraud or error
This includes an assessment of whether the accounting policies are appropnate to the company’s circumstances and have
been consistently apphed and adequately disclosed, the reasonableness of significant accounting estimates made by the
directars, and the overall presentation of the financial statements

Opinion on financial statements
In our opinion the financial statements
¢ give a true and fairr view of the state of the company's affars as at 31 December 2009 and of its loss for the year
then ended;
« have been properly prepared in accordance with IFRSs as adopted by the European Union, and
* have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006
In our opinion the information given in the Directors’ Report for the financial year for which the financial statements are
prepared s consistent with the financial statements

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to you If,
IN our opinion
+ adequate accounting records have not been kept, or retums adequate for our audit have not been received from
branches not visited by us, or
the financial statements are not in agreement with the accounting records and returns, or
centamn disclosures of directors' remuneration specified by law are not made, or
we have not received all the information and explanations we require for our audit

el M '[D‘Dvb e/

lan James McDowall {Senior statutory auditor)
for and on behalf of Ernst & Young LLP, Statutory Auditor
Glasgow

29 June 2010




MEDOIL PLC
Income Statement
For the year ended 31 December 2009

2009 2008
Continuing Operations Notes $ $
Pre-award costs 6,379 (204,743)
Unsuccessful exploration costs (15,083,590) (60,483)
Gross loss (15,077,211) {265,226)
Administrative expenses 556 {203,294)
Operating loss 2 (15,076,855) (468,520)
Fiance income 5 1,749 104,736
Finance costs 6 (135,176) (3,694)
Loss before taxation (15,210,082) (367,478)
Taxation 7 - -
Less for the year (15,210,082) {367,478)




MEDOIL PLC

Statement of Comprehensive Income
For the year ended 31 December 2009

2009 2008

$ 3

Loss for the year {15,210,082) (367,478)
Total comprehensive income for the year {15,210,082) (367,478)




MEDOIL PLC
Balance Sheet
As at 31 December 2009

2009 2008
Notes $ $
Non-current assets
Intangible exploration/appraisal assets 8 - 14,138,236
Property, plant & equipment - other 9 61,179 87,289
Investments 10 6 6
61,185 14,225,531
Current assets
Trade and other recewables 11 2,960,975 15,485,523
Cash and cash equivalents 12 50,030 31,479
3,011,005 15,517,002
Assets held-for-sale 13 1,500,900 -
Total assets 4,573,090 29,742,533
Current habilities
Trade and other payables 14 12,049,712 20,299,991
Cash and cash equivalents 12 - 1,709,082
Total labilities 12,049,712 22,009,073
Net (habilities)/ assets (7,476,622) 7,733,460
Called-up share capital 15 4,497,892 4,497,892
Share premium 16 9,004,168 9,004,168
Retained earmings (20,978,682) (5,768,600)
Total equity {7,476,622) 7,733,460

Signed on behalf of the Board on 29 June 2010

AN

recto




MEDOIL PLC

Statement of Cash Flows
For the year ended 31 December 2009

Notes 2009 2008
$ $

Cash flows from operating activities
Loss before taxation {15,210,082) {367.478)
Unsuccessful exploration costs 15,083,590 60,483
Depreciation and amortisation 32,266 15,393
Finance income (1,749) {104,736)
Finance costs 135,176 3,694
Foreign exchange differences - 77,046
Trade and other recevables movement 164 (1,459,170)
Trade and other payables movement (4,762) (1,042661)
Net cash from/{used) in operating activibes 34,603 (2,817429)

Cash flows from investing activities
Expenditure an intangible exploration/appraisal assets (154,729} (8,052,355}
Purchase of property, plant & equipment — other (6,156) (84,511}
Proceeds on disposal of property, plant & equipment — other - 769,714
Interest receved 1,749 6,590
Net cash used in Investing activities {159,136) (7,360,562)

Cash flows from financing activities
Proceeds from issue of shares - 3,420918
Group borrowings 2,338,242 4,624 967
Bank charges (551) (3.694)
Net cash flows from financing activities 2,337,691 8,042 191
Net decrease In cash and cash equivalents 2,213,158 (2,135,800}
Opening cash and cash equivalents at beginning of year {1,677,603) 365,988
Exchange (losses)/gains on cash and cash equivalents {485,525) 92209
Closing cash and cash equivalents 12 50,030 (1,677,603)




MEDOIL PLC

Statement of Changes in Equity
For the year ended 31 December 2009

Equity  Share Premum Retained Total

Share Capital earnings Equity

5 $ $

At 1 January 2008 1,076,974 9,004,168 (5,401,122) 4,680,020

Issued dunng the year 3,420,918 3,420,918

Loss for the year - - {367,478) (367,478)

At 1 January 2009 4,497,892 9,004,168 (5,768,600) 7,733,460

Loss for the year - - {(15,210,082) (15,210,082)
At 31 December 2009 4,497,892 9,004,168 {20,978,682) {7,476,622)

