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Europa Ofl & Gas Limited

Directors’ report

The directors present thetr report and the audited financial statements for the year ended 31 July 2010

Principal Activities
The principal acuvity of Europa Oil & Gas Limued (Europa) 1s investment in o1l and gas exploration,
development and production The Company’s assets and actvines are located m the United Kingdom,
France, and Western Sahara In 2010 Europa was awarded two new licences for Underground Coal
Gasificaton (UCG) The Board has considered and will conunue to consider investments in Europe and
the North Afnca regron

Licence interests Table

Field/
Country Area Licence Prospect QOperator Equnty Status

DLOO3 Woest Firsby Europa 100% | Production

DLOO1 Crosby Warren Europa 100% { Preduction

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

ast

Midlands PEDL150 W Whisby Europa 75% | Exploration

UK PEDL180 Wressle Europa 50% | Exploration

PEDL222 valhalla 50% | Exploration

PEDL181 Caister Europa 50% | Exploration

Weald PEDL143 Ho!mwood Europa 40% | Exploration

North Sea Holderness Offshore UCG Europa 90% | Exploration

Humber South Offshore UCG Europa 90% | Exploration
France Aquitame Béarn des Gaves Berenx Europa 100% | Exploration/Appraisal
Tarbes V d'Adour | Osmets/Jacque Europa 100% | Exploration/Appraisal

Western Tindouf Bir Lehloy Europa 100% | Expleraticn

Sahara Aawun Hagounia Europa 100% | Expleration

Business review
The Company holds interests in 14 licences (see table), with 12 1n Europe and 2 1n North Africa The

company strives to mamntain a balanced portfolio and to use production to build revenue through low nsk
drdling, and pay for high reward wells

United Kingdom
The core of Europa’s portfolio in the UK 15 mn the East Midlands, a basin with a long history of successful
o1l exploration and producrion with potential for additional reserves and vast unconvennonal resources

Production/Development

~ W W, V), ¥ Yo
The Company holds mterests in three producing cilfields in the East Midlands The main operating base
15 at the West Fursby Field, 15km north of Lincoln The production 1s tankered by road to the refinery at
Immungham in North East Lincolnshire Current 2P reserves are 14 mmbo, having recently been
mcreased due to the identification of additional Zone 1 reserves at West Firsby Thus resulted from a
thorough review of the seismuc and well data to calculate revised oil-in-place figures and a detailed review
of producton hustory to conclude that significant o1l remains 1n the upper Zone | reservoir




Europa OIl & Gas Limited

Directors’ report (continued)
UK (continued)

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

West Firsby produces from two wells on a jet pump system at combmed rates of up to 105bopd A
programme of site improvements and production optmisation 15 neanng complenon and a new Zone 1
production well 15 expected to be dnlled 1n late 2010

At Crosby Warren, 1n the grounds of the Scunthorpe steelworks, the two producuon wells operate on
traditonal beam pumps or nodding donkeys, producing up to 40bopd All producing and exploranon
assets are tested annually for possible impairment In the case of Crosby Warren, the CW2 well, dnlled 1n
2007 has conunued to produce relatively small quanties of ol This led to an overall carrying value for
the site which was not supported by the expected future cash flows from existung o1l production As a
result, the Board took the decision to write down the book value of the Crosby Warren sue from
£2,694,000 to £1,682,000, resulting 1n an impatrment charge in the Statement of Comprehensive Income
of £1,012,000

At Whisby, just to the west of Lincoln, a well dnlled by Europa mn early 2003 remamns on steady
production, currently producing around 88bopd gross (35 bopd net to Europa) on beam pump

n— 1ncoln 181 - 50% 50 - 75%), D I
(PEDL 143 - 40%)
Europa operates a number of expioration licences in the UK, some with ‘ready-to-drill” prospects
In NE Lincolnshire, PEDL180 and PEDIL181 lcences contain two prospective areas the Wressle
Prospect and the Caister Horst The seismic database over these two areas, compnsing a mixed 2D/3D

vintage daraset, has been reprocessed and work 15 ongoing to develop dulling locaucns  Prospect size 1s
in the region of 5 to 8 mmbo recoverable (unrisked)

