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Europa Oil & Gas Limited

Directots’ report

The ditectors present their report and the audited financial statements for the year ended 31 July 2011

Principal Activities

Europa’s business comprises three core strands production, appraisal and exploration and these activities
take place mn two European jursdictions UK and France and one in the North African termtory of
Western Sahara In October 2011, Furopa was additonally awarded acreage 1n a third EU jurisdicton 1n
the Irish Atlantic Margin Licensing Round

Licence Interests Table

Field/
Country Area Licence Prospect Operator Equity Status
DLOO3 West Firshy Europa 100% | Production
DLOO1 Crosby Warren Europa 100% | Production
PL199/215 Whisby-4 BPEL 65% | Production
East Hykeham / West
Midlands PEDL150 Whisby Europa 75% | Exploration
UK PEDL180 Wressle Egdon 33% | Exploration
PEDL181 Caister Europa S0% | Exploration
PEDL182 Broughton Egdon 33% | Exploration
Weald PEDL143 Holmwood Europa 40% | Exploration
Holderness ffsh opa 0 Expl
North Sea Offshore UCG Europ S0% | Exploration
Humber South Offshore UCG Europa 90% | Exploration
LO-11-7 W 0 1
ireland Porcupine estern margin Europa 00% | Exploration
LO-11-8 Eastern margin Europa 100% | Exploration
Erance Aquitame Béarn des Gaves Berenx Europa 100% | Exploration/Appraisal
Tarbes V d'Adour | Osmets/lacque Europa 100% | Exploration/Appraisal
Western Tindouf Bir Lehlou Europa 100% | Exploration
Sahara Aauun Hagounia Europa 100% | Exploration

Business review

The Company holds interests 1 16 licences (see table), with 14 in Europe and 2 1n North Africa The
company strives to maintain a balanced portfolio and to use production to build revenue through low risk
drilhing, and pay for lugh reward wells

Duning the financial year to 31 July 2011, Europa drilled an o1l production well at West Firsby (WF9) The
W9 well was completed 1n February 2011 and put on production It has since contributed to an average
daily productton increase on the site of 40% from the first to second half of the reporting pertod
Production operations continue at Europa’s two other UK sites, combining to generate an average daily
production volume over the year of 167bopd, and a fourth quarter average of 216bopd

With respect to Europa’s strong apprassal project portfolio, work continued on better understanding the
Berenx gas resource, with a 3D seismuc suevey, processed by CGG Ventas, greatly adding to the structural
understanding of the reservour  Further 3D seismic data will be acquired ahead of finalising the location
of an appraisal well due for 2013




Europa Qil & Gas Limited

Directors’ report (continued)

United Kingdom
The core of Europa’s portfolio in the UK 1s m the East Midlands, a basmn with a long history of successful
oil exploration and producton with potenual for additional reserves and vast unconventional resources

Activity 1n 2011 focused on dnlling a further production well on the West Firsby Freld and this was
completed as a reservoir zone 1 and zone 2 od producer in February A facihttes upgrade at the site 1s
now complete and work conunues to optimise productton  Production continued at Crosby Warren and
Whisby fields, contributing to a total annual production of 61,000 bbls across the three sites

In May 2011, Surrey County Council Planning Commttee narrowly voted agamnst the approval of
permusston to drll an exploration well on licence PEDL143 This well, to test the Holmwood Prospect,
was suppotted 1n the plannung officers’ report and the Company mtends to pursue an appeal m the
comung months tn order to drill the well in 2012

Following a cross-assignment of interests between Europa-operated PEDLI80 and Egdon-operated
PEDL182, Europa 1s now a 33% mterest holder in a swathe of acrege running southeast from the Crosby
Warren Oilfield, containing the Broughton oil discovery and the adjacent Wressle Prospect In order to
plan 2012 drilling on these projects, a 3D setsmuc survey is being acquired 1n late 2011

Europa holds two inshore hicences for underground coal gasification, a large resource at the early research
phase in the UK In addinon, Europa has been monitoring the developments in Lancashire with
Cuadnlla’s shale gas project, which have implications for the large licence area held in northeast
Lincolnshire  Similar geology in Europa’s Humber Basin acreage to that of the Bowland Trough pomnts to
future potential for unconventional if the Cuadrlla Project goes forward

Exploration — NE Lincolnshire (PEDI. 180 - 33%, PEDI, 181 - 50%, PEDL 182 - 33%), Lincoln area
EDL. 150 - 75%), Dorking area (PEDI, 143 - 40%

In June 2011, Europa reached agreement with Egdon Resources Limited and Celuque Energie Petroleum

Limuted to equalise mterests across the contiguous hicences PEDL 180 and PEDL 182 Europa reduced

working interest in PEDL 180 from 50% to 33% and in return gained a 33% nterest in PEDL. 182 — the

licence contamning the Broughton ol discovery A joint 3D seismic survey over 45 km? of the combined

blocks 1s being acquired in January 2012

Within the PEDL150 concession, the Hykeham well was drlled 1n 2010 Despite encountering o1l pay, the
well faled to flow o, thought to be prncipally as a result of formation damage incurred durning dolling
Though the likely forward plan 1s to plug and abandon the well, the investment has not been written off as
prospecuvity within the rest of the block, which mcludes the West Whusby feature, 15 believed to be good
based on other information 1n the Company’s possession Lessons leamnt at Hykeham will be applied m
the drilling of other prospects in the same reservorr interval

The PEDL 222 licence (50%), situated to the north of the Whisby Field, did not contain any prospects
large enough to warrant dnlling The modest investment was wrtten off 1n 2010 and in June 2011 the
licence was formally relinquished

Production — West Firsby and Crosby Warren {100%), Whisby-4 (65%)

All three production sites were affected by the severe UK weather in late December 2010 With
temperatures reachung 17 degrees below freezing, and several feet of snow, production was shut down for
between one and two weeks

At West Firshy the WF9 well spudded on 18 November 2010 and reached TD of 7,633 ft on 17 February
2011 The well was put on production on 1 March 2011 and trals were conducted on two producing
zones using both beam pump and jet pump systems After initial higher rates, production has setded at
around 30 bopd

Addiional well intervention work took place at West Firsby, with the complenon of WF3 as a water
injector and the replacement of the WF7 bottom hole assembly

Crosby Warren conunues to produce from two wells A re-frac of the exssung CW1 producer s currently
under review as the onginal cost assumputons have changed
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Europa O1l & Gas Limited

Directors’ report (continued)

United Kingdom {continued)

Production — West Firsby and Crosby Warren (100%), Whisby-4 (65%) {conunued

At Whisby, just to the west of Lincoln, a well dnlled by Europa mn early 2003 remains on steady
production, currently producing around 50 bopd net to Europa on beam pump

Unconventonal Resources — Underground Coal Gasification and Shale Gas
Europa has a 90% interest 1n two licences awarded by the UK Coal Authority to mvestigate underground

coal gasification of virgin coals along the eastern coast of England These licences are situated in areas
with deep coal measures with httle structural complexity and a proximity to exssting gas and utihty
mfrastructure

Underground coal gasification (UCG) 1s a developing technology that recovers up to 80% of the calonfic
value of  situ coal by a process of controlled combustion UCG, when combined with CO; storage n
the depleted coal seams, creates a source of energy which nivals nuclear for low emissions and has lower
untt costs than conventional gas-fired power stations

With only 30% utilisation rate for the coals, the estimated potential UCG energy resource 1n these two
licence areas 1s 36x10' Joules or 6 billion batrels of ol equivalent