10




MEDOIL PLC

Notes to the Accounts

1

a)

b)

€)

d)

Accounting Policies

Basis of preparation

The financial statements of medOll plc (“the Company”} for the year ended 31 December 2009 were authonsed for
Issue In accordance with a resolution of the directors on 29 June 2010 The Company's business activities, together
with the factors likely to affect its future development, performance and position are set out In the Business Review
on page 3 The financial position of the Company, s cash flows, iquidity positon and borrowing faciities are
presented n the financial statements and supporting notes In addition, note 17 to the financial statements includes
the Company’s objectives, policies and processes for managing its capital, its financial nsk management objectives,
details of its financial instruments and its exposures to credit nsk and iquidity nsk

Although the Company holds net liabihties as at 31 December 2009, the Company's ultimate parent company, Cairn
Energy PLC, has confimed it will make available suffictent funds to aliow the Company to meet its habilties as they
fall due for the next twelve months Hence these accounts have been prepared on a going concern basis

The Company Is incorporated and domiciled in the United Kingdom The registered office 1s located at 5th Floor,
Condor House, 10 St Paul's Churchyard, London EC4M BAL

The Company prepares Its accounts on a histoncal cost basis Where there are assets and habilities calculated on a
different basis, this fact 1s disclosed in the relevant accounting policy

Accounting standards

The Company prepares s accounts in accordance with applicable International Financial Reporting Standards
(IFRS’) as adopted by the EU The Company's financial statements are also consistent with IFRS as 1ssued by the
International Accounting Standards Board ('IASB")

For the year ending 31 December 2009, the Company has adopted the following standards and interpretations

Title Change to accounting policy Impact on imtal application

{FRS 7 ‘Financial Increased disclosures on fair value Liguidity nsk disclosures m note 17 are not
Instruments Disclosures measurement and hgquidity nsk significantly impacted

(amendments)’

IAS 1 ‘Presentation of Terminology changes and changesto The Company now presents a Statement of

Financial Statements the format and content of the Comprehensive Income, presented In two

(revisedy’ Company’s pnmary statements Iinked statements and the Statement of
Changes in Equity as a pnmary statement

Other amendments to IFRS effective duning the year but with no impact on the accounting policies, financial postion
or performance of the Company were as follows
- |AS 23 ‘Borrowing costs (revised)’,
- 1AS 27 *Consolidated and Separate Financial Statements (amendments)’,
- IFRIC 9 ‘Reassessment of Embedded Denvatives and IAS 39 ‘Financeal Instruments Recognition and
Measurement (amendments)’,
- IA8 32 ‘Financial Instruments Presentation (amendments)' and IAS 1 ‘Puttable Financial Instruments and
Obligations Arnsing on Liquidation {amendments)’,
- IFRIC 13 'Customer Loyalty Procgrammes’,
- IFRIC 16 'Hedges of a Net Investment in a Foreign QOperatien’, and
- IFRIC 19 ‘Extinguishing Liabilites with Equity Instruments’

No other IFRS as i1ssued by the IASB which are not yet effective are expected to have an impact on the Company's
financial statements

Presentation currency
The functional and presentational currency of the Company 1s US Dollars ('$") The Company's policy on foreign
currencies Is detailled in note 1(k)

01l and gas intangible exploration/appraisal assets and property, plant & equipment -
development/producing assets
The Company follows a successful efforts based accouniing policy for ol and gas assets

Costs incurred prior to obtaning the legal rights to explore an area are expensed immediately to the Income
Statement

Expenditure incurred on the acquisition of a licence interest is initially capitalised on a licence by ficence basis  Costs

are held, un-depleted, within intangible exploration/appraisal assets until such ime as the exploration phase on the
licence area is complete or commercial reserves have been discovered

11




MEDOIL PLC
Notes to the Accounts (continued)

1

d)

e)

Accounting Polictes (continued)

Qil and gas intangible exploration/appraisal assets and property, plant & equipment -
development/producing assets (continued}

Exploration expenditure incurred in the process of determining exploration targets 1s capitalised intially within
intangible exploration/appraisal assets and subsequently allocated to dnling activites Exploration/appraisal dnlling
costs are imtially capitalised on a well by well basis until the success or otherwise of the well has been established
The success or fallure of each exploratton/appraisal effort 1s judged on a well by well basis Dnlling costs are wntten
off on completion of a well unless the resulis indicate that hydrocarbon reserves exist and there 1s a reasonable
prospect that these reserves are commercial

Foltowing appraisal of successful exploration wells, if commercial reserves are established and technical feasibility for
extraction demonstrated, then the related capitalised exploration/appraisal costs are transferred into a single field
cost centre within development/producing assets after testing for impaiment (see below) Where results of
exploration driling indicate the presence of hydrocarbons that are ulhimately not considered commercially viable, all
related costs are wnitten off to the Income Statement

