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Europa Oil & Gas Limited

Directors’ report

The directors present their report and the audited financial statements for the year ended 31 July 2012

Principal Activities
Europa’s busmness comprises three core strands production, apprasal and exploration and these activities

take place 1n three European jurisdictions UK, Ireland and France and one mn the North Afnican territory
of SADR.

Licence Interests Table

Fietd/
Country Area Licence Prospect Operator Equity Status

DLO03 Woest Firsby Europa 100% | Production

DLG01 Crosby Warren Europa 100% | Preduction

East PL199/215 Whisby-4 BPEL 65% | Production

as'

Midlands PEDL150 Hykeham Europa 75% | Exploration

UK PEDL180 Wressle Egdon 33% | Exploration

PEDL181 Caister Europa 50% | Exploration

PEDL182 Broughton Egdon 33% | Exploration

Weald PEDL143 Holmwood Europa 40% | Exploration

North Sea Holderness QOffshore UCG Eurapa 30% | Exploration

Humber South Offshore UCG Europa 90% | Exploration

ireland Porcupine LO 11/7 Mullen Europa 100% | Exploration

L0 11/8 Kiernan Europa 100% | Exploration

Berenx {deep

France Aguitaine Béarn des Gaves and shallow) Europa 100% | Exploration/Appraisal
Tarbes V d'Adour | Osmets/lacque Europa 100% | Exploration/Appraisal

SADR Tindouf Bir Lehlou Europa 100% | Exploration

Aaiuun Hagouma Europa 100% | Exploration

Business review

United Kingdom

Highlights

* Achteved producton target of 200 boepd

* Wressle or Broughton well expected early 2013

United Kingdom — Exploration NE Lincolnshire

PEDL180 33.3% (Wressle)

PEDIL180 covers an area of 100 km? in the East Midlands Petroleum Province south of the Crosby
Warren field Europa has an equal working interest share in the block with its partners Egdon Resources
and Celtique Energie The Wressle prospect has estimated mean gross unnsked recoverable resources of
241 mmbo 49 km? of 3D seismic acqusition covering PEDL180 and PEDL182 has been processed
Dnlling at either Wressle or Broughton 1s targeted for early 2013

PEDL182 33.3% (Broughton)
To the north, PEDL182 15 an area of 40 km? wath the same equty structure as that of PEDL180 The

Broughton prospect was previously dulled by BP and flowed ol Broughton has estimated mean gross
unnisked recoverable resources of 1 85 mmbo




Europa 0il & Gas Limited

Directors’ report (continued)

United Kingdom (continued)

PEDLI159 75% (Hykcham)

To the south west of Lincoln, PEDL150 covers 110 km? Europa has a 75% wmterest, the balance being
held by Valhalla The Hykeham well was dolled 1n 2010 Despite encountening potential ol pay, the well
failed to flow o1l on test The well results have been comprehensively reviewed and 1t 1s clear that fallure
to flow 1s due to extremely poor reservoir quality and the well will be plugged and abandoned The Board
has further deaded to wrte-down the carrying value of the PEDL150 block, resulung m an Income
Statement charge of £2 1 mullion

Dorking area PEDL143 40% (Holmwood)

The PEDL143 licence covers an area of 92 km? of the Weald Basin, Surrey Europa has a 40% working
mterest in the licence with partners Egdon Resources 38 4%, Altwood Petroleum 1 6%, and Warwick
Energy 20% The Holmwood prospect 1s a Jurassic sandstone project with a relatively low geological nsk
profile It has mean gross recoverable resources of 5 64 mmbo Europa considers Holmwood to be one of
the best undrilled exploration prospects onshore UK

The prospect lies south of Dorking within the Surrey Hills Area of Outstanding Natural Beauty and an
unsuccessful application to construct a temporary exploration well on the site was made 1 2011 An
appeal to overturn the decision was heard at a public inquuiry 1n July 2012 The appeal was dismissed on 26
September 2012 The partnership 1s 1n the process of contesting that decision 1n the High Court

United Kingdom — Production - West Firsby (WF) 100%; Crosby Warren (CW) 100%; Whisby W-4
well 65%

The three UK fields produced an average of 200 boepd m the pertod The 19% increase 1n full year ol
volumes to 72,360 barrels compared to the previous year 1s partly a result of the WE-9 well at West Firsby
coming on stream In additon, our operations teamn has implemented a senes of mutiatives aimed at
mproving operational efficency that have contributed to a reduction m downtime and n turn, a
significant increase in the number of barrels recovered duning the year

This strong performance was achieved despite unscheduled downtime m December 2011 caused by a hole
n a section of the WF-7 tubing The workover programme was completed on schedule, keeping the effect
of the shut-1n on overall production to a minimum

In connection with our review of assets, the Company considered the potential value 1n fracking the CW-1
well A technucal review of pressure data recovered from the well m early 2012 mndicated that the rsks
clearly outweighed possible mcreases 1n production and 1t was therefore decided not to frack the well The
Board further decided to record a £785,000 impairment charge against the Crosby Warren assets

Current 2P producing reserves are estunated at 0 65 mmbo

United Kingdom — Unconventional recources

Underground Coal Gasification (UCG) 90%

In August 2010, Europa was awarded two licences by the UK Coal Authority to mvestigate the potential
for undesground coal gastfication {UCG") of virgin coals located near offshore, along the eastern coast of
England Europa has a 90% nterest in the licence with Oxford Energy Consultng Limited holding the
remaining 10%

PEDL181 50% NE Lincolnshire

Europa holds licences covenng an area of over 600 km? i the Humber Bastn that have the potental for
both conventional oil and gas resources at Caister and possibly also for shale gas resources held m
Carboniferous basinal black marine shales known to be 120m thick m the region




Europa 0il & Gas Limited

Directors’ report (continued)

France

Highlights
* CPR assesses Berenx Deep prospect at 277 bef mean contingent resource
* Berenx shallow gas prospect identified with 75 bef gas in place

LEuropa holds 100% imterests in two permits with both appraisal and exploration potential 1n the Aquitaine
Basin, adjacent to the producing Lacg-Meillon gas fields The permut renewal process started during the
financial year and the Company ss actively engaged with the relevant French authonties We did not fully
meet our expenditure commitments in the first phase of either permit, and as a result there 15 a nisk that
they will not be renewed But, based on correspondence recetved to date from the authontes, we have a
reasonable expectation that both permuts will be renewed

Béarn des Gaves 100%

The Berenx appraisal project, located m the heartland of the French oil industry in the Aquitamne Basin,
has previously been explored and drlled by EssoRep Two wells, Berenx-1 (1969) and Berenx-2 (1972),
both encountered strong gas shows over a 500m thick gas bearing zone In 1975 Berenx-2 was re-entered,

dnll stem tested and flowed gas to surface The carbonate reservorr 15 similar to the nearby 9 tcf Lacq
Field and 2 tef Meillon Freld.