In addigon, the Company’s large holding of over 600km? of the Humber Basin, has potential for
signuficant shale gas resources from Carboniferous bastnal shales Whilst this 1s being evaluated, activities
1n shale gas explotation elsewhere in the UK Carbonifercus basins are being monttored with interest

France

Europa holds two exclustve licences 1 the Aquitaine Basin, adjacent to the world-class Lacg-Meillon gas
developments There are two clear plays in Europa’s acreage — large deep HPHT gas similar to the Lacq
field n the Béarn des Gaves permit and oilfield re-development opportunities i the Tarbes Val d’Adour
permit The large gas play, Berenx, 1s the focus of attention, recently reprocessed 3D seismic gives a
much clearer tmage of the target zone and additional 3D will now be acquired over the western part of the
feature priot to finalising a well location

Appraisal — The Berenx Structure (Béarn des Gaves Permut - 100%

The main focus for Furopa is the appraisal of the Berenx pas wells, where a high pressure high
temperature well encountered 500m of gross gas shows and mud gas kicks i similar reservorr to the
nearby 5 tcf Lacq Field In mid-2010, Europa took delivery of a reprocessed 3D setsmic dataset covering
the area between Berenx and Lacq The proximuty (20km) to the Lacq Field creates a straightforward
export route, allowing the gas to be processed 1n an existing facility with spare capacity

The inittal mapping indicates that the Berenx wells were drilled on the western edge of a sizeable structure
which could resetrvoir in excess of 15 tcf of recoverable pas reserve However, the quality of the setsmic
data was sull not optimal and 1t was decided to utihse the new technique of Controlled Beam Migration to
improve the subsurface image This was highly successful and paves the way for further acquisition across
the area The forward programme 1s for the acquisition of additional setsmuc datain the next 6-12 months
followed by securing joint venture partner(s) for the drlling of an appraisal well in 2013

Field re-development and associated exploration — Tarbes Val d’Adour Licence (100%0)

This licence contains several ol accumulations, previously produced by Elf bur abandoned 1 1985 1n
times of low o1l price Europa commuissioned the French Geological Survey to map the potential field re-
development area of Osmets and Jacque from a reprocessed 2D data set and this work 15 now complete
It demonstrates that there 15 significant upside potential 1n a stratigraphically trapped Meillon dolomite o1l
(proven i Osmets-1) below the proven Early Cretaceous o1l in Osmets-2

It 1s hoped that, wath a partner, an apprasal/production well can be drilled on Osmets 1n 2012




Europa Oil & Gas Limited

Directors’ report (continued)

Ireland

LO-11-7 and 1.O-11-8 (100%) Porcupine Basin

In October 2011, Europa was awarded Licensing Options over two four-block areas m the Imsh
Porcupine Basin  ‘These blocks Le on the margins of the basm, where there 1s potential for straugraphic
traps 1n Cretaceous and Early Ternary submarme fan systems, similar to stmilar highly successful plays
elsewhere on the Attantic Margin

The Porcupine Basin has a proven hydrocarbon system, with several discovertes to date in predommantly
structural traps  Greater potential exists for straugraphic traps and Europa’s work programme will be
dessgned to define thus upside prior to a decision to enter into the drlling phase with a Frontier
Exploratton Licence after 2 years

North Africa

Western Sahara (100%) — Tindouf Basin and Aan Basin Licences

Europa holds interests in Western Sahara licenced by the Sahrawi: Arab Democratic Republic (SADR)
coveting almost 80,000km? of exating exploration acteage The Tindouf licence has great potenual for
both conventional and unconventional gas resources, being geologically sumular to the prolific Algerian
Palaeozoic basms The Aamn Basin 1s an Atlanttc margin basin simular to that developed along the West
African margin

In 2010, with the license areas remaming in force majeure throughout the year, the Board decided to
write-down the mtangible asset to nil value Though the mvestment has been wntten down, Europa
retains its 100% interest 1n the 2 blocks

Conclusion

Across the four jurisdictions where Europa operates, there remains a strong asset inventory waiting to be
unlocked Oil exploration in the UK as well as potential for large gas developments 1n the Acquitaine area
of France Ongoing and near-term drdling will crystallize some of this value, but there remaims a
conveyor belt of exploration work for the coming years, as demonstrated by the recent Irish awards

Results for the year and dividends
The Company loss for the year after taxaton was £382,000 (2010 loss £1,613,000) The directors do not
recommend the payment of a dividend (2010 £nul)

Directors
The directors who served during the year were as follows

PA Barrett Resigned effective 21 October 2011
P Greenhalgh

ES Syba Resigned effective 31 August 2010
HGD Mackay Appomted 21 October 2011

No director had, during the vear or at the end of the year, a material interest in any contract in relation to
the Company’s activities

Going concern

After making enquines, the directors have formed a judgement at the tune of approving the financial
statements that there 15 a reasonable expectation that the Company can secure adequate resoutces to
continue 1n operational existence for the foreseeable future This judgement 15 based on correspondence
with the Group’s bankers, the performance of its exising ol production, and the avadability of the
Group’s £5 million Yorkville SEDA facility




Europa 0Oil & Gas Limited

Directors’ report (continued)

Going concern (continued)

If 1t 1s not posstble for the directors to secure adequate resources, the carrying value of the assets of the
Company including intangible exploration assets and the investment of the Company 1n 1ts subsidiaries are
likely to be impawred In addinon, other costs and wnte downs may amse in the course of seeking to fund
the habilities of the Company

Post reporting date events
Details of post balance sheet events are included in Note 24 to the financial statements

Accounting policies
A full hist of accounting policies 1s set out in the notes to the accounts

Disclosure of information to the auditors
In the case of each person who was a director at the time this report was approved

= So far as that director was aware there was no relevant available information of which the
Company’s anditors were unaware
. That durector had taken all necessary steps to make themselves aware of any relevant audit

imnformation, and to establish that the Company’s auditors were aware of that information

Auditors
In accordance with the Companies Act 2006, a resolution for the re-appomtment of BDO LLP as

auditors of the Company was proposed and approved at the Annual General Meeting held on 13
December 2011

Approved by the Board of directors and signed on behalf of the Board on 4 January 2012

P Greenhalgh
Finance Director




Europa Oil & Gas Limited

Statement of directors’ responsibilities

The directors are responsible for preparing the annual report and the financial statements 1n accordance
with applicable law and regulations

Company law requires the directors to prepare financial statements for each finanaal year Under that law
the directors have chosen to prepare the Company financial statements 1n accordance with International
Financial Reportung Standards (IFRSs) as adopted by the European Umion Under company law the
directors must not approve the financial statements unless they are satisfied that they give a true and fair
view of the state of affars of the Company and of the profit or loss of the Company for that year

In preparing these financial statements, the directors are required to
®  select sutable accountng policies and then apply them consistendy,
¢ make judgements and accounting estimates that are reasonable and prudent,

e state whether they have been prepared in accordance with IFRSs as adopted by the European
Union, subject to any material departures disclosed and explained 1n the financial statements,

® prepare the financial statements on the going concern basis unless 1t 15 appropmate to presume
that the company will continue in business

The directots are responsible for keeping adequate accounting recotds that are suffictent to show and
explan the company’s transactions and disclose with reasonable accuracy at any ume the financial
positton of the company and enable them to ensure that the financial statements comply with the
requirements of the Compantes 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
irregularittes