All costs incurred after the technical feasibity and commercial viability of producing hydrocarbons has been
demonstrated are capitalised within development/producing assets on a field by field basis Subsequent expenditure
is capitalised only where it ether enhances the economic benefits of the development/producing asset or replaces
part of the existng development/producing asset Any rematning costs associated with the part replaced are
expensed

Net proceeds from any disposal of an exploration asset are initially credited agamnst the previously capitalised costs
Any surplus proceeds are credied to the Income Statement Net proceeds from any disposal of
development/producing assets are credited against the previously capitahsed cost A gain or loss on disposal of a
development/producing asset i1s recognised in the Income Statement to the extent that the net proceeds exceed or
are less than the appropriate portion of the net capitalised costs of the asset

Depietion

The Company depletes separately, where applicable, any significant components within development/producing
assets, such as fields, processing faciities and pipelines, which are significant in relation to the total cost of a
development/producing asset

The Company depletes expenditure on property, plant & equipment - development/producing assets on a umt of
production basis, based on proved and probable reserves on a field by field basis In certain circumstances, fields
within a single development area may be combined for depletion purposes

impamment

Exploration/appraisal assets are reviewed regularly for indicators of imparment following the guidance in IFRS 6
‘Exploration for and Evaluation of Mineral Resources' and tested for impairment where such idicators exist In such
crcumstances the exploration asset 1s allocated to development/producing assets within the same operating segment
and tested for impairment Any impairment ansing 1s recognised in the Income Statement for the period  Where there
are no development/producing assets within an operating segment, the exploration/fappraisal costs are charged
immediately to the Income Statement

Imparrment reviews on development/producing asseis are carned out on each cash-generating unit identified in
accordance with |IAS 36 ‘Imparrment of Assets’ The Company’s cash generating units are those assets which
generate largely independent cash flows and are normally, but not always, single development areas

At each reporting date, where there are indicators of impairment, the net book value of the cash generating unit 1s
compared with the associated expected discounted future net cash flows If the nel book value 1s higher, then the
difference 15 wntten off to the Income Statement as imparment Discounted future net cash flows for IAS 36
purposes are calculated using an estimated short and long term oil pnce of $65/bbl (2008 short-term of $50/bbl and a
long term ou price of $65/bbl), or the appropnate gas pnce as dictated by the relevant gas sales contract, escalation
for prices and costs of 3%, and a discount rate of 10% Forecast produchion profiles are determined on an asset by
asset basis, using appropnate petroleum engineering techniques

Where there has been a charge for impairment in an earlier peniod that charge will be reversed in a later period where
there has been a change in circumstances to the extent that the discounted future net cash flows are higher than the
net book value at the ime In reversing impaiment losses, the carrying amount of the asset will be increased to the
lower of its onginal carrying value or the carrying value that would have been determmed (net of depletion) had no
impairment loss been recognised n prior penods

Assets held-for-sale

Intangible exploration/appraisal assets are classified as held-for-sale If their carrying amounts are expected to be
recovered through a sale transaction rather than through continuing use This condibion is regarded as met only when
the sale 1s hughly probable Intangible exploratton/appraisal assets which are classified as held-for-sale are measured
at the lower of net book value equal to the expected consideration and fair value less costs to sell

12




MEDOIL PLC
Notes to the Accounts (continued)

1
f)

g)

h)

1

Accounting Policies (continued)

Property, plant and equipment - other
Property, plant and equipment are measured at cost less accumulated depreciation and imparrment and depreciated
over their expected useful economic hives as follows

Annual Rate (%) Depreciation Method
Fixtures and fittings and equipment 10-~33 straight line
Motor vehicles 25 -50 straight line

Investments

The Company's invesiments in subsidianes are carned at cost less provisions resuling from imparment The
recoverable value of iInvestments i1s the higher of its fair value less costs to sell and value 1n use Value In use IS
based on the discounted future net cash flows of the oil and gas assets held by the subsidiary

Discounted future net cash flows for IAS 36 purposes are calculated using an estimated short and long-term ail price
of $65/bbl (2008 short-term of $50/bbl, long-term of $65/bbl} or the appropnate gas price as dictated by the relevant
gas sales confract, escalation for prnices and costs of 3%, and a discount rate of 10% (2008 3% and 10%
respectively) Forecast production profiles are determined on an asset by asset basis, using appropnate petroleum
engineernng techniques

Financial instruments
A financial instrument 1s any contract that gives rise to a financral asset of one entity and a financial hability or equity
instrument of another entity

Financial assets are categonsed as financial assets held at far value through profit or loss, held-to-matunty
investments, loans and receivables and avallable for sale financial assets The Company holds financial assets that
are classtfied as loans and receivables