Europa possesses all available data for both wells Good quality 2ID seaismic exists for the licence as well as
a reprocessed 3D seismic dataset covering the area between Betenx and Lacq Europa’s technical work
indicates that the ongmnal Berenx wells wete dolled on the western edge of a sizeable structure which
could hold 1n excess of 500 bef of recoverable gas resources In the recent Competent Person's Report,
ERC Equipoise estimated gross mean unnsked resources of 277 bef for the deep Berenx gas play The
difference between Europa’s and ERC's assessment of resources reflects the confidence of each party in
mapping in a geologically complex terrain, Europa was able to map a larger area of closure and as a
consequence larger resources

The project also benefits from bemng located only 20 km from the Lacq Field, which potenually provides a
straightforward export route, allowing gas to be processed in an existing facility with spare capacity

Re-evaluation and mterpretation of existing setsmic and well data on the permut has resulted in the
dentification of a previously unknown shallow gas play Previous exploration on the concesston had
focused only on deep lying gas prospects

In the CPR, ERC Equipoise suggested gas m place at Berenx shallow of 75 bef Europa estimates gross
mean untisked gas resources of 59 bef We have identfied new shallow prospectivity in the permut area
and information about these additional prospects will be released in due course

Current activity on the licence 1s focused on undertaking a detaled structural analysis and geological
modelling which will provide a predicave model for the orientation and density of fracture systems in the
carbonate reservoirs

Qur strategy for the Béarn des Gaves permit s to target the shallow gas play and dnll a well to deliver a
commercial flowrate and on the back of success to further explore shallow prospectivity and undertake
work to de-nisk the Berenx deep appraisal project

Tarbes Val d'Adour 100%

The Tarbes Val d'Adour permit contains several o1l accumulations that were previously licensed by Elf
but were abandoned in 1985 due to low o1l prices Two fields, Jacque and Osmets, were drlled using
vertical wells which generated modest production At 1ts peak n 1982, Osmets produced up to 50 bopd
while peak production at Jacque reached almost 30bopd m 1981 Europa commussioned the French
Geological Survey to map the potential re-development area of the Osmets and Jacque fields from a
reprocessed 2D data set This work 1s now complete

Europa intends to farm-out this and, with a partner, dnll a re-development well on one of these fields n
2013




Europa Oil & Gas Limited

Directors’ report (continued)

Ireland

Explotation - Porcupine Basin LO 11/7 and LO 11/8 (Mullen and Kiernan) 100%

In October 2011, Europa was awarded two exploration Licensing Options 11/7 and 11/8 in the Insh
Atlantic Marpin licensing round These cover two four-block parcels 1n the South Porcupine Basin
sttuated off the west coast of Ireland wath a total area of approximately 2,000 km? Previous dalling in the
North Porcupine Basin led to the discovery of Connemara, Spanish Pomt and Burren, providing evidence
for the existence of a viable petroleum system Butren in particular flowed ~700 bopd from a Lower
Cretaceous sandstone reservoir We have identified two large stratigraphic traps at prospects Mullen and
Kiernan i Lower Cretaceous submarme fan systems simlar to those that have been proved to be

successful elsewhere along the Atlanttc Margins

The areas are situated on the flanks of the South Porcupine Basin 1 water depths of between 700 metres
and 2,000 metres There ate modest work programmes attached to the licences over a two year period
requiting reprocessing and interpretation of seismic data, and, subject to approval of the lmsh
Government, an option to convert into a 15 year Frontier Exploration Licence with associated obligations
to undertake se1ismic and dntling operations

Since acquiring the licences, the Company’s i house technical team has been working to map the
prospectvity of the Licencing Options with a view to securing a farm-out

Sahbrawi Arab Democratic Republic {SADR)

Exploration - Bir Lehlou and Hagouna 100%

Europa holds mterests in the Bir Lehlou and Hagounia blocks of the Sahrawi Arab Democratic Republic
The 100% nterest mn the licences covers almost 80,000 km? of exploration acreage and crosses the
Tindouf and Aamn Basmns The concession has sigmificant potenttal for both conventional and
unconventional gas resources, specifically shale gas The Tindouf Basin 1s geologically stmular to the
prolific Algerian Palaecozoic Basins Meanwhile, the Aamn Basin 1s an Atlantic margin basin stmilar to that
developed along the West African margin

Conclusion

In the last twelve months Europa has conducted a detaled technical review of its entire exploration,
appratsal and production portfolio As a consequence of this work we have identified an exating new
shallow gas play 1n our Béarn des Gaves permit in France and confirmed Berenx Deep as a gas appraisal
project with mean gross contingent resources of at least 277 bef In May we delivered a CPR to the
market providing clanty on the nisk and value 1 our UK and French assets We have 1dentfied two new
and potentially very large prospects 1n the South Porcupine Basin offshore Ireland Whalst at the hugh nisk
and high reward end of the exploration spectrum they are part of the Lower Cretaceous clastic play that
has proved very successful elsewhere in the Atantc Margin and further work will be undertaken to de-
nsk the prospects

In July we mounted a very strong planning appeal for the Holmwood exploration well, a prospect that we
regard as the best undnlled exploration prospect m onshore UK Though the appeal was dismissed by the
planning mspector, we continue to believe our case is strong and we have applied to the High Court 1n
order to contest the deciston Our UK production had an excellent year generating £2 1 milhon cash to
the Company and I am delighted to report that we delivered on our production promise of 200 boepd

The next twelve months will see at least one exploration well drilled in PEDL180 or PEDL182 1n the UK
with the possibility of a follow up exploration well contingent on success We are seeking to jomnt venture
our Insh and French assets In particular we wish to test the shallow gas play mn the Béarn des Gaves
permit as a matter of prionity as we believe the Aquitaine Basin has the potential to provide rapid
commercialisation of any gas discovery Offshore Ireland 1s beginning to recetve renewed nterest from
the upstream oil industry and we have identified two prospects in Europa’s acreage in the Porcupine
basin The size of these structures 1s tremendously exciting and warrants further prionity investigation,
taking them to drillable status It 1s also our intent to add new opportunities to our portfolio Europa 1s in
the deal flow and addittonal projects wall be added in due course We will work our UK producing assets
hard and continue with innatives to reduce opex, augment production and hit our production targets




Europa Qi & Gas Limited
Directors’ report (continued)

Results for the year and dividends
The Company loss for the year after taxation was £7,236,000(2011 loss £382,000) The directors do not
recommend the payment of a dividend (2011 i)

Directors
The directors who served duning the year were as follows

P Greenhalgh
HGD Mackay {appointed 21 October 2011)
PA Barrett {resigned 21 October 2011)

No director had, dunng the year or at the end of the year, a matenal interest 1n any contract 1n relation to
the Company’s activities

Post reporting date events
Details of post reporting date events ate included 1n Note 24 to the financial statements

Capital structure and going concern

After making enquiries, the directors have formed a judgement at the ume of approving the finanaal
statements that there 15 a reasonable expectation that the Company can continue in operational existence
for the foreseeable future This judgement 1s based on, the performance of 1ts existing o1l production and
correspondence with other Group companites and 1ts bankers