Europa Oil & Gas Limited

Report of the independent auditors

Independent auditor’s report to the members of Europa Qil & Gas Limited

We have audited the financial statements of Europa Oil & Gas Limited for the year ended 31 July 2011
which compnse the statement of comprehensive income, the statement of financal position, the
statement of changes in equity, the statement of cash flows, and the related notes The financial reporting
framework that has been applied in the preparation of the Company statements 15 applicable law and
International Financtal Reporting Standards (IFRSs) as adopted by the European Union and applied m
accordance with the provisions of the Companies Act 2006

This report ts made solely to the company’s members, as a body, 1n accordance with Chapter 3 of Part 16
of the Compantes Act 2006 Our audit work has been undertaken so that we mught state to the company’s
members those matters we are required to state to them 1n an auditor’s report and for no other purpose
To the fullest extent permutted 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 opinions
we have formed

Respective responsibilities of directors and auditors

As explained more fully in the Statement of directors’ responsibilities, the directors are responstble for the
preparation of the financial statements and for being satisfied that they give a true and far view Our
responstbility 1s to audit the financial statements m accordance with applicable law and International
Standards on Auditing (UK and Ireland) Those standards require us to comply with the Audiung
Pracuces Board’s (APB’s) Ethical Standards for Auditors

Scope of the audit of the financial statements
A descrpuon of the scope of an audit of financal statements 1s provided on the APB’s website at
www frc org uk/apb/scope/private cfim

Opinion on financial statements
In our opinion

e the financial statements give a true and fair view of the state of the Company’s affairs as at 31 July
2011 and of the loss for the year then ended,

e the Company financial statements have been properly prepared in accordance with IFRSs as
adopted by the European Union,

e the Company financial statements have been prepared in accordance with the requirements of the
Companies Act 2006

Emphasis of matter - further funding requirements for commitments

In formung our opinton on the financial statements, which 1s not modified, we draw your attention to the
disclosure made 1n Note 10 of the financtal statements concerning the Company’s ability to fund its
licence commitments

The Company requires additional funding within the next twelve months in order to meet 1ts licence
commutments m France The group, which the Company is part of, has a £5 million Standby Equity
Distribution Agreement (SEDA) facility 1n place The drawdown of funds from SEDA 1s dependent on
the market liquidity of the group’s equity shares and therefore there 1s no cerrainty that the funds required
to meet these licence commutments will be avaiable from this source While the directors are confident
that 1f required additional funding can be rassed from other sources, being further debt or an equity rasing
to meet these licence commutments there can be no guarantee that this fundmng will be forthcorming The
financial statements do not include the adjustments that would result if the Company 1s unable to secure
additional funding

Opinion on other matters prescribed by the Companies Act 2006
In our optnion the information given in the Directors’ report for the financial year for which the financial
statements are prepated 1s consistent with the financial statements

8




Europa Oil & Gas Limited

Report of the independent auditors (continued)

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 1if, 1n our opinion

¢ adequate accounting records have not been kept by the company, or returns adequate for our
audit have not been received from branches not visited by us, or

* the company financial statements are not n agreement with the accountung records and returns,
or

¢ certain disclosures of directors’ remuneration specified by law are not made, or

* we have not recerved all the information and explanations we require for our audit

BOO 4P

Anne Sayers, Sentor Statutory Auditor

For and on behalf of BDO LLP, Statutory Auditor
London

United Kingdom

4 January 2012

BDO LLP s a lumted habiity partnership registered in England and Wales (with registered number
0C305127)



Europa 0il & Gas Limited

Statement of comprehensive income
for the year ended 31 July 2011

Revenue

Other cast of sales
Lixcploration wrire-off
Tmpasrment of produceng fields

Total cost of sales

Gross profit / (loss)

Administrative expenses
Finance income
Finance costs

Profit/ (loss) before taxation

Taxation

Loss after taxation and total comprehensive loss for the
year

Note

10
11

-

2011 2010
£000 £000
3,766 3,091
(2,242) (1,899)

- (1,008)
(425) (1,012)
(2,667) (3,919)
1,099 (828)
(384) (428)
114 37
(397) (413)
432 (1,632)
(814) 19
(382) (1,613)

The accompanying accounting policies and notes form part of these financial statements.
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Europa 0Oil & Gas Limited

Statement of financial position as at 31 july 2011

2011 2010

Note £000 £000
Assets
Non-current assets
Intangible assets 10 2,936 2,579
Property, plant and equipment 11 6,225 3,959
Loans to group compantes 14 6,438 06,175
Deferred tax asset 17 930 -
Total non-current assets 16,529 12,713
Current assets
Inventories 13 43 38
Trade and other recetvables 14 557 334
Current tax asset - 335
Cash and cash equivalents 297 -
Total current assets 897 707
Total assets 17,426 13,420
Liabilities
Current liabilities
Trade and other payables 15 (928) {1,105)
Current tax labdities - (2
Shott-term borrowing 16 - (900)
Total current habalities (928) (2,007)
Non-current habilities
Long-term borrowings 16 (9,116) (5,566)
Deferred tax liabihues 17 (4,6006) (2,867)
Long-term provisions 18 (1,570) (1,395)
Total non-current habihties (15,292) 9,828)
Total habihues (16,220) (11,835)
Net assets 1,206 1,585
Capital and reserves attributable to equity holders of the
company
Share capital 19 2 2
Share premium account 19 3,266 3,266
Retained deficit 19 (2,062) (1,683)
Total equaty 1,206 1,585

These financial statements were approved by the Board of directors on 4 January 2012 signed on its behalf
by

P Greenhaigh
Finance Director
Company registration number 3093716

The accompanying accounting policies and notes form part of these financial statements.
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Europa 0Oil & Gas Limited

Statement of changes in equity
for the year ended 31 July 2011

Share Share Retained Total
capatal premium deficit Equity
£000 £000 £000 L£000
Balance at 1 August 2009 2 3,266 69) 3,199
Total comprehensive loss for the
year - - {(1,613) (1,613)
Share based payments (credit) - - (1) (1)
Balance at 31 July 2010 2 3,266 (1,683) 1,585
Share Share Retained Total
capital premium deficit Equity
£000 £000 £000 £000
Balance at 1 August 2010 2 3,266 (1,683) 1,585
Total comprehensive loss for the
year - - (382) (382)
Share based payment - - 3 3
Balance at 31 July 2011 2 3,266 (2,062) 1,206

The accompanying accounting policies and notes form part of these financial statements.
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Europa 01l & Gas Limited

Statement of cashflows for the year ended 31 July 2011

Cash flows from operating activities
Loss from operations
Adjustments for
Share based payments
Depreciation
Explorauon write-off
Impairment of property, plant & equipment
Investment 1n group company write off
Finance income
Finance expense
Taxation expense /(credit)
{Increase) 1n inventories
{Increase) n trade and other recetvables

Note

20
11
10
11
12

{Decrease)/ncrease in trade and other payables

Cash generated from operauons
Income taxes pard
Income tax refund received

Net cash from operating activities

Cash flows used in investing activities
Purchase of property, plant and equipment
Purchase of intangible assets

Loans to substdiary companies

Net cash used 1n investing activities

Cash flows from financing acuvittes
Proceeds from long-term borrowings
Repayment of borrowings

Interest paid

Net cash from financing acuvitres

Net increase in cash and cash equivalents
Exchange (loss) on cash
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

The accompanying accounting policies and notes form part of these financial statements
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2011
£000

(382)

3
317

425

(114)
397
814

(5)

(238)

(198)

1,019

330
1,349

(3,090)
(311)

(29)
(3,430)

3,446
(500)
(34)

2,912

831

(34)
(500)

297

2010
£000

(1,613)