Financial habilities generally substantiate claims for repayment in cash or another financial asset Financial habilities
are categonsed as either fair value through profit or loss or held at amortised cost All of the Company’s financial
habilities are heid at amortised cost

Financial instruments are generally recognised as soon as the Company becomes party to the contractual regulations
of the financial instrument

Loans and other receivables

Trade receivables, loans and other receivables that have fixed or deterrminable payments that are not quoted on an
active market are classified as ‘loans and recewvables’ Loans and recevables are measured at amortised cost using
the effective interest method less any imparment Trade and other recewvables are recognised when invoiced
Interest ncome 1s recognised by applying the effective interest rate, except for short term receivables where the
recognition of interest would be immatenal

The carrying amounts of loans and other recewvables are tested at each reporting date to determine whether there s
objective matenal evidence of impairment, for example overdue trade debt Any impairment losses are recognised
through the use of an allowance account When a trade recevable 15 uncollectible, it 1s wntten off agamst the
allowance account Subsequent recovenes of amounts previously wniten off are credited against the allowance
account Changes n the carrying amount of the allowance account are recognised in the Income Statement or
Balance Sheet in accordance with where the onginal receivable was recognised

Cash and cash equivalents
Cash and cash equivalents comprise cash at bank and short term deposits with an onginal matunty of three months
or less

For the purposes of the Statement of Cash Flows, cash and cash equivalents consist of cash and cash equivalents as
defined above, net of outstanding bank overdrafls

Trade payables and other non denvative financial liabilites
Trade payables and other creditors are non-interest beanng and are measured at cost

Equity

Equity instruments issued by the Company are recorded at the proceeds received, net of direct 1ssue costs, allocated
between share capital and share premium

13




MEDOIL PLC
Notes to the Accounts (continued)

1
i

k)

Accounting Policies (continued)

Taxation .
The tax expense represents the sum of current tax and deferred tax

The current tax 1s based on taxable profit for the year Taxable profit differs from net profit as reported in the Income
Statement because it excludes items of iIncome or expense that are taxable or deductible in other years and it further
excludes items that are never taxable or deductible The Company's hability for current tax 1s calculated using tax
rates that have been enacted or substantively enacted by the Balance Sheet date

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amounts of assets
and habiliies in the financial statements and the corresponding tax bases used in the computation of taxable profit

Deferred income tax liabilihes are recognised for all taxable temporary differences except in respect of taxable
temporary differences associated with investments in subsidianes, associates and interests in Joint Ventures where
the timing of the reversal of the temporary difference can be controlled and it 1s probable that the temporary difference
will not reverse in the foreseeable future A deferred income tax hability 1s not recognised if a temporary difference
anses on imtial recognition of an asset or lability in a transaction that 1s not a business combination and, at the time of
the transaction, affects neither the accounting profit nor taxable profit or loss

Deferred income tax assets are recognised for all deductible temporary differences, carry forward of unused tax
assets and unused tax losses, to the extent that it 1s probable that taxable profits will be available against which the
deductible temporary differences, carry forward of unused tax assets and unused tax losses can be utiised, except
where the deferred income tax asset relating to the deductible temporary timing difference arses from the mntial
recogrition of an asset or liability in a transaction that s not a business combimabon and, at the time of the
iransaction, affects neither the accounting profit nor taxable profit or loss In respect of deductible temporary
differences associated with investments in subsidiaries, associates and interests in Joint Ventures, deferred tax
assets are only recognised to the extent that it 1s probable that the temporary differences will reverse in the
foreseeable fulure and taxable profits will be available against which the temporary differences can be utiised

The carrying amount of deferred income tax assets are reviewed at each Balance Sheet date and reduced to the
extent that it 1s no longer probable that sufficient taxable profits will be available to allow all or part of the deferred
income tax asset to be utilised

Deferred tax assets and habiites are measured at the tax rates that are expected 1o apply in the penods in which the
asset 1s realised or the hiability 1s settled, based on tax rates and laws enacted or substantively enacted at the Balance
Sheet date

Deferred tax assets and habilities are only offset where they anse within the same entity and tax junsdiction and the
Company intends either to settle on a net basis, or 1o realise the asset and setile the llability simultaneously

Foreign currencies

The Company translates foreign currency transactions into the functional currency at the rate of exchange prevailing
at the transaction date Monetary assets and liabilities denominated in foreign currency are translated into the
functional currency at the rate of exchange prevailing at the Balance Sheet date Exchange differences ansing are
taken to the Income Statement except for those incurred on borrowings specifically allocable to development projects,
which are capitalised as part of the cost of the asset

Rates of exchange to $1 are as foltows

31 December 2009 Average 2009 31 December 2008 Average 2008

Sterling 0619 0639 0684 0 540

Joint Venture

The Company participated i several unincorporated Joint Ventures which involve the joint control of assets used in
the Company’s ol and gas exploration and preducing actvites The Company accounts for its share of assets,
habilities, income and expenditure of Joint Ventures in which the Company holds an interest, classified In the
appropnate Balance Sheet and Income Statement headings The Company's pnncipal licence interests are jointly
confrolled assets