Within the PEIDL150 concession, the Hykeham well was drilled in the year Despite encountening oil pay,
the well has failed to flow o1l to date, thought to be prncipally as a result of formation damage incurred
dunng drilling Though the likely forward plan 1s to plug and abandon the well, the investment has not
been wnitten off as prospectivity withan the rest of the block, which includes the West Whusby feature, 15
beleved to be good Lessons learnt at Hykeham waill be apphed in the drilling of other prospects in the

same reservolr mnterval

The PEDL222 licence (50%), sinated to the north of the Whisby Field, does not contain any prospects
large encugh to warrant dnlhing The modest investment to date has been written off and for the
remainder of the hicence term Europa will assume operatorship to assess resource potental

In PEDL143 in the Weald Basin, Europa and 1ts partners continue to work to secuting planning
permusston to dnll the Holmwood-1 exploraton well, south of Dorking It 1s hoped permission will be
granted late in 2010

Unconventional Resources — Underground Coal Gasification and Shale Gas
Europa has been awarded two hcences (90%) by the UK Coal Authonty to investgate underground coal

gastfication of virgin coals along the eastern coast of England These hcences are sttuated in areas with

deep coal measures with hittle structural complexity and a proxaimity to exssting gas and uahty
infrastructure

Underground Coal Gasificauen (UCG) 1s a developing technology that recovers up to 80% of the calonfic
value of i sstu coal by a process of controlled combusuon UCG, when combmed with CO» storage
the depleted coal seams, creates a source of energy which rivals nuclear for low enussions and has lower
umit costs than conventional gas-fired power stations

With only 30% utisation rate for the coals, the esnmated potential UCG energy resource mn these two
licence areas 1s 36x10% Joules or 6 bilbon barrels of o1l equivalent

In addiion, the Company’s large holding of over 600km? of the Humber Basin, has potennal for
significant shale gas resources from Carboniferous basinal shales Whlst this 1s being evaluated, activides
1n shale gas exploraton elsewhere in the UK Carboniferous basins are being momitored with interest
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Europa Oll & Gas Limited

Directors’ report (continued)

France
Europa holds two exclusive licence in the Aquitame Basin, adjacent to the world-class Lacq-Meillon gas
developments

Apprasal — Berenx Structure (Béarn des Gaves Permyt - 100%

The mamn focus for Europa 15 the apprassal of the Berenx gas wells, where a high pressure high
temperature well encountered 500m of gross gas shows and mud gas kicks 1 spmlar reservorr to the
nearby STCF Lacq Field  In nud-2010, Europa took delivery of a reprocessed 3D seismic dataset
covenng the area between Berenx and Lacq The iminal mappmg indicates that the Berenx wells were
drilled on the western edge of a sizeable structure which could reservotr 1n excess of 1 mllion cubic feet of
recoverable gas reserve  The proxumity (20km) to the Lacq Field creates a straightforward export route,
allowmng the gas to be processed 1n an existing facility with spare capacity

The forward programme 15 for detalled mapping of the structure by expenenced Aquitame geoscientsts
followed by securing joint venture partner(s) for the dnlling of an apprasal well for 2011/2012

Field Re-devel nt and associat xploration — Tarbes Val d’Adour Licence {100%

This hcence contans several o1l accumulatons, previously produced by EIf but abandoned m 1985
umes of low o1l pnce  Europa commuissioned the French Geological Survey to map the potental field re-
development area of Osmets and Jacque from a reprocessed 2D data set and this work 1s now complete

It 15 hoped that, wath a pattner, a re-development well can be dnlled on one of these fields in 2011

Other Areas

In December 2009, the Company relinquished 1ts interest 1n the West Darag concession, onshore Egypt
The decision, driven by the lack of identfied dnll-ready prospects needed to commit to phase 2 of the
concession, resulted n a write-off of the £738,000 mvestment i Egypt

Western Sahar %) — Tindouf Basin and Awun Basin Licen

Europa holds interests m Western Sahara through SADR covenng almost 80,000km? of exciting
exploration acreage The Tindouf licence has great potenual for both conventional and unconventional
gas tesources, being geologically sumalar to the prolific Algenan Palacozoic basins The Amun Basin 1s an
Atlantic margin basin similar to that developed along the West African margin

As these hicense areas remaned in force majeure throughout the year, the Board decided to write-down
the intangible asset to ml value Though the mvestment has been wrtten down, Europa retains 1s 100%
interest i the 2 blocks

Conclusion

The Company’s broad asset base mn the EU 1s a perfect platform for