)
468
1,008
1,012
33
(37)
413
(19)
(23)
(34)
628

1,835

(597)

1,238

(210)
(2,253)
(669)

(3,132)

2,559
(450)
(81)

2,028

134
(41)
(593)

(500)




Europa 0il & Gas Limited

Notes to the financial statements

Accounting Policies

General information

Europa Oil & Gas Limited 1s a company incorporated and domuciled in England and Wales with
registered number 3093716 The address of the registered office 1s 11 The Chambers, Vineyard, Abingdon
OX14 3PX The company’s adminustrauve office 1s at the same address

The nature of the company’s operations and 1ts principal activiues are set out in the Directors’ report
The functional and presentational currency of the company 1s Sterling (UK [}

Basis of accounting
The financial statements have been prepared i accordance with applicable International Financial
Reporung Standards (IFRS) as adopted by the EU The policies have not changed from the previous year

The accounting policies that have been applied 1n the opening statement of financial position have also
been applied throughout all periods presented 1n these financial statements These accountung policies
comply with each IFRS that 1s mandatory for accounting pertods ending on 31 july 2011

Future changes in accounting standards
The IFRS financial information has been drawn up on the basis of accountng standards, interpretations
and amendments effective at the beginning of the accounting period

There were various amendments to published standards and interpretations to existing standards effective
i the year adopted by the Company

The following are amendments to existng standards and new standards which may apply to the Company
in future accounting periods Except for the disclosure requirements of IAS 24 and the impact of IFRS 9
and IFRS 11, which the directors are contunuing to assess, none of the following are considered to affect
the Company

Effective date

(periods
beginning
on or after)
IAS 24 Revised - Related Party Disclosures 1Jan 2011
IFRIC 14  Amendment - IAS 19 Limut on a defined benefit asset 1 Jan 2011
IFRS 7 * Amendment - Transfer of financial assets 1 Jul 2011
IFRS 11 Joint Arrangment s 1 May 2011
IFRS 1 * Severe Hyperinflation and Removal of Fixed Dates for First-ume 1 Jul 2011
Adopters
Improvements to IFRSs (2010) * 1Jan 2011
IAS 12 * Deferred Tax Recovery of Underlying Assets 1Jan 2012
[FRS 10*  Consolidated Financial Statements 1 Jan 2013
IFRS 11*  Jomnt Arrangements 1 Jan 2013
IFRS 12* Disclosure of Interests 1n Other Entities 1Jan 2013
IFRS 13* Fatr Value Measurement 1Jan 2013
LAS 27* Separate Financial Statements 1Jan 2013
IAS 28* Investment in Associates and Jotnt Ventures 1Jan 2013
IFRS 9 * Financial insttuments 1]Jan 2015

Items marked * had not yet been endorsed by the European Union at the date that these financial
statements were approved and authorised for 1ssue by the Board

Notes to the financial statements (continued)
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Europa Oil & Gas Limited

Accounting Policies (continued)

Basis of preparation

The Company 1s exempt from the obligation to prepare and deliver consolidated group accounts as 1t has
been included 1n the consolidated group accounts of its immediate parent company, Europa O1il & Gas
(Holdmgs) ple which are publicly available The Company 1s engaged m ol and gas exploration,
development and production through unincorporated joint arrangements The Company accounts for 1ts
share of the results and net assets of these joint arrangements In additon, where the Company acts as
operator to the joint arrangement, the gross liabilittes and recervables (including amounts due to or from
non-operating partners) of the joint arrangement are included in the statement of finance position

Going Concern

After making enquirtes, the directors have formed a judgement at the time of approving the financial
statements that there 1s a reasonable expectation that the Company can secure adequate resources to
continue in operational existence for the foreseeable future This judgement 1s based on correspondence
with its bankers, the performance of i1ts existing o1l production, and the avalability of the £5 mullion
Yorkville SEDA facility

Revenue Recognition

Revenue, excluding value added tax and sundar taxes, represents net invoiced sales of the Company’s
share of odl and gas revenues 1n the year Revenue 1s recognised at the end of each month based upon the
quantity and price of oil and gas delivered to the customer

Non-current assets

Ol and gas interests

The financial statements with tegard to oil and gas exploration and appratsal expenditure have been
prepared under the full cost basts This accords with IFRS 6 which permuts the continued application of a
previously adopted accounting policy

Pre-production assets
Pre-licence expenditure 1s expensed as directed by IFRS 6 Expenditure on licence acquisitton costs,

geological and geophysical costs, costs of dnlling exploration, apprasal and development wells, and an
approprate share of overheads (including directors’ costs) are capitalised and accumulated 1n cost pools
on a geographical basts These costs which relate to the exploration, appratsal and development of o1l and
gas interests are imtially held as intangible non-current assets pending determination of commercial
viability On commencement of production these costs are transferred to Production assets

Production assets

Production assets are categorized within property, plant and equipment on the statement of financial
posttion With the determination of commercial viability and approval of an oil and gas project the related
pre-production assets are transferred from intangible non-current assets to property, plant and equipment
and deprectated upon commencement of production within the appropriate cash generating unit

Impairment tests
For the purposes of assessing impairment, assets are grouped at the lowest levels for which there are

separately 1dentifiable cash flows (cash generating units} As a result, some assets are tested individually for
impatrment and some are tested at cash generating unit level

An impatrment loss 1s recogmsed for the amount by which the asset's or cash generating unit's carrying
amount exceeds its recoverable amount The recoverable amount 15 the higher of fair value, reflecung
market conditions less costs to sell, and value in use based on an intetnal discounted cash flow evaluation
Impatrment losses recognised for cash-generating units, to which goodwill has been allocated, are credited
initially to the carrying amount of goodwill Any remaining impairment loss 1s charged pro rata to the
other assets in the cash generaung unit With the exception of goodwnll, all assets are subsequently
reassessed for indications that an inpairment loss previously recogmsed may no longer exist

Notes to the financial statements (continued)
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Accounting Policies {continued)
Non-current assets {continued)

Property, plant and equipment

Items of property, plant and equipment are 1unally recogrised at cost As well as the purchase price, cost
includes directly attributable costs and the esumated present value of any future unavoidable costs of
dismanthing and removing items The corresponding hability 1s recognised within provisions

Depreciation
All expenditure within each geographical cost pool 1s depreciated from the commencement of production,

on a unit of production basis, which 1s the rauo of o1l and gas production 1n the period to the esumated
quanaties of proven plus probable commercial reserves at the end of the period, plus the production 1n
the pertod Costs used 1n the umt of production calculation comprise the net book value of capitalised
costs plus the estimated future field development costs within each geographical cost pool Changes in the
estimates of commercial reserves or future freld development costs are dealt wath prospectively

Computer equipment, software, and furniture are depreciated on a 25% per annum straight line basts

Reserves

Proven and probable o1l and gas reserves are estimated quanutes of commercrally producible
hydrocarbons which the exisung geological, geophysical and engineering data shows to be recoverable in
future years The proven reserves included heremn conform to the definition approved by the Society of
Petroleurn Engineers (SPE) and the World Petroleum Congress (WPC) The probable and possible
reserves conform to defimuons of probable and possible approved by the SPE/WPC using the
determinsstic  methodology Reserves used in accounting estumates for depreciation are updated
pertodically to reflect management’s view of reserves in conjunction with third party formal reports
Reserves are reviewed at the time of formal updates or as a consequence of operational performance,
plans and the business environment at that tume

Reserves are adjusted, in the year that formal updates are undertaken or as a conscquence of operational
petformance and plans, and the business environment at that tme, with any resuling changes not applied
retrospectively