On 30 November 2009, Cairn announced the acquisition of 9 99% minonty interest held by Dyas in Capricorn Ol
Limited for the transfer of 15% of Capricorn’s working interest As part of this transaction, medQll plc agreed to sell a
15% interest in Louza Total consideration for purchase of the Louza license was $1 5m (€1m)

The balance of 15% 1s disclosed as ‘assets held-for-sale’

The Company had 100% interest in Louza license Due to the sale dunng the year, medOil plc now holds 85%
interest in Louza

14




MEDOIL PLC
Notes to the Accounts (continued)

1 Accounting Policies (continued)

m}) Key estimations and assumptions
The Company has used estimates and assumptions in arnving at certain figures within the financial statements The
resulting accounting estimates may not equate with the actual results which will only be known in tme  Those areas
believed to be key areas of estimation are noted below, with further details of the assumptions used listed at the
relevant note
Impairment testing

Discounted future net cash flows for IAS 36 purposes are calculated using commodity price, cost and discount rate
assumptions on forecast production profiles See notes 1(d). 1(g) and 1(h) for further details

2 Operating Loss

a) Operating loss 1s stated after charging.

2009 2008

$ $

Unsuccessful exploration costs 15,083,590 60,483
Depreciation of property, plant & equipment — other 32,266 156,393

The Company’s auditors’ remuneration of $9,397 (2008 $8,777) has been bome by the intermediate holding
company Capncorn Energy Limited Auditors’ remuneration for other services I1s disclosed In the financial statements
of Cairn Energy PLC, the ultimate parent undertaking

The Company has a policy in place for the award of non-audit work to the auditors which, In cerlain circumstances,
requires approval by the Audit Committee of Cairn Energy PLC, the ultimate parent undertaking

b} Continuing operations
All profits and losses in the current and preceding year were derived from continuing operations

3 Staff Costs

2009 2008

$ $

Wages and salanes 300,572 145,479
Social secunty costs and other taxes 51,221 12,110
351,793 157,589

The staff costs shown above are gross before amounts recharged to Joint Ventures
The average number of full time equivalent employees, including executive directors, was

Number of employees

2009 2008
Administration 6 2
6 2

4 Directors’ Emoluments

No remuneration was paid to directors for services to this Company dunng the year (2008 $nl)

5 Finance Income

2009 2008

$ $

Bank interest 1,749 6,590
Exchange gain - 98,146
1,749 104,736

15




MEDOIL PLC

Notes to the Accounts (continued)

6

7

Finance Costs

2009 2008

$ $

Bank charges 551 3,694
Exchange loss 134,625 -
135,176 3,694

Taxation

A reconciiation of iIncome tax expense applicable to loss before iIncome tax at the applicable tax rate to income tax

expense at the Company’s effective income tax rate 1s as follows

2009 2008
$ $
Loss befere taxation {15,210,082) (367,478)
Tax at the standard rate of UK corporation tax of 28%
(2008 28 5%) (4,258,823) (104,731
Effects of
Non taxable income/non-deductible expenses 398,906 18,894
Deferred tax movement not recognised 4,240,871 110,013
Group relief surrendered/(claimed) 12,074 (26,138)
Other (393,028) 1,962

Total tax charge

Finance Act 2008 reduced the UK main rate of tax from 30% to 28%

This reduction took effect from 1 Apnl 2008

onwards, resulting 1n a rate of corporation tax of 28% for the year ended 31 December 2009, and an averaged rate of
28 5% for the year ended 31 December 2008, as shown above

There was a deferred tax asset of $6,051,001 as at 31 December 2009 (2008 $1,810,130) consisting of temporary
differences In fixed assets, tax losses and pre-trade expenditure This asset has not been recognised as there s
insufficient evidence that it will reverse in the foreseeable future This asset will be recoverable f the Company

generates sufficient taxable income in the future

Intangible Exploration/Appraisal Assets

Mediterranean assets Total
3 $

Cost
At 1 January 2008 (restated) 5,402,052 5,402,052
Additions 9,566,381 9,566,381
Disposals (769,714) {769,714)
Unsuccessful exploration costs (60,483) {60,483)
At 1 January 2009 14,138,236 14,138,236
Additions 2,446,254 2,446,254
Transfer to assets held-for-sale (1,500,900) (1,500,900)
Unsuccessful exploration costs {15,083,590) {15,083,590)
At 31 December 2009 - -
Net book value at 31 December 2009 - -
Net book value at 31 December 2008 14,138,236 14,138,236
Net book value at 1 January 2008 5,402,052 5,402,052
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MEDOIL PLC
Notes to the Accounts (continued)