Further information can be found m Note 1

Accounting policies
A full hst of accounting policies 1s set out mn the notes to the accounts

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

= So far as that ditector was aware there was no relevant avalable mformation of which the
Company’s auditors were unaware
s That director had taken all necessary steps to make themselves aware of any relevant audit

mformation, and to establish that the Company’s auditors were awate of that informaton
Auditors

In accordance with the Compames Act 2006, a resolution for the re-appomtment of BDO LLP as
auditors of the Company will be proposed at the Annual General Meeting on 11 December 2012

Approved by the Boatd of directors and signed on behalf of the Board on 11 December 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 1 accordance
with applicable law and regulations

Company law requires the directors to prepare financial statements for each financal year Under that law
the directors have chosen to prepare the Company financial statements in accordance with Internanonal
Financal Reporting Standards (IFRSs) as adopted by the European Union Under company law the
directors must not approve the financial statements unless they are sansfied that they give a true and fair
view of the state of affairs of the Company and of the profit or loss of the Company for that year

In prepating these financial statements, the directors are required to
® select sustable accounting polictes and then apply them consistently,
*  make judgements and accounting estinates that are reasonable and prudent,

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

¢ ptrepare the financal statements on the going concern basss unless 1t 1s mappropnate to presume
that the company will continue 111 business

The directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the company’s transactions and disclose with reasonable accuracy at any time the financial
posiion of the company and enable them to ensure that the financial statements comply with the
tequirements of the Compartues Act 2006 They ate also responstble for safeguarding the assets of the
company and hence for taking reasonable steps for the prevention and detecton of fraud and other
rregularities




Europa Oil & Gas Limited

Report of the independent auditors

independent auditor's report to the members of Europa Oil & Gas Limited

We have audited the financial statements of Europa Oi1l & Gas Limuted for the year ended 31 Jjuly 2012
which comprse the statement of comprehensive income, the statement of financial position, the
statement of changes 1n 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 1s apphcable law and
International Financial Reporung Standards (IFRSs) as adopted by the European Union and applied 1n
accordance with the provisions of the Companies Act 2006

This report 1s 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 might state to the company’s
members those matters we are required to state to them i 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 explamed more fully 1n the Statement of directors’ responsibilities, the directors are responsible for the
preparation of the financial statements and for being savsfied that they give a true and fawr view Our
responstbility 15 to audit the financial statements in accordance with applicable law and International
Standards on Auditing (UK and Ireland) Those standards require us to comply with the Auditing
Practices Board’s (APB’s) Ethical Standards for Auditors

Scope of the audit of the financial statements
A descnption of the scope of an audit of financial statements 1s provided on the APB’s website at
www frc org uk/apb/scope/pnvate cfm

Opinion on financial statements
In our optnion

® the financal statements give a true and fair view of the state of the Company’s affairs as at 31 July
2012 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 Uniton,

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

Emphasis of matter - renewal of French Permits

In forming our opinion on the financial statements which 1s not modified we draw your attention to the
disclosures made 1 Note 10 of the financial statements concerning the renewal of the French exploration
permits

As disclosed 1n Note 10, the Group’s French exploration permits are currently in the renewal phase with
the French authonties The Group did not meet its expenditure commitments on those permuts and
therefore there 15 a nisk that the permits will not be renewed by the French authonines Although the
directors are confident that the permits will be renewed, there can be no guarantee Should the permits
not be renewed, the impact on the financal statements will be the impairment of the French intangible
assets disclosed in Note 10 These financal statements do not include the adjustmnents that would result if
the permuts are not renewed

Opinion on other matters prescribed by the Companies Act 2006
In our opinion the informaton given in the Directors’ report fot the financial year for which the financial
statements are prepared 1s consistent with the financial statements
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Report of the independent auditors (continued)

Matters on which we are required to report by exception
We have nothmng to report 1n respect of the following matters where the Compantes Act 2006 requires us
to repott to you if, in our opmion

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

* the company finanaal statements are not 1n agreement with the accounung records and returns,
or

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

» we have not recetved all the informaton and explanations we require for our audit

290 Wf

Anne Sayers, Sentor Statutory Auditor

For and on behalf of BDO LLP, Statutory Auditor
London

United Kingdom

11 December 2012

BDO LLP s a limited hability partnership registered 1n England and Wales (with regsstered number
0C305127)




Europa Qil & Gas Limited

Statement of comprehensive income
for the year ended 31 July 2012

2012 2011

Note £000 £000

Revenue 2 5,080 3,766
Other cost of sales (2,728) (2,242)
Exploration write-off - intangibles 10 (2377) -
Write-off — loans to group companes 14 (5,454) -
Impasrment of producing frelds 11 (785) (425)
Total cost of sales (11,344) (2,667)
Gross (loss)/ profit (6,264) 1,099
Admunstrative expenses (351 (384)
Finance income 7 - 114
Finance costs 8 (1,351) (397)
(Loss)/ profit before taxation 3 (7,966) 432
Taxation 9 730 (814)
Total comprehensive loss for the year (7,236) (382)

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

Statement of financial position as at 31 July 2012

2012 2011

Note £000 £000
Assets
Non-current assets
Intangible assets 10 2,145 2,936
Property, plant and equipment 11 4,807 6,225
Loans to group companies 14 4 6,438
Deferred tax asset 17 14 930
Total non-current assets 6,970 16,529
Current assets
Inventories 13 57 43
Trade and other recervables 14 1,160 557
Cash and cash equivalents 202 297
Total current assets 1,419 897
Total assets 8,389 17,426
Liabilities
Cutrent liabilities
Trade and other payables 15 (1,052) (928)
Current tax liabilities (87) -
Total current hiabilities (1,139) (928)
Non-current liabihties
Long-term borrowings 16 (8,456) (9,116)
Deferted tax habihtes 17 (2,873) {4,600)
Long-term provisions 18 (1,950) (1,570)
Total non-current liabilities (13,279 (15,292)
Total liabilittes (14,418) (16,220)
Net (habilities) / assets (6,029) 1,206
Capital and reserves attributable to equity holders of the
company
Share capital 19 2 2
Share premmum 19 3,266 3,266
Retained deficit 19 (9,297) (2,062)
Total equity (6,029) 1,206

These financial statements were apptoved by the Board of directors on 11 December 2012 signed on its
behalf by

P Greenhalgh
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 2012

Balance at 1 August 2010

Total comprehensive loss for the
year
Share based payments

Balance at 31 July 2011

Balance at 1 August 2011

Total comprehensive loss for the
year
Share based payment

Balance at 31 July 2012

The accompanying accounting policies and Notes form part of these financial statements.