Future decommussioning costs
A provision for decommussioning 1s recognised 1n full at the point that the Company has an obligation to

decommussion an apprasal, development ot producing well A corresponding non-current asset {included
within producing fields in Note 11) of an amount equivalent to the provision s also created The amount
recognised 1s the estimated cost of decommuissioning, discounted to 1ts net present value and 1s reassessed
each year in accordance with local conditions and requirements For producing wells, the asset 1s
subsequently depreciated as part of the capital costs of production facihities within tangible noncurrent
assets, on a unit of production basis Any decommussioning obligation 1n respect of a pre-production asset
15 carried forward as part of its cost and tested annually for impairment in accordance with the above

policy

Changes in the esumates of commercial reserves or decommissioning cost esttmates are dealt with
prospectively by recording an adjustment to the provision, and a corresponding adjustment to the
decommussioning asset The unwinding of the discount on the decommussioning provision 1s included
within interest expense

Notes to the financial statements (continued)
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Taxation
Cutrent tax 1s the tax payable based on taxable profit for the year

Deferred income taxes are calculated using the balance sheet lability method on temporary differences
Deferred tax is generally provided on the difference between the carrymmg amounts of assets and liabihities
and thetr tax bases However, deferred tax 1s not provided on the mital recogmtion of goodwill, nor on
the mitial recognition of an asset or habihity unless the related transaction is a business combination or
affects tax or accounting profit Deferred tax on temporary differences associated with shares in
substdiaries and jomnt ventures 1s not provided if reversal of these temporary differences can be controlled
by the Company and it is probable that reversal will not occur in the foreseeable future Tax losses
avatlable to be carried forward as well as other income tax credits to the Company are assessed for
recognition as deferred tax assets

Deferred tax habilities are provided i full, with no discounting Deferred tax assets are recognised to the
extent that i1t 1s probable that the underlying deductible temporary difference will be able to be offset
agamst future taxable income Current and deferred tax assets and liabilities are calculated at tax rates that
ate expected to apply to thetr respective penod of realisation, provided they are enacted or substannvely
enacted at the reporting date

Changes 1n deferred tax assets or liabilities are recognised as a component of tax expense 1n the mcome
statement, except where they relate to ttems that are charged or credited directly to equity 1n which case
the related deferred tax 1s also charged or credited directly to equity

Foreign currency
The Company prepares 1ts financial statements in Stething

Transactions denommarted 1n foreign currencies are translated at the rates of exchange ruling at the date of
the transacton Monetary assets and labilines in foretgn cutrencies are translated at the rates of exchange
tuling at the reporting date Non-monetary items that are measured at historical cost 1n a foreign currency
are translated at the exchange rate at the date of transaction Non-monetary items that are measured at fair
value in a foreign currency are translated using the exchange rates at the date the far value was
determined

Any exchange differences arising on the settlement of monetaty 1tems or on translaung monetary ttems at
rates different from those at which they were mutially recorded are recognised i the Income Statement 1
the period 1n whuch they arise Exchange differences on non-monetary items are recognised m the
Statement of Changes in Equity to the extent that they relate to a gamn or loss on that non-monetaty item
taken to the Statement of Changes in Equity, otherwise such gams and losses are recognised in the
Income Statement

The monetary assets and habilittes 1n the financial statements of foreign subsidiaries are translated at the
rate of exchange ruling at the reporting date Income and expenses are translated at monthly average rates
providing there 15 no sigruficant change in the month The exchange differences arsing from the
tetranslation of the opening net mvestment 1n subsidiaries are taken directly to the foregn exchange
reserve tn equity On disposal of a foreign opetation the cumulative translation differences are transferred
to the tncome statement as part of the gain or loss on disposal

Europa O1l and Gas Lunited 1s domucied 1n the UK, which 1s 1ts primary economtc environment and the
Company’s functional currency 1s UK Pounds Sterling The Company’s current operations are based 1n
the UK, Ukrane, France and Western Sahara and the funcuonal currencies of the Company's subsidiartes
are the prevailing local currencies 1n each junsdicton Given that the functional currency of the Company
1s Sterling, management has elected to continue to present the consolidated financial statements of the
Company i Sterling

Notes to the financial statements (continued)
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Foreign currency {continued)

The Company has taken advantage of the exemption 1n IFRS 1 and has deemed cumulative translatton
differences for all foreign operations to be nil at the date of transiion to IFRS The gain or loss on
disposal of these operations excludes translation differences that arose before the date of transition to
IFRS and includes later translation differences

Investments
Investments, which are only imnvestments in subsidiartes, are carried at cost less any impairment

Financial instruments

Financial assets and Labilittes are recognised on the statement of financial positton when the Company
becomes a party to the contractual provisions of the instrument The Company classtfies financial assets
into loans and recetvables, which comprise trade and other recetvables and cash and cash equivalents The
Company has not classified any of its financial assets as held to maturty or avalable for sale or fair value
through profit or loss

Trade and other receivables are measured tnutially at fair value plus directly attributable transaction costs,
and subsequently at amortised cost using the effective interest rate method, less provision for umpairment
A provision 1s established when there 1s objective evidence that the Company will not be able to collect all
amounts due The amount of any provision 1s recognised 1n the Statement of comprehenstve income

Cash and cash equivalents compnse cash held by the Company, short-term bank deposits with an original
matunty of three months or less and bank overdrafts Within the consolidated statement of cash flows,
cash and cash equivalents includes the overdraft drawn aganst the multi-currency facility descabed 1n
Note 16

The Company classifies financial liabilittes into one of two categortes, depending on the purpose for
which the asset was acquired The accounting policy for each category 1s as follows

Other financial labiities
Include the following items

Bank and other borrowings are initially recognised at fair value net of any transaction costs directly
attributable to the 1ssue of the instrument Such interest bearing liabilities are subsequently measured at
amortised cost using the effective interest rate method, which ensures that any interest expense over
the period to repayment 1s at a constant rate on the balance of the liability carried 1 the statement of
financal positton Interest expense in this context includes 1nitial transaction costs and any interest or
coupon payable while the hability 1s outstanding

Trade payables and other short-term monetary Labilities, which are imtially recognised at fair value and
subsequently carried at amortised cost using the effective interest method

Financial liabilittes and equity instruments issued by the Company are classified i accordance with the
substance of the contractual arrangements entered into and the defimtions of a financial labdity and an
equity instrument An equity insttument 18 any contract that evidences a residual interest in the assets of
the Company after deducting all of its abilites Equity mstraments issued by the Company are recorded
at the proceeds recewved, net of direct 1ssue costs

Notes to the financial statements (continued)
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Financial instruments {continued)

Leased assets

In accordance with IAS 17, the economic ownership of a leased asset 15 transferred to the lessee 1if the
lessee bears substanually all the nisks and rewards related to the ownershup of the leased asset The related
asset 15 recognised at the tme of ception of the lease at the fair value of the leased asset or, if lower, the
present value of the minimum lease payments plus incidental payments, if any, to be borne by the lessee
A corresponding amount 1s recogmsed as a finance leasing hability

The interest element of leasing payments represents a constant proportion of the capital balance
outstanding and s charged to the income statement over the period of the lease Al other leases are
regarded as operating leases and the payments made under them are charged to the income statement on a
straight line basis over the lease term Lease incentives are spread over the term of the lease

During the cutrent or prior year the Company did not have any finance leases

Inventories
Inventories comprise o1l in tanks stated at the lower of cost and net realisable value