8 Intangible Exploration/Appraisal Assets (continued)

In Apnl 2010, medOil plc completed an exploration well offshore Tunisia in the Louza block Although minor evidence of
light oIl was observed, the expected target reservoir was not developed in the well The well has therefore been
plugged and abandoned without testing As a result, costs of $15m were charged to unsuccessful exploration costs

On 30 November 2009, Cairn Energy PLC announced the acquisition of the 9 99% minonty interest held by Dyas in

Caprnicorn Oill Limited As part-settlement of this transaction, medQil plc agreed to transfer a 15% interest in Louza to
Dyas The agreed sale pnce has been transferred to assets held-for-sale A further detailed note 1s provided in Note 13

9  Property, Plant & Equipment — Other

Fixtures and Motor Vehicles Total
Fittings
$ $ $
Cost
At 1 January 2008 25,766 - 25,766
Additions 37,770 46,741 84,511
1
At 1 January 2009 63,536 46,741 10,277
Addittons 6,156 - 6,156
At 31 December 2009 69,692 46,741 116,433
Depreciation
At 1 January 2008 7,595 - 7,595
Charge for the year 10,719 4,674 15,393
At1 January 2009 18,314 4,674 22,988
Charge for the year 21,360 10,906 32,266
At 31 December 2009 39,674 15,580 55,254
Net book value at 31 December 2009 30,018 31,161 61,179
Net book value at 31 December 2008 45,222 42,067 87,289
Net book value at 1 January 2008 18,171 - 18,171
10 Investments
Subsidiary Total
undertaking
$ $
Cost and net book value
At 31 December 2008 and 2009 6 L]

The Company's pnncipal subsidiary as at the Balance Sheet date i1s set out below
Proportion of
Country of Country of  voting nghts and
Principal activity Incorporatich cperation ordinary shares
Direct holdings
medO1 Resources Limited Exploration Engtand and Wales England 100%
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MEDOIL PLC

Notes to the Accounts (continued)

11 Trade and Other Receivables

2009 2008
$ 3
Amounts owed by group companies 2,915,841 657,870
Other debtors 45,134 1,424 758
2,960,975 2,082,628
Prepayments - 13,402,895
2,960,975 15,485,523
Amounts due from group companies are non-interest bearing
As at 31 December, the ageing analysis of trade and other receivables excluding prepayments, is set out below
<30 30-60 60-90 90-120 >120
Total Current days days days days days
$ $ $ $ $
2009
Nesther past due nor
impaired 2,960,975 2,950,964 - - - 10,011
Past due but not
impaired - - - - - -
As at 31 December
2009 2,960,975 2,950,964 - - - 10,011
2008
Neither past due nor
tmpaired 1,830,959 1,830,959 - -
Past due but not 251,669 - 2012 249,657
impatred - -
As at 31 December
2008 2,082,628 1,830,959 - - 2,012 249,857
12 Cash and cash equivalents
At 1 January Exchange At 31 December
2009 Cash flow movements 2009
$ 3 $ $
Cash at bank 31,479 504,076 (485,525) 50,030
Overdraft (1,709,082) 1,709,082 - -
Cash and cash equivalents {1,677,603) 2,213,158 {485,525) 50,030
At 1 January Exchange At 31 December
2008 Cash flow movements 2008
$ $ $ 5
Cash at bank 365,988 (426,718) 92,209 31,479
Overdraft - {1,709,082) - (1,709,082)
Cash and cash equivalents 365,988 (2,135,800) 92,209 (1,677,603)
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13

14

15

16

17

Assets held-for-sale

2009 2008
$ $
Assets held-for-sale 1,500,900 -

On 30 November 2009, Cain Energy PLC announced the acquisition of the 9 99% minonty interest held by Dyas in
Capncorn Qi Limited As part-setflement of this transaction, medQO\l plc agreed to transfer a 15% mterest in Louza to
Dyas Under the terms of the agreement, $1 5m {(E1m) was allocated to the 15% working interest share n Louza
license The transfer was subsequently approved by the Tunisian government No such approval had been received
at the Balance Sheet date, and hence the assets have been re-classified from intangible/exploration appraisal assets
to ‘assets held-for-sale’

Trade and Other Payables

2009 2008

$ $

Trade payables 5,278 -
Amounts owed to group companies 10,006,060 5,556,399
Other creditors and accruals 69,139 89,029
Joint Venture creditors and accruals 1,969,235 14,654,563
12,049,712 20,299,991

Share Capital

Ordinary shares

of 1p each
Authorised ordinary shares
Ordinary shares of £0 01 each 1,000,000,000
At 31 December 2008 and 2009 1,000,000,000
2009 2008

Number of shares $  Number of shares $
Allotted, 1ssued and fully paid
ordinary shares
Ordinary shares of £0 01 each 276,450,856 4,497,892 276,450,856 4,497 892