Share Share Retamned Total
capital premium deficit Equty
£000 4000 £000 £000
2 3,266 (1,683) 1,585
- - (382) (382)
- - 3 3
2 3,266 (2,062) 1,206
Share Share Retamned Total
capital premium deficit Equity
£000 £000 £000 £000
2 3,266 {2,062) 1,206
- - (7,236) (7,236)
- - 1 1
2 3,266 (9,297) (6,029)
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Europa Oil & Gas Limited

Statement of cashflows for the year ended 31 July 2012

Note

Cash flows from operating activities

Loss from operations

Adjustments for
Share based payments 20
Depreciation 11
Exploration write-off - intangibles 10
Exploration write-off — loans to Group companies 14
Impairment of property, plant & equipment 11
Finance income 7
Finance expense 8
Taxation (credit)/expense 9

Increase in inventories
Increase 1n trade and other recetvables
Decrease 1n trade and other payables

Cash genierated from operations
Income tax refund recetved

Net cash from operating activities

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

Loans to subsidiaty compantes

Net cash used in investing activities

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

Interest pard

Net cash from financing activities

Net mncrease 1n cash and cash equivalents
Exchange gamn/ (loss) on cash
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

2012
£000

(7,236)

1

633

2,377

5,454
785

1,351
(730)
49
(606)
(111)

1,904

1,904

(16)
(1,095)

)
(1,118)

(92';)
(1)
(938)

(152)
57
297

202

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)

2912

831
(34
(500)

297

The accompanying accounting policies and Notes form part of these financial statements.
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Eurcopa Oil & Gas Limited

Notes to the financial statements

Accounting Policies

General information

Europa Ot & Gas Limited 1s a company mcorporated and domuciled in England and Wales with
registered number 3093716 The address of the repistered office 1s 6 Porter Street, London, W1U 6DD
The company’s administrative office 1s at the same address

The nature of the company’s operations and its principal activities are set out in the Directors’ report
The functional and ptesentational currency of the company 1s Sterling (UK £)

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

The accounting policies that have been applied mn the opening statement of finanaal position have also
been apphed throughout all periods presented in these financial statements These accounting polices
comply with each IFRS that 1s mandatory for accounting periods ending on 31 July 2012

Future changes in accounting standards
The IFRS financial mnformation has been drawn up on the basts of accounting standards, interpretations
and amendments effective at the beginning of the accounting penod

There were vartous amendments to published standards and mterpretations to existing standards effectve
1 the year adopted by the Company

The following are amendments to existing standards and new standards which may apply to the Company
in future accounting periods

Effective date

(penods

beginning

on or after)

IAS 12 * Deferred Tax Recovery of Underlying Assets 1 Jan 2012
IFRS 9 * Finanaal instruments 1 Jann 2013

Itermns 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

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 Ol & Gas
(Holdings) plc which are publicly available The Company 1s engaged m o1 and gas exploration,
development and production through umincorporated joint arrangements The Company accounts for 1ts
share of the results and net assets of these joint arrangements In addition, where the Company acts as
operator to the joint arrangement, the gross habilittes and recervables (including amounts due to or from
non-operating partners) of the jomnt arrangement are mcluded 1n the statement of finance position

Going concern

After making enquinies, the directors have formed a judgement at the time of approving the financial
statements that there 1s a reasonable expectation, based on the Company’s cash flow fotecasts that the
Company can continue 1n operational existence for the foreseeable future, which is deemed to be at least
12 months from the date of signing these finanaal statements This judgement ts based on the
performance of existing o1l production and correspondence with other Group comparnues and bankers

Revenue Recognition

Revenue, excluding value added tax and similar taxes, represents net mvoiced sales of the Company’s
share of o1l and gas revenues in the year Revenue is recognised at the end of each month based upon the
quantity and pnce of oil and gas delivered to the customer

14




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

Accounting Policies (continued)

Non-current assets

O1l and gas interests

The financial statements with regard to otl and gas exploraton and appraisal 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-hicence expenditure 1s expensed as directed by IFRS 6 Expenditure on licence acquisition costs,

geological and geophysical costs, costs of dnlling exploration, appraisal and development wells, and an
appropriate share of overheads (including directors’ costs) are capitahised and accumulated 1n cost pools
on a geographical basts These costs which relate to the exploration, apprasal and development of o1l and
gas interests are initially held as imntangible 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 o1l and gas project the related
pre-production assets are transferred from intangible non-current assets to property, plant and equipment
and depreciated upon commencement of production withmn the appropnate cash generating umit

Impairment tests

For the purposes of assessing impatrment, assets are grouped at the lowest levels for which there are
separately idennfiable cash flows (cash generating units) As a result, some assets are tested mdividually for
impatrment and some are tested at cash generating unit level

An impatrment loss 1s recognised for the amount by which the asset's or cash generating umit's carrying
amount exceeds its recoverable amount The recoverable amount 1s the higher of fair value, reflecting
matket conditions less costs to sell, and value 1n use based on an internal discounted cash flow evaluation
Impatrment losses recognised for cash-generating umits, to which goodwill has been allocated, are credited
mnitially to the carrying amount of goodwill Any remaining impairment loss 1s charged pro rata to the
other assets in the cash generating urnut With the exception of goodwall, all assets are subsequently
reassessed for indications that an impairment loss previously recognised may no longer exist

Property, plant and equipment
Items of property, plant and equipment are imtially recogmsed at cost As well as the purchase price, cost

mcludes directly attributable costs and the esttmated present value of any future unavoidable costs of
dismantling and removing items The corresponding hability 1s recogmised within provisions

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

on a unit of production bass, which 15 the ratio of ol and gas production in the period to the estmated
quantities of proven plus probable commercial reserves at the end of the period, plus the preduction 1n
the pertod Costs used 1n the unit of production calculation compmnse 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 resetves or future field development costs are dealt with prospectively

Computer equiptnent, software, and furniture are depreciated on a 25% per annum straight line basis

Reserves

Proven and probable o1l and gas reserves are estimated quantites of commercally producible
hydrocarbons which the existing geological, geophysical and engineering data shows to be recoverable in
future years The proven reserves included herein conform to the defimtion approved by the Society of
Petroleum Engineers (SPE) and the Wotld Petroleum Congress (WPC) The probable and possible
tesetves conform to defimittons of probable and possible approved by the SPE/WPC using the
deterministic methodology Reserves used in accounting estimates for depreciation are updated
periodically 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 ume
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Europa Oil & Gas Limited

Notes to the financial statements (continued)

Accounting Policies {(continued)

Non-current assets {continued)

Reserves (continued)

Reserves are adjusted, 1n the year that formal updates are undertaken or as a consequence of operational
performance and plans, and the business environment at that tme, with andy resulang changes not
applied retrospectively

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

decommuission an appraisal, development or producing well A corresponding non-current asset (included
within producing fields in Note 11) of an amount equivalent to the provision 1s also created. The amount
recognised 15 the esttmated cost of decommussioning, discounted to its net present value and 1s reassessed
each year in accordance with local condittons and requements For producing wells, the asset 1s
subsequently depreciated as part of the capital costs of production facihties wathin tangible noncurrent
assets, on a unit of production basis Any decommussioning obligation 1 respect of a pre-production asset
15 carrted forward as part of 1ts cost and tested annually for impairment 1n accordance with the above

policy
Changes in the estimates of commercial reserves or decommussioning 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 decommissioning provision 1s included
within interest expense