Joint arrangements

Joint arrangements are those i1 which the Company holds an interest on a long term basis which are
jointly controlled by the Company and one or more venturers under a contraciual arrangement When
these arrangements do not constitute enfities in theiwr own nght, the financal statements reflect the
relevant proportion of costs, revenues, assets and habilittes applicable to the Company’s interests in
accordance with IAS 31 The Company’s exploration, development and producuon activities are generally
conducted jointly with other companies in this way

Share-based payments

All goods and services recetved in exchange for the grant of any share-based payment are measured at
their fair values Where employees are rewarded using share-based payments, the fair values of employees’
services are determined indirectly by reference to the fair value of the nstrument granted to the employee
Thus fair value 1s apprased at the grant date and excludes the impact of non-market vesting conditions
(for example, profitability and sales growth targets)

All equuty-settled share-based payments are ulumately recognised as an expense in the income statement
with a corresponding credit to reserves Where options over the parent company’s shares are granted to
employees of subsidiaries of the parent, the charge 1s recogtused in the mcome statement of the
subsidiary In the parent company accounts there 1s an increase in the cost of the investment in the
subsidiary receiving the benefit

If vesung periods or other non-market vesting condittons apply, the expense 1s allocated over the vesting
period, based on the best available estimate of the number of share options expected to vest Estimates
are subsequently revised 1f there 1s any indicauon that the number of share options expected to vest
differs from previous estimates Any cumulative adjustment prior to vesting 1s recogrsed in the current
pertod No adjustment 1s made to any expense recognised i1 prior pertods 1f the number of share options
ulumately exercised 15 different to that imtally esumated

Notes to the financial statements (continued)
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Critical accounting judgements and key sources of estimation uncertainty
Details of the Company’s sigmficant accounting judgements and critical accounting estimates are set out

in these financial statements and include

Accounting judgements and esumates

* Carrying value of intangible assets (Note 10) — carrying values are justified by reference to future

estimates of cash flows

¢ Carrying value of property, plant and equipment (Note 11} — carrying values ate jusufied by

reference to future esumates of cash flows

*  Decommissioning proviston (Note 18) — inflaton and discount rate estmates are used in

calculating the provision

¢ Share-based payments (Note 20) — various esumates are used in determining the fair value of

OpU.OI'lS

Business segment analysis

In the opmion of the directors the Company has one class of business, being o1l and gas exploration

development and production

The Company operated 1n 3 principal operating segments of business bemng the production and
exploration activity in the United Kingdom, the exploration activity in France and exploration activity in
North Africa Activities are reported to Management on this basts  The reporting on these investments to

Management focuses on revenue, operating costs and capital expenditure

Segmental income statement for the year ended 31 July 2011

UK France North Total
Afnica

£000 £000 £000 £000
Continuing operations
Revenue 3,766 - - 3,766
Other cost of sales {2,242) - - (2,242)
Exploration write-gff - - - -
Imparrment of producng fields 425) - - (425)
Cost of sales (2,667) - - (2,667)
Gross profit 1,099 - - 1,099
Administrative expenses (347) - {37) (384)
Finance income 114 - - 114
Finance costs (397) - - (397
Profit before tax 469 - 37 432
Taxation (814) - - (814)
Loss for the year (345) - &) (382)

Notes to the financial statements (continued)
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Segmental statement of financial position as at 31 July 2011

UK  France North Total
Africa

£000 £000 £000 £000

Total non-current assets 16,003 526 - 16,529

Total current assets 897 - - 897

Total assets 16,900 526 - 17,426

Total non-current habihines (15,292) - - (15,292)

Total current liabilittes (928) - - {928)

Total hiabihties (16,220) - - (16,220)
Other segment items

Cap1tal expenditure 3,013 216 - 3,229

Depreciation 317 - - 317

Share based payments 3 - - 3

Segmental income statement for the year ended 31 July 2010

UK France ?Frth Total
rica

£000 £000 £000 4,000
Continuing operations
Revenue 3,091 - - 3,091
Otther cost of sales (1,899) - - (1,899)
Exploration write-off {87) - {921) (1,008)
Imparrment of produceng frelds (1,012) - - (1,012)
Cost of sales (2,998) - (921) (3,919
Gross profit/ (loss) 93 - (921) (828)
Admunistrative expenses (396) - {32) (428)
Finance income 37 - - 37
Finance costs (413) - - {413}
Loss before tax (679) - (953) (1,632)
Taxaton 19 - - 19
Loss for the year (660) - (953) (1,613)
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Segmental statement of financial position as at 31 July 2010

North

UK  France Africa Total
£000 £000 £000 £000
Total non-current assets 12,403 310 - 12,713
Total current assets 707 - - 707
Total assets 13,110 310 - 13,420
Total non-current habilities (9,828) - - {9,828)
Total current liabilities (2,007) - - (2,007
Total habilines (11,835) - - (11,835)
Other segment 1tems
Caputal expenditure 2,049 169 245 2,463
Deprectation 468 - - 468
Share based payments 3 - (4 (1)

Loss for the year before taxation

Loss for the year s stated after charging

Depreciation

Staff costs tncluding directors
Exploraton write-off
Impatrment of producing fields
Fees payable to the auditor
Operating leases

Directors’ emoluments {salaries and fees)

All directors

The emoluments of the directors were bome by another Group company

Notes to the financial statements (continued)
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Number Number

Management and technical - 4
Field exploration and production 4 12
4 16

The 2010 figures include 12 staff based in the Ukraine terminated 1n 2010
Staff costs 2011 2010
£000 £000
Wages and salartes 179 149
Employers costs 23 26
Pensions 21 18
Share based payments / (credits) 3 ey
226 192

Loss on disposal of investment and discontinued operations

The anucipated sale of the remaiming Ukraine asset has not completed As 1t 1s not matenal to the
Company, the cost of mamntaning the asset has been included in Admumstrative expenses and the
comparative period has been re-presented for consistency

Finance income

2011 2010

£000 £000

Exchange rate gains 114 37
Finance costs

2011 2010

£000 £000

Bank interest payable 28 62

Loan interest payable 27t 168

Interest on tax payment - 4

Unwinding of discount on decommussioning provision (Note 18) 92 85

Exchange rate losses - 79

Bank charges 6 15

397 413

Notes to the financial statements (continued)
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2011 2010

£000 £000

Current tax credit (925) (328)
Deferred tax charge 1,739 309
814 (1%

UK corporation tax 1s calculated at 30% (2010 - 30%) of the estimated assessable profit for the year
Taxation in other junisdictions 1s calculated at the rates prevailing in the respectve junsdictions

2011 2010
£000 £000
Profit / (Loss) Loss before tax per the accounts 432 (1,632)
Tax reconctiration
Profit / (Loss) on ordinary activittes multiphied by the standard rate of
corporation tax 1 the UK of 30% (2010 30%) 130 (490)
Expenses not deductible for tax purposes 2 2
Adjustment re deferred tax 682 469
Total tax charge / (credir) 814 (19
Intangible assets
2011 2010
£000 £000
At 1 August 2,579 1,610
Additions 357 1,977
Exploration write-off - (1,008)
At 31 July 2,936 2,579

Intangible assets comprise the Company’s pre-production expenditure on licenses interests as follows

2011 2010

£000 £,000

France 526 310
UK PEDL 143 (Holmwood) 202 189
UK PEDL 150 (SW Lincoln) 2,032 1,916
UK PEDIL. 180 (NE Lincs) 70 05
UK PEDL 181 106 99
Total 2,936 2,579