There were no shares 1ssued during the current year

On 1 December 2008, 222,195,300 ordinary shares of £0 01 each fully paid were 1ssued to Capricom Petroleum
Limited mn settlement of a loan of $3,420,921 from that company

Share Premium

2009 2008
$ $
Share Premium 9,004,168 9,004,168

Financial Risk Management: Objectives and Policies

The mam nsks ansing from the Company's financial instruments are hquidity risk, interest rate nsk, foreign currency
nisk and credd nsk  The Board of Cairn Energy PLC (‘the Board"), the ultimate parent company, reviews and agrees
policies for managing each of these nisks and these are summarised below

The Company’s treasury functions are managed by the treasury functions of Cairn Energy PLC and Capnicorn Ol
Limited Local operatonal offices are responsible for managing quidity and credit nsk relating to instruments other
than receivables for their respective businesses in accordance with the policy set by their Board This 1s carned out
by monitonng of investment and funding requirements by using a number of techniques including daily cash flow
monitoring They must also recognise and manage interest and foreign exchange exposure whilst ensuring that the
Company has adequate iquidity at all imes in order to meet its immediate cash requirements Credit nsk relaling to
receivables 1s managed by both the parent company and local management
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17

Financial Risk Management Objectives and Policies (continued)

The pnmary financial instruments compnse cash, intra-group loans and other receivables and financial habilities held
at amortised cost The Company’'s finance strategy 1s managed as part of a wider strategy undertaken by the Board
for the vanous companies in the group — mainly to finance its operations through a mixture of retained profits and
bank borrowings Other alternatives like equity and other forms of non investment grade debt finance are reviewed by
the Board, when appropnate, to fund substantial acquisitions or oil and gas projects

Liquidity nisk

On 28 March 2008, the Company's parent undertaking, Carn Energy PLC, entered into a £30 Om revolving credit
facility to fund its working capital The facility was jointly provided by The Royal Bank of Scotland PLC and HBOS
PLC and was to expire on 31 January 2013 Interest was charged at floating rates determined by LIBOR plus an
applicable margin No sums were drawn at 31 December 2009 (2008 £nil) The faciity was cancelled on 20 January
2010

tn additton, as at 31 December 2009 the Cairn Energy PLLC Group has $66 2m (2008 $80 Om) of faciiies in place to
cover the 1ssue of bank guarantees Fixed rates of interest apply to these $47 6m (2008 $49 Om) was unutilised at
31 December 2009

The Caim Energy PLC Group currently has surplus cash which it has placed in a combination of money market
hquidity funds, fixed term deposits and mutual funds with a number of International and Indian banks and financial
institutions, ensunng sufficient hquidity to enable the Group to meet its shor/medium-term expenditure requirements

The Group 1s conscious of the current environment and constantly monitors counterparty rsk Policies are in place to
hmit counterparty exposure The Group monitors counterparties using published ratings and other measures where
appropnate

Interest rate risk

Surplus funds are placed on short/medium term deposit at floating rates 1t 1s the Board's policy to deposit funds with
banks or other financial institutions that offer the most competitive interest rate at tme of issue The requirement to
achieve an acceptable yield 1s balanced agarnst the need to minimise hquidity and counterpanty risk

Short/medium term borrowing arrangements are avaslable at floating rates The treasury function may from time to
time opt to manage a proportion of the interest costs on this debt by using denvative financial instruments hke
interest rate swaps At this time, however, there are no such mstruments

Foreign currency rnsk

The Board manages exposures that arise from receipt of revenues in foreign currenctes, by matching receipts and
payments in the same currency, and actively managing the residual net position Generally the exposure has been
limited given that receipts and payments have mostly been in US dollars, the functional currency

In order to mimimise the Company's exposure to foreigh currency fluctuations, currency assets are matched with
currency habiities by borrowing or entering into foreign exchange contracts in the applicable currency If deemed
appropriate  The loan facdiies are mult-currency and allow drawings in currencres in US dollars, Sterling or such
other currency as may be agreed between the lenders and the Company from time to tme

The Company reports in US dollars which, with most assets US dollar denominated, minimises the impact of foreign
exchange movements on the Balance Sheet

The Company may from time to time, opt to use denvative financial instruments to minimise its exposure to
fluctuations in foreign exchange and interest rates

Credit risk

Credit nsk from investments with banks and other financial institutions 1s managed by the Treasury functions in
accordance with the Board approved policies of Cairn Energy PLC Investments of surplus funds are only made with
approved counterparties who meet the appropnate ratng and/or other critena, and are only made within approved
hmits The Board continually re-assess the Group's policy and update as required The limits are set to minimise the
concentration of nsks and therefore mitigate financial loss through counterparty failure

Investments by the Group in money market hquidity funds are only made with AAA rated funds and where the
investment policy 1s imited to money market instruments