Taxation
Current tax 1s the tax payable based on taxable profit for the year

Deferred income taxes are calculated using the balance sheet liability method on temporary differences
Deferred tax 1s generally provided on the difference between the carrying amounts of assets and habilities
and their tax bases However, deferred tax 1s not provided on the imtial recogmtion of goodwill, nor on
the 1itial recognition of an asset or hability unless the refated transaction 1s a business combination or
affects tax or accounting profit Deferred tax on temporary differences associated with shares mn
subsidianies and joint ventures 1s not provided if reversal of these temporaty differences can be controlled
by the Company and 1t 1s probable that reversal will not occur m the foreseeable future Tax losses
available to be carned forward as well as other mcome tax credits to the Company are assessed for
recogrution as deferred tax assets

Deferred tax liabihittes are provided m full, with no discounting Deferred tax assets are recognsed to the
extent that 1t 15 probable that the underlying deductible temporary difference will be able to be offset
against future taxable income Current and deferred tax assets and hiabilities are calculated at tax rates that
are expected to apply to their respective pentod of realisation, provided they are enacted or substantively
enacted at the reporting date

Changes in deferred tax assets or habilities are recognised as a compoenent of tax expense in the mcome
statement, except where they relate to 1tems that are charged or credited directly to equuty in which case
the related deferred tax 1s also charged or credited directly to equity

Foreign currency
The Company prepares its financial statements 1n Sterling

Transactions denominated 1n foreign currencies are translated at the rates of exchange ruling at the date of
the transaction Monetary assets and habilities 1n foreign currencies ate translated at the rates of exchange
ruling at the reporting date Non-monetary items that are measured at historical cost 1n a foreign cutrency
are translated at the exchange rate at the date of transaction Non-monetary items that are measured at fair
value 1n a foreign currency are translated using the exchange rates at the date the farr value was
determined

Any exchange differences arising on the settlement of monetary items or on translating monetary items at
rates different from those at which they were ininally recorded are recognised in the Income Statement in
the penod 1 which they anse
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Europa Oil & Gas Limited

Notes to the financial statements (continued)

Accounting Policies (continued)

Foreign currency {continued}

Exchange differences on non-monetary items are recognised 1 the Statement of Changes in Equuty to the
extent that they relate to a gamn or loss on that non-monetary item taken to the Statement of Changes in
Equity, otherwise such gains and losses are recognised i the Income Statement

The monetary assets and habihties 1n the financial statements of foreign substdianies are translated at the
rate of exchange ruling at the reporting date Income and expenses are translated at monthly average rates
providing there is no sigmficant change in the month The exchange differences ansing from the
retranslation of the opening net investment i subsidiaries are taken directly to the foreign exchange
resetve i equity On disposal of a foreymn operation the cumulative translation differences are transferred
to the mncome statement as part of the gam or loss on disposal

Europa O1l and Gas Limited 1s domcled 1n the UK, which s 1ts pnmary economic environment and the
Company’s functional currency 1s UK Pounds Sterling The Company’s current operations are based in
the UK, France and SADR and the functional currencies of the Company's subsidiaries are the prevailing
local currenctes in each jumsdiction Given that the functional currency of the Company 1s Sterling,
management has elected to continue to present the consolidated financial statements of the Company mn
Sterhng

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

Investments
Investments, which are only mvestments in subsidiaries, are carried at cost less any impatrment

Financial instruments

Financial assets and habtlittes are recogrused on the staternent of financial position when the Company
becomes a party to the contractual provistons of the mstrument The Company classifies financial assets
mto loans and recetvables, which comprise trade and other recervables and cash and cash equivalents The
Company has not classified any of its financial assets as held to matunity or available for sale or fair value
through profit or loss

Trade and other recervables are measured imtially at fair value plus directly attmbutable transaction costs,
and subsequently at amortised cost using the effective interest rate method, less provision for impatrment
A provision 1s established when there 15 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 comprehensive income

Cash and cash equivalents comprise cash held by the Company, short-term bank deposits with an onginal
maturity of three months or less and bank overdrafts Within the consolidated statemnent of cash flows,
cash and cash equivalents includes the overdraft drawn against the multi-currency facihty described m
Note 16

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

Other financial habilities
Include the following items

Bank and other borrowings are mtally recognised at fair value net of any transaction costs directly
attnbutable to the 1ssue of the mstrument Such interest bearing hiabilites are subsequently measured at
amortised cost using the effective mnterest rate method, which ensures that any mterest expense over
the period to repayment 1s at a constant rate on the balance of the habiity carried 1n the statement of
financial positton Interest expense in this context includes mmtial transaction costs and any mterest or
coupon payable while the liability 1s outstanding

Amounts owed to Group companies, trade payables and other short-term monetary hiabilittes, which
are mitally recognised at fair value and subsequently carried at amortised cost using the effective
mnterest method
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Europa Cil & Gas Limited

Notes to the financial statements (continued)

Accounting Policies (continued)

Financial instruments (continued)

Financal labiities and equity instruments 1ssued by the Company are classified 1n accordance wath the
substance of the contractual arrangements entered into and the defimtions of a financial habdity and an
equity instrument An equity mstrument 1s any contract that evidences a residual mterest 1n the assets of
the Company after deducting all of 1ts habilites Equity instruments 1ssued by the Company are recorded
at the proceeds received, net of direct 1ssue costs

Leased assets

In accordance wiath IAS 17, the economic ownership of a leased asset 1s transferred to the lessee if the
lessee bears substantially all the risks and rewards related to the ownership of the leased asset The related
asset 18 recogmised at the tme of inception of the lease at the fair value of the leased asset or, 1if lower, the
present value of the minimum lease payments plus incadental payments, 1f any, to be borne by the lessee
A corresponding amount 1s recogrused as a finance leasing habihity

The nterest element of leasing payments represents a constant proportion of the capital balance
outstanding and 1s charged to the income statement over the period of the lease All other leases are
regarded as operating leases and the payments made under them are charged to the ihcome statement on a
straight line basis over the lease term Lease incentives are spread over the term of the lease

Dunng the current or prior year the Company did not have any finance leases

Inventories
Inventories comprse ol 1n tanks stated at the lower of cost and net realisable value

Joint arrangements

Jomnt arrangements are those i which the Company holds an interest on a long tetm basis which are
jomntly controlled by the Company and one or more venturers under a contractual arranpement When
these arrangements do not constitute entities 1 their own nght, the financial statements reflect the
relevant proportion of costs, revenues, assets and labiines apphcable to the Company’s mterests 1n
accordance with LAS 31 The Company’s exploraton, development and production activities are generally
conducted jointly with other compamies 1n this way

Share-based payments

All goods and services recerved 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 instrument granted to the employee
This fair value 15 apprassed at the grant date and excludes the impact of non-market vesting conditions
(for example, profitability and sales growth targets)

All equity-settled share-based payments are ultumately recogmised 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 recogmised i the mncome statement of the
subsidiary In the parent company accounts there 1s an imncrease m the cost of the investment in the
subsidiary recerving the benefit