In 2010 as the license arcas in Western Sahara remained in force majeure throughout the year, the Board
decided to write-down the intangible asset to il value

Within the PEDL150 concession, the Hykeham well was dnlled in the year Though the likely forward
plan 1s to plug and abandon the well, the investment has not been written off as prospecuvity wathin the
rest of the concession area, which 1s considered as one cost poal, 1s good

Notes to the financial statements (continued)
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If 1t 15 not possible for the directors to secure adequate resources to fund the Company’s ongoimng
liabilittes, including the planned forward wotk programme (see Note 22), the carrying value of the assets
of the Company mcluding intangible exploration assets and the mvestment of the Company are likely to
be partially impaired

Property, plant and equipment

Producing fields
2011 2010

£000 £000
Cost
At 1 August 7,572 7,125
Addinons 3,008 447
At 31 July 10,580 7,572
Depreciation and depletion
At 1 August 3,613 2,133
Charge for year 317 468
Impatrment 425 1,012
At 31 July 4,355 3,613
Net Book Value
At 31 July 6,225 3,959

The producing fields referred to in the table above are the production assets of the Company, namely the
oufields at Crosby Warzren and West Firsby, and the Company’s share 1o the W4 well at Whisby

The carrying value of each producing field was tested for impawrment In 2011, as a result of the mcrease
in the supplementary tax charge, there was an mnparrment at Crosby Warren of £257,000, (2010
£1,012,000) and at West Firsby £168,000 (2010 mul)

Investments

Investment 1n subsidiaries £000
At 1 August 2009 33
Write off nvestment in Ukrame subsidiary (33)

31 July 2010 and 31 July 2011 -

The Company’s investments at the reporung date m the share capital of unlisted companies include 100%
of the ordinary share capital of each of the followmg companites

® Furopa O1l & Gas SRL registered in Romania The results of this company have been mncluded in
the consolidated accounts of the parent company Europa Ou & Gas (Heldings) ple

¢ FEuropa O1 & Gas Resources Ltd registered in UK The results of this company have been
included in the consolidated accounts of the parent company Europa Oil & Gas (Holdings) ple

e [Furopa Nafta & Gas Ukraine registered in Ukramne The results of thuis company have been
included in the consohdated accounts of the parent company Europa O1il & Gas (Holdings) plc

Notes to the financial statements (continued)
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The aggregate capital and reserves, and result for the year of the subsidianies are as below

Aggregate capital and reserves
Europa O1l & Gas SRL

Europa Nafta & Gas Ukramne
Europa O1l & Gas Resources Lid

Loss for the year

Europa Oil & Gas SRL

Europa Nafta & Gas Ukraine
Europa Onl & Gas Resources Ltd

Inventories

Oil 1n tanks

Trade and other receivables

Current trade and other recervables
Trade receivables

Other recesvables

Prepayments and accrued income

Non current trade and other recervables
Owed by Group undertakings

2011
£000
(3,953)
(458)
(32)

(56}

®)

2011
£000
43

2011
£000
438
99
20

557

6,438

2010
£000
(3,897)
(458)
(24)

(116)

24)

2010
£000
38

2010
£000
217
70
47

334

6,175

Loans to Group companies are nterest frec and are repayable on demand but currently have no planned

repayment date

Trade and other payables

Trade payables
Other payables
Accruals and deferred income
Owed to Group undertakings

Other payables includes advances recerved from partners on projects in UK

Notes to the financial statements (continued)
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The Royal Bank of Scotland (RBS) multi-currency facility signed on 11 February 2011 provides an
ovetdraft of up to £700,000 At 31 July 2011 the facility was not used (2010 overdraft of £500,000} The
facility 1s due to be renewed 31 October 2011

A term loan also provided by RBS was fully repaid on 31 January 2011 At 31 july 2010 this loan was
drawn to £500,000 of which £400,000 was classified as short term

2011 2010
Loans repayable in less than one year £000 £000
Multr-option facthty - 500
Term loan - 400
Total short term borrowing - 900
Loans repavable in 1 to 2 years
Term loan - 100
Total loans repayable in 1 to 2 years - 100
Loans repavable in 2 to 5 years
Term Loan - -
Loan from parent 9,116 5,466
Total loans repayable 1n 2 to 5 years 9,116 5,466
Total long term borrowing 9.116 5,566

The loan from the parent company represents borrowings agamnst a facility put m place on 21 July 2008
with Europa O1l & Gas (Holdings) ple

Deferred Tax

The Company has recognised a non-current deferred tax asset of £930,000 (2010 nil) i respect of losses
arising 1n the year, within the UK ning fence It 1s expected that these losses will be utilised against profits
arising 1n the 2012 financial year

2011 2010
Recognised defesred tax habihity: £000 £000
As at 1 Auvgust 2,867 2,558
Charged to income statement 1,739 309
At 31 July 4,606 2,867

The Company has a net deferred tax hability of £4,606,000 (2010 £2,867,000) arising from accelerated

capital allowances

Notes to the financial statements (continued)
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201 2010
Unrecogmised deferred tax asset: £000 £000
Accelerated capital allowances (158) (81)
Trading losses 1,181 933
Net deferred tax asset 1,023 852

The Company has an unprovided net deferred tax asset of £1,023,000 (2010 £852,000), 1n relaton to
overseas trading losses of £3 1 mullion, that have not been recognised in the accounts as the tming of the
utilisation of the losses 1s constdered uncertain

Long term provision

2011 2010

£000 £000

As at 1 August 1,395 1,137
Charged to the statement of comprehensive income 92 85
Added to intangible non-current assets - 173
Added to property, plant & equipment non current assets 83 -
At 31 July 1,570 1,395

The addiion during the year 15 the decommussioming provision for the West Fusby 9 well {2010
Hykeham well)

Decommusstoning provistons are based on third party esumates of work which will be required and the
judgement of directors By its nature, the detaled scope of work required and timing 1s uncertan
Hykeham 1s the only well where decommuissioning 1s anticipated before 2022

Called up share capital

2011 2010

£000 £000
Authorised
1,000,000 ordunary shares of 10p each 100 100
Allotted, called up and fully paid
19,344 ordinary shares of 10p each (2010 19,344) 2 2
All the authonised and allotted shares are of the same class and rank pan passu
The following describes the purpose of each reserve within owners” equity
Reserve Description and purpose
Share premium Amount subscribed for share capital in excess of nommunal value
Retamned deficit Cumulative net gains and losses recognised 1n the consolidated income statement

Notes to the financial statements (continued)
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Employees of the Company have been granted a total of 360,000 ordinary 1p share options 1n Europa Oil
and Gas (Holdings) plc (2010 360,000)

The options are exercisable one third 18 months after grant, a further third 30 months after grant and the
balance 42 months after grant There are no further vesting conditions The latest date at which these can
be exercised 15 the 10th annwversary from the date of award Dunng the year no opuons were granted,
exercsed forfeited or expired The fair value of the various options was determined using a Black Scholes
Merton model, and the inputs used to deterrmine these values are detailed mn the table below

Grant date 11 November 1December 23 October
2004 2006 2009
Number of opuons 160,000 80,000 120,000
Share price at grant 32 5p 21 5p 13 3p
Exercise price 25p 25p 16p i
Volatlllty 40% 50% 60%
Dividend yield nil nit l !
Risk free tnvestment rate 4 80% 4 90% 274%
Opuon life (years) 625 625 6
Fair value per share 16 76p 10 16p 6 58p