PLC and Caprnicom Group himit the placing of deposits and other investments to banks or financial institutions that
have at least 2 AA- or above ratings from Moody's, Standard & Poor’s or Fitch unless a Sovereign Guarantee 1s
available from a AAA rated Government The counterparty limit 1is $100m and a maximum of 5% of a fund

At the year end the Company does not have any significant concentrations of bad debt nsk
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17 Financial Risk Management Objectives and Policies (continued)

Credit nsk {continued)
The maximum credit risk exposure relating to financial assets i1s represented by the carrying value as at the Balance
Sheet date

Capital Management

The objective of the Company’s capital management structure I1s to ensure that there remains sufficient hquidity
within the Company to carry out committed work programme requirements The Board monitor the long term cash
flow requirements of their businesses in order fo assess the requirement for changes 1o the capital structure to meet
that objective and to maintain flexibility

The Board manages the capdal structure and makes adjustments to , in hght of changes to economic conditions
To maintain or adjust the capital structure, the Board may adjust the dividend payment to shareholders, return
capital, 1ssue new shares for cash, repay debt, put in place new debt facilities or other such restructunng activities as
appropnate

No signtficant changes were made in the objectives, policies or processes dunng the year ended 31 December 2009
The Company capital and net debt were made up as follows

2009 2008

$ $

Overdraft - 1,709,082
Trade and other payables 12,049,712 20,299,991
Less cash and cash equivalents {50,030) (31,479)
Net debt 11,999,682 21,977,594
Equity (7,476,622) 7,733,460
Capial and net debt 4,523,060 29,711,054
Gearnng ratio 265% 74%

18 Financial Instruments

The Company calculates the fair value of assets and habilities by reference to amounts considered to be recewable or
payable on the Balance Sheet date The Company’s financial assets and liabilities, together with their fair values are

as follows

Financial assets Carrying amount Farr value
2009 2008 2009 2008
$ $ $ $
Cash and cash equivalents 50,030 31,479 50,030 31,479
Other debtors 45,134 1,424,758 45,134 1,424,758
Amounts owed by group companies 2,915,841 657,870 2,915,841 657,870
3,011,005 2114107 3,011,005 2,114,107

An analysis of the ageing of trade and other receivables 1s provided in note 11

Financial habilittes Carrying amount Fair value
2009 2008 2009 2008
$ $ $ $
Overdraft - 1,709,082 - 1,709,082
Trade payables 5,278 - 5,278 -
Amounts owed to group compantes 10,006,080 5,556,399 10,006,060 5,556,399
Joint Venture creditors and accruals 1,969,235 14,654 563 1,969,235 14,654,563

11,980,573 21,920,044 11,980,573 21,920,044

The farr value of financial assets and liabilities has been calculated by discounting the expected future cash flows at
prevalling interest rates
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20

Financial Instruments (continued)

The following fable sets out the amount, by matunty, of the Company’s financtal habilities

At 31 December 2009

Less than One to Two to Three to Four to More than
Total one year two years three years four years  five years five years
$ $ $ $ $ $
Trade payables 5,278 5,278 - - - - -
Amounts owed
to group
companies 10,006,060 10,006,060 - - - - -
Joint Venture
creditors and
accruals 1,969,235 1,969,235 - - - - -
11,980,573 11,980,573 - - - - -
At 31 December 2008
Less than One to Two to Three to  Four to five More than
Total one year two years  three years four years years five years
$ $ $ $ $ $ $
Overdraft 1,709,082 1,709,082 - - - - -
Amounts owed
to group
companies 5,556,399 5,656,399 - - - - -
Jont Venture
creditors and
accruals 14,654,563 14,654,563 - - - - -
21,920,044 21,920,044 - - - - -
Capital Commitments
2009 2008
Ol and gas expenditure $ $
intangible exploration/appraisal assets 7,000,000 7,000,000
7,000,000 7,000,000

The above capital commitments represent the Company's share of obligations In relation to its interest in a Joint

Venture

Related Party Transactions

The Company’s principal subsidiary 1s histed in note 10 The following table provides the balances which are

outstanding with group compantes at the Balance Sheet date

2009 2008

$ $

Amounts owed by group companies 2,915 3841 657,870
Amounts owed to group companies {10,006,060) (5,556,399)

The amounts outstanding are unsecured, repayable on demand and will be settled in cash

a) Remuneration of key management personnel

No remuneration was paid to directors for services to this Company dunng the year (2008 $nl)
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21 Ultimate Parent Company

The Company i1s a subsidhary of Capnicom Petroleum Limited The Company's ultimate holdng company 1s Caim
Energy PLC, regrstered in Scotland, whose pnncipal place of business 1s at 50 Lothian Road, Edinburgh, EH3 9BY

Coptes of Carn Energy PLC's financial statements are available to the public and may be obtained from the above
mentioned address
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