If vesting periods or other non-market vesting conditions 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 if there 1s any indication that the number of share options expected to vest
differs from previous estimates Any cumulative adjustment prior to vesting 1s recognised mn the current
period No adjustment 1s made to any expense recognused in prior penods if the number of share optons
ultimately exercised 1s different to that imtially estimated.
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Europa 0il & Gas Limited

Notes to the financial statements (continued)

Accounting Policies {continued)

Critical accounting judgements and key sources of estimation uncertainty

Details of the Company’s significant accounting judgements and critical accounting estimates are set out

in these financial statements and include

Accounting judgements and estimnates

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

estimates of cash flows

e Carrymg value of property, plant and equipment (Note 11} — carrying values are justified by

teference to future estimates of cash flows

® Decommissioning provision (Note 18) — mnflaton and discount rate estunates are used mn

caleulating the provision

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

optons

Business segment analysis

In the opmion of the directors the Company has one class of business, bemng ol and gas exploration

development and production

The Company operated in 4 prncpal operating segments of business betng the production and
exploration activity in the United Kingdotn and the exploration activity in Ireland, France and North
Africa Activities are reported to Management on this basis

Management focuses on revenue, operating costs and capital expenditure

Segmental income statement for the year ended 31 July 2012

North

The reporting on these mnvestments to

UK Ireland  France Afn Total
ca

£000 £000 £000 £000 £000
Continuing operations
Revenue 5,080 - - - 5,080
Other cost of sales (2,728) - - - (2,728)
Exploration wnite-off - intangibles (2,377) - - - (2,.377)
Wrete-off — loans {5,454) - - - (3,454)
Impatrment of producing fields (785) - - - (785)
Cost of sales {11,344) - - - (11,344)
Gross profit (6,264) - - - (6,264)
Administrative expenses (310 - - (41) (351)
Finance costs (1,351) - - - (1,351)
Loss before tax (7,925) - - (41) (7,966)
Taxation 730 - - - 730
Loss for the year (7,195) - - (41) (7,236)
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Europa Oil & Gas Limited

Notes to the financial statements (continued)

Business segment analysis (continued)

Segmental statement of financial position as at 31 July 2012

North

UK Ireland  France Total
Africa
£000 £000 £000 £000 £000
Total non-current assets 5,856 67 1,047 - 6,970
Total current assets 1,419 - - - 1,419
Total assets 7,275 67 1,047 - 8,389
Total non-current liabilities (13,279) - - - (13,279)
Total cutrent hiabilities (1,139) - - - (1,139
Total habilities {14,418) - - - (14,418)
Other segment 1tems
Capital expenditure 523 67 521 - 1,111
Depreciation 633 - - - 633
Share based payments 1 - - - 1
Segmental income statement for the year ended 31 July 2011
North
UK Ireland  France Africa Total
£000 £000 £000 £000 £000
Continuing operations
Revenue 3,766 - - - 3,766
Orher cost of sales (2,242) - - - (2,242)
Exploration write-off - - - - -
Imparment of producing fields 425) - - - (425)
Cost of sales (2,667) - - - (2,667)
Gross profit 1,099 - - - 1,099
Administrative expenses (347) - - (37 (384)
Finance mcome 114 - - - 114
Finance costs (397) - - - (397
Profit before tax 469 - - G7 432
Taxation (814) - - - (814)
Loss for the vear (345) - - 37 (382)
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Europa Oil & Gas Limited

Notes to the financial statements (continued)

Business segment analysis (continued)

Segmental statement of financial position as at 31 July 2011

UK Ireland  France Total
£000 £000 £000 £000
Total non-current assets 16,003 - 526 16,529
Total cutrent assets 897 - - 897
Total assets 16,900 - 526 17,426
Total non-current habilities {15,292) - - (15,292)
Total current habilittes (928) - - (928)
Total liabilities (16,220) - - (16,220)
Other segment items
Capital expenditure 3,013 - 216 3,229
Depreciation 317 - - 317
Share based payments 3 - - 3

Loss for the year before taxation
Loss for the year 1s stated after charging-

Deprectation

Staff costs including directors
Exploration wrte-off
Impairment of producing fields
Fees payable to the auditor
Operating leases

Directors’ emoluments (salaries and fees)

All directors

The emoluments of the directors were borne by another Group company

Employee information

Average number of employees mncluding directors

Management and technical
Field exploration and production

21

2012
L£000
633
230
7,831
785
29
37

2012
£000

2012
Number

o

2011
£000
317
226

425
29
35

2011
£000

2011
Number
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Europa Oil & Gas Limited

Notes to the financial statements (continued)

Employee information {continued)

Staff costs 2012 2011
£000 £000

Wages and salanes 182 179
Employers costs 24 23
Pensions 22 21
Share based payments 1 3
229 226

Loss on disposal of investment and discontinued operations
The sale of the remaimng Ukraine assets has been completed As it 1s not matenal to the Company, the
costs of mantaming the asset and the sales proceeds have been included in Admimistrative expenses

Finance income

2012 2011

£000 £000
Exchange rate gamns - 114
Finance costs

2012 2011

£000 £000
Bank interest payable 8 28
Loan interest payable Kyl 27
Interest on tax payment 1 -
Unwinding of discount on decommissioning provision (Note 18) 130 92
Exchange rate losses 833 -
Bank charges 2 6

1,351 397
Taxation

2012 2011

£000 £000
Current tax expense/ (credit) 87 (925)
Deferred tax asset movement 916 -
Released deferred tax hability/deferred tax charge (1,733) 1,739
Tax (credit)/charge (730) 814

UK corporation tax 1s calculated at 30% (2011 - 30%) of the estmated assessable profit for the year
Taxation in other junisdictions 1s calculated at the rates prevating in the respective junsdictions

2012 2011
£000 £000
(Loss) / profit before tax per the accounts (7,966) 432
Tax reconabiation
(Loss)/ profit on ordinary activities muluplied by the standard rate of
corporation tax 1n the UK of 30% (2011 30%%) (2,390) 130
Expenses not deducuble for tax purposes 1,636 2
Other reconaling items including tax payable at a hugher rate in the UK 24 682
Total tax (credit)/charge (730) 814
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Notes to the financial statements (continued)

Intangible assets

2012 2011
£000 £000
At 1 August 2,936 2,579
Additions 1,586 357
Exploration write-off (2,377) -
At 31 July 2,145 2,936

Intangible assets compnse the Company’s pre-production expenditure on licence interests as follows

2012 2011

£000 £000
France 1,047 526
UK PEDL 143 (Holmwood) 443 202
UK PEDL 150 (SW Lincoln) - 2,032
UK PEDL 180 (NE Lincs) 282 70
UK PEDL 181 13 106
UK PEDI. 182 193 -
Ireland — Porcupine Basin 67 -
Total 2,145 2,936
Exploration wrte-off
UK PEDL150 (Hykeham) 2,070 -
EPI3-Brates(Romania) 307 -
Total 2,377 -