Volaulity for the shares granted on 11 November 2004 was based on the Company's share price volatility
in the first year of flotauon on the AIM market Volaulty for subsequent grants has been based on the
parent company’s share price volatility since flotation

Based on the above fair values the charge ansing from the grant of employee share options was £3,000
{2010 a credit of £1,000)

2011 201 2010 2010
Number of Average Number of Average
opuons exercise options exercise
price price
Qutstanding at the start of the year 360,000 22p 400,000 22 5p
Granted - - 120,000 16p
Forfetted - - 160,000 18 75p
Outstanding at the end of the year 360,000 22p 360,000 22p
Exercisable at the end of the year 279,999 237p 240,000 25p

No options were exercised 1n the year (2010 mil)

Financial instruments

The Company’s financial istruments comprise cash, bank borrowings, loans, cash, and 1tems such as
receivables and payables which anse direcdy from its operattons The company’s actuvittes are subject to a
range of financial nsks the mamn ones being credit, hiquidity, interest rates, commodity prices and foregn
exchange These nisks are managed through ongoing review taking 1nto account the operational, business
and economic circumstances at that tme

Notes to the financial statements (continued)
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Credit risk

The Company sells all crude od produced to one multinational o1l company The customer 1s mnvoiced
monthly for the o1l delivered to the refinery in the previous month and invoices are settled 1n full on the
15th of the following month At 31 July 2011 trade receivables were f£438,000 (2010 £217,000)
representing one month of o1l revenue (2010 one month) The fair value of trade receivables and payables
approximates to their casrying value because of thewr short matunity Any surplus cash is held on deposit
with Royal Bank of Scotland The maximum credit exposure in the year was £479,000 (2010 £344,000)

Liquudity risk

‘Though the Company has the benefit of a regular revenue stream, there 1s still a need for bank financing
The Group has 1n place a £700,000 flexible multi-currency facility with 1ts bankers which can be utilised 1n
etther Sterling or foreign currency via an overdraft At the year end there was no overdraft (2010
£500,000)

As explaned 1n Note 1, the directors have not yet secured the necessary funds to meet the Group’s
liabihittes, including the planned forward wotk programme (see Note 22) The directors consider that
based upon income projections, the efforts betng made to reduce habdities through trade arrangements,
use of the Group’s SEDA facility and an expectation to renew the bank faciity, the Company will be a
gong concern for twelve months from the date of approval of these financial statements

If 1t 1s not possible for the directors to secure adequate resources, the carrying value of the assets of the
Group including intangtble exploration assets and the investment of the Company in 1ts subsichartes are
likely to be partially impaired In addition, other costs and write downs may artse in the course of seeking
to fund the liabilines of the Group

The Company monitors its levels of working capital to ensure 1t can meet habilities as they fall due The
following tables show the contractual maturittes of the Company’s financial liabihities, all of which are
measured at amortised cost

Trade and Short term Long term

At 31 July 2011 other payables botrowings botrowings
£000 £000 £000

6 months or less 928 -
6-12 months - - -
1-2 years - - -
2-5 years - - 9,116
Total 028 - 9,116
At 31 July 2010
6 months or less 996 700 -
6-12 months 109 200 -
1-2 years - - 100
2-5 years - - 5,466
Total 1,105 900 5,566

Trade and other payables do not normally incur mterest charges Borrowings bear interest at varnable
rates

Interest rate risk

The Company has interest beaning liabilines as described 1n Note 16 The £700,000 multi-currency faciity
1s secured over the assets of Europa Oul & Gas {Holdings) plc and Europa Oil & Gas Limited Interest 1s
charged on the multi-currency facility at base rate plus 3% (2010 base plus 3%)

Notes to the financial statements (continued)
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The seling price of the Company’s production of crude ol 1s set at a small discount to Brent prices The
table below shows the range of prices achieved in the year and the sensivity of the Company’s
Profit/ (Loss) Before Taxation (PBT) to such movements in otl price There would be a corresponding
increase or decrease 1n net assets

2011 2011 2010 2010
O1l price Month Price PBT Price PBT

$/bbl L£000 $/bbl £000
Highest Apr 2011 12170 1,272 83 40 (1,246}
Average 98 70 432 7395 (1,632)
Lowest Aug 2011 75 60 (473) 66 10 (1,967

Foreign exchange nisk

The Company’s production of crude o1l 1s invorced 1 US Dollars Revenue 15 translated mnto Sterling
using a monthly exchange rate set by reference to the market rate The table below shows the range of
average monthly US Dollar exchange rates used in the year and the sensiuvity of the Company’s PBT to
movements 1n US Dollar exchange

2011 2011 2010 2010

Rate PBT Rate PBT
US Dollar Month $/£L £000 $/L £000
Highest Apt 2011 1 665 307 16478 (1,807)
Average 1594 432 15584 (1,632)
Lowest Nov 2011 1557 559 1 4439 (1,400}

The table below shows the Company’s currency exposures Exposures comprise the assets and labiities
of the Company that are not denominated 1n the functional currency

2011 2010
Currency £000 £000
Euro 92) (49)
US Dollar 548 678
Total 456 629

Capital risk management

The company’s captal 1s closely momitored by the directors 1n the hight of the capital needs of the Europa
Ot & Gas (Holdings) ple Group as a whole Further detads are disclosed in the Group Annual Report
and Accounts which are publicly available

Commitments

As at the 31 July 2011 the Company had contractual commitments to acquire seismic 1n the UK and
France

Europa’s share of costs for this and other exploration activities over the next year 1s approxumately £2
milblon This commitment 1s expected to be met from cash generated from production, borrowings
referred to in Note 16, and loans from the parent

An apprassal/productuon well at Osmets (Tarbes Val d’Adour, France) could be driled in 2013 subject to
reaching agreement with a partner In the Western Sahara a further £3 mullion 1s commutted pending a
resolution of the political sitwation 1n the country

Notes to the financial statements (continued)
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Europa O1l & Gas Limited pays an annual site rental for the land upon which the West Firsby and Crosby
Warten o1l field facilittes are located The West Firsby lease runs until September 2022 and can be
determined upon giving 2 months nouice The annual cost for 2012 15 £17,000 and mncreases annually 1n
line with the retad price index The Crosby Warren lease runs untl December 2022 and can be

determined on 3 months notice The annual cost 1s £20,000 and 1s currently under review

Related party transactions

The Company recetved services from its parent Europa Oil & Gas (Holdings) pic to the value of
£881,000 (2010 £906,000) Ths included geological, operanonal and financl services provided by the

executtve directors of Europa O1l & Gas (Holdings) plc

At the end of the year the Company owed the following unsecured amounts to related parties

2m
£000
Europa O1l & Gas (Holdings) plc 9,240
Comprising
Loans (note 16} 9,116
Other payables (note 15) 124

During the year, the Company provided no services to subsidiary and other Group compantes

At the end of the year the Company was owed the following amounts by 1ts fellow subsidiaries

2011
£000
Europa Oul & Gas Resources Limited 3
Europa O1l & Gas SRL 6,435
Total 6,438

Post reporting date events

2010
£000
5,700

5,466
234

2010
£000

6,175
6,175

On 21 October 2011, PA Barrett resgmed, and HGD Mackay was appomted as a director of the

Company

The award of two Licensing Options over acreage in the 2011 Trsh Atlantic Margin Round was nonfied

on 17 October 2011

Ultimate parent undertaking

The parent company and ulumate controlling company 1s Europa O1l & Gas (Holdings) plc, a company
registered 1n England and Wales, the accounts of which are available from 11 The Chambers, Vineyard,

Abingdon, OX14 3PX

32