As highlighted 1 the Directors’ report, the renewal process for the Béarn des Gaves and Tarbes permuts 1s
underway The company did not tmeet its expenditure commitments in the first phase of the permuts and
as a result there 1s a risk that the permits will not be renewed by the French authontes Based on
correspondence recerved to date from the authonties, the directors have a reasonable expectation that the
permits will be renewed Should the pernuts not be renewed, then there would be an impairment of the
French intangible assets
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Europa 0il & Gas Limited

Notes to the financial statements (continued)

Property, plant and equipment

Producing fields
2012 2011
£000 £000
Cost
At 1 August 10,580 7,572
Additons - 3,008
At 31 July 10,580 10,580
Depreciation and depletion
At 1 Aupust 4,355 3,613
Charge for year 633 317
Impairment 785 425
At 31 July 5,773 4,355
Net Book Value
At 31 July 4,807 6,225

The producing fields referred to 1 the table above are the productton assets of the Company, namely the
otlfields at Crosby Warren and West Firsby, and the Company’s share i the W-4 well at Whisby

The carrying value of each produang field was tested for unparment by companng the carrying value
with the value 11 use The value 1n use was calculated using a discount rate of 10% In 2012, as a result of
the reduction 1n reserves, there was an impairment at Crosby Warren of £785,000 (2011 £257,000) There
was no impairment at West Firsby (2011 £168,000) or Whisby W-4 well

Investments
Investment in subsidianes £000
31 July 2011 and 31 July 2012 -

The Company’s investments at the reporting date 1n the share capital of unhsted companies mclude 100%
of the ordinary share capital of each of the following companies

e Furopa Oi & Gas SRL registered n Romamia The results of thus company have been mcluded m
the consolidated accounts of the parent company Europa Ol & Gas (Holdings) plc

e FEuropa O1l & Gas Resources Ltd registered in UK. The results of this company have been
mnctuded 1n the consolidated accounts of the parent company Europa O1l & Gas (Holdings) plc

The sale of the company’s assets i Europa Nafta & Gas Ukraine registered in Ukraine was completed 1n
the year

The agpregate capital and reserves, and result for the year of the subsidiaries are as below

2012 2011
Aggregate capital and reserves £000 £000
Europa O1l & Gas SRL (10,6%9) (3,953)
Europa Nafta & Gas Ukrame - (458)
Europa O1 & Gas Resources Lid (42) (32)
Loss for the yeat
Europa O1 & Gas SRL (10,342) (56)
Europa O1l & Gas Resources Ltd 103 ®
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Europa Oil & Gas Limited

Notes to the financial statements (continued)

inventories
2012
£000
1l 1n tanks 57
Trade and other receivables
2012
Current trade and other receivables £000
Ttade recetvables 1,056
Other recetvables 65
Prepayments and accrued mcome 39
1,160
Non-current trade and other recervables
Owed by Group undertakings 4

2011
£000
43

201
£000
438
99
20

557

6,438

Loans to Group companies are interest free and are repayable on demand but currently have no planned

repayment date

A loan to Europa Oil & Gas SRL (“SRL”) was written off to exploration costs at the end of the year as
the projects costs in SRL have been wntten off mn the Group accounts and 1t was felt that the monies

owed by SRL would not now be recoverable

Trade and other payables

2012
£000
Trade payables 928
Accruals and deferred income 97
Owed to Group undertakings 27
1,052

25

2011
£000
719
85
124

928
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Europa Oil & Gas Limited

Notes to the financial statements (continued)

Borrowings

The Royal Bank of Scotland (RBS) multi-currency facility signed on 5 March 2012 provides an overdraft
of up to £700,000 At 31 July 2012 the facility was not used (2011 facility not used) The facility 1s due to
be renewed 31 January 2013

2012 2011
Loans repayable mn less than one year £000 £000
Mult-option facility - -
Term loan - -
Total short term borrowing - -
Loans repayablen 2 to 5 years
Term Loan - -
Loan from parent 8,456 9,116
Total loans repayable in 2 to 5 years 8,456 9,116
Total long term bortowing ' 8,456 9,116

The loan from the parent company represents borrowings agamst a faclity put in place on 21 July 2008
with Europa O1l & Gas (Holdings) plc

Deferred Tax

The Company has recognised a non-current deferred tax asset of £14,000 (2011 930,000) 1n respect of
losses ansing in the year, within the UK ning fence It 1s expected that these losses will be utilised against
profits ansing 1n the 2013 financial year

2012 2011
Recognised deferred tax habihty: £000 £000
As at 1 August 4,606 2,867
(Credited)/charged to income statement (1,733) 1,739
At 31 July 2,873 4,606

The Company has a net deferred tax liability of £2,873,000 (2011 £4,606,000) ansing from accelerated
capital allowances

2012 2011
Unrecognised deferred tax asset: £000 £000
Accelerated capitat allowances (335) (158)
Trading losses 1,279 1,181
Net deferred tax asset 944 1,023

The Company has an unprovided net deferred tax asset of £944,000 (2011 £1,023,000), in relatton to
overseas trading losses of £3 47mullion, that has not been recognised mn the accounts as the oming of the
utthsation of the losses 1s considered uncertamn
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Europa Oil & Gas Limited
Notes to the financial statements (continued)

Long term provision

2012 201

£000 £000
As at 1 August 1,570 1,395
Charged to the statement of comprehensive income 130 92
Added to explorabon wnte-off 250 -
Added to property, plant & equiptnent non-current assets - 83
At 31 July 1,950 1,570

The addition during the year 1s a provision for decommussioning the Barchuz well which was dnlled by the
company’s Romanian subsidiary

Decommusstoning provisions are based on third party estimates of work which will be required and the
judgement of directors By its nature, the detailed scope of work required and timing 15 uncertain
Hykeham and Barchiz are the only wells where decommussioning 1s anticipated before 2020

Called up share capital

2012 2011
£000 £000
Authorised
1,000,000 ordmmary shares of 10p each 100 100
Allotted, called up and fully paid
19,344 ordinary shares of 10p each (2011 19,344) 2 2
All the authonsed and allotted shares are of the same class and rank pan passu
The following describes the purpose of each reserve within owners’ equaty
Reserve Descniption and purpose
Shate premium Amount subscnbed for share capital in excess of norminal value
Retained deficit Cumulative net gains and losses recognised 1n the consolidated mcome statement
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Europa 0il & Gas Limited

Notes to the financial statements (continued)

Share based payments
Employees of the Company have been granted a total of 360,000 ordinary 1p share options 1n Europa O1l
and Gas (Holdings) plc (2011 360,000)

The options are exercisable one third 18 months after grant, a further thied 30 months after grant and the
balance 42 months after grant There are no further vesting conditons The latest date at which these can
be exercised 15 the 10th anniversary from the date of award During the year no options were granted,
exercised forfeited or expired The fair value of the various options was determined using a Black Scholes
Merton model, and the inputs used to determine these values are detailed 1n the table below

Grant date 11 November 1December 23 October
2004 2006 2009

Number of options 160,000 80,000 120,000

Share prce at grant 325p 21 5p 13 3p

Exercise price 25p 25p 16p

Volaulity 40% 50% 60%

Dividend yield ml ml nil

Rusk free investment rate 4 80% 4 90% 274%

Opton bife (years) 625 625 6

Fair value per share 16 76p 10 16p 6 58p

Volatlhity for the shares granted on 11 November 2004 was based on the Company's share price volatiity
in the first year of flotation on the AIM market Volatiity for subsequent grants has been based on the
patent company’s share price volatiity since flotatton

Based on the above fair values the charge ansing from the grant of employee share options was £1,000
(2011 £3,000)

2012 2012 2011 2011
Number of Average Number of Average
options exercise options exercise
price price
Outstanding at the start of the year 360,000 22p 360,000 22p
Qutstanding at the end of the year 360,000 22p 360,000 22p
Exercaisable at the end of the year 319,998 227p 279,999 237p

No optons were granted, forfeited or exeraised 1n the year {2011 nal)

Financial instruments

The Company’s financial instruments comprse cash, bank borrowings, loans, cash, and items such as
recetvables and payables which anse directly from its operations The company’s activities are subject to a
range of financial risks the main ones being credit, hquudity, interest rates, commodity prices and foreign
exchange These nsks are managed through ongoimng review taking into account the operational, business
and economic arcumstances at that time

Credit risk

The Company sells all crude o1l produced to one mulunational o1l company The customer 15 invoiced
monthly for the o1l delivered to the refinery in the previous month and invoices are settled i full on the
15th of the following month At 31 July 2012 trade recetvables were £1,056,000 (2011 £438,000)
representing one month of o1l revenue £417,000 and other recervables in respect of o1l delivenies made on
behalf of other parties and joint venture partners £639,000 (2011 one month of oil revenue} The fair
value of trade recevables and payables approximates to thewr carrying value because of their short
maturity Any surplus cash 1s held on deposit with Royal Bank of Scotland The maximum credit exposure
1n the year was £513,000 (2011 £479,000)
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Notes to the financial statements (continued)

Financial instruments {(continued)

Liquidity risk

Though the Company has the benefit of a regular revenue stream, there 15 sull a need for bank financing
The Group has in place a £700,000 flexsble multi-currency facility wath 1ts bankers which can be utlised 1n
etther Sterhng or foreign currency via an overdraft At the year end there was no overdraft (2011 no
overdraft)

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

Trade and Long term

At 31 July 2012 other payables borrowings
£000 £060

6 months ot less 935 -
6-12 months 117 -
2-5 years - 8,456
Total 1,052 8,456
At 31 July 2011
6 months or less 928 -
2-5 years - 9,116
Total 928 9,116

Trade and other payables do not normally incur interest charges Borrowmgs bear interest at varable
rates

Interest rate risk

The Company has interest bearing habilities as described 1n Note 16 The £700,000 multi-currency facihity
1s secured over the assets of Europa O1l & Gas (Holdings) plc and Europa O1l & Gas Limiuted Interest 1s
charged on the multti-currency facihity at base rate plus 3% (2011 base plus 3%)

Commeodity price nsk

The selling price of the Company’s production of crude o1l 1s set at a small discount to Brent prices The
table below shows the range of prices achieved 1n the year and the sensitvity of the Company’s
Profit/(Loss) Before Taxation (PBT) to such movements 1n o1l price There would be a corresponding
mcrease or decrease in net assets

2012 2012 2011 2011
O1l price Month Price PBT Price PBT

$/bbl £000 $/bbl £000
Highest March 12 123 80 (7,338) 121 70 1,272
Average 11003 (7,960) 9870 432
Lowest June 12 9330 (8,729 756 (473)
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Notes to the financial statements (continued)

Financial instruments (continued)

Foreign exchange nsk

The Company’s production of crude ol 1s 1nvoiced in US Dollars Revenue 15 translated into Sterhing
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 sensiivity of the Company’s PBT to
movements in US Dollar exchange

2012 2012 2011 2011
2ate PBT Rate PBT
US Dollar Month $/L £000 $/L £000
Highest Aug 12 1628 (8,098) 1665 307
Average 1585 {7,966) 1594 432
Lowest May 12 1528 {7,778) 1557 559

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

2012 2011
Currency £000 £000
Euro @ 52)
US Dollar 480 548
Total 473 456

Capital nsk management

The company’s capital 1s closely momitored by the directors 1n the light of the capital needs of the Europa
Oul & Gas (Holdings) plc Group as a whole. Further details are disclosed 1in the Group Annual Report
and Accounts which are publicly available

Commitments

As at the 31 July 2012 the Group had contractual commitments to drill 2 wells and acquire seismic 1n the
UK

Europa’s share of costs for these wells and other exploration activities over the next year 1s approximately
£17 mihon This commitment 1s expected to be met from cash generated from production and
borrowings referred to 1n Note 16

An apprassal/production well at Osmets (Tarbes Val d’Adour, France) would be dalled 1n 2013 subject to
reaching agreement with a partner In the Sahraw1 Arab Democratic Republic a further £3 mulhon 1s
comutted pending a resolution of the political situation 1n the country

Europa O1l & Gas Limited pays an annual site rental for the land upon which the West Firsby and Crosby
Warren o1l field faclites are located The West Firsby lease runs unnt September 2022 and can be
determuned upon giving 2 months notice The annual cost 1s currently £18,000 and increases annually 1n
line with the retal prce index The Crosby Warren lease runs unol December 2022 and can be
determined on 3 months’ notice The annual cost 1s currently £20,000
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Europa Oil & Gas Limited
Notes to the financial statements (continued)

Related party transactions

The Company received services from its parent Europa O1l & Gas (Holdings) ple to the value of
£1,094,000 (2011 £881,000) This included geological, operational and financial services provided by the
executive directors of Europa O1l & Gas (Holdings) ple

At the year end the balance owed by Europa O1l & Gas SRL to the Company (£5,454,000) was wntten
off to Income statement

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

2012 2011
£000 £000
Europa O & Gas (Holdings) ple 8,483 9,240
Comprising-
Loans (Note 16) 8,456 9,116
Other payables (Note 15) 27 124

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

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

2012 2011
£000 £000
Europa Oil & Gas Resources Limited 4 3
Europa O1l & Gas SRL - 6,435
Total 4 6,438

Post reporting date events

On 19 September, Europa announced 1t had 1idennfied two large prospects — Mullen and Kiernan 1 the
Irish South Porcupine Basin Further mformation on the size of the Mullen prospect was published on 6
November

On 27 September 1t was announced that the Holmwood planning appeal had been dismissed On 1
November it was announced that Europa had applied to contest the decision 1n the Figh Court

Ultimate parent undertaking

The parent company and ultmate controlling company 1s Europa Od & Gas (Holdings) plc, a company
registered 1n England and Wales, the accounts of which are available from 6 Porter Street, London, W1U
6DD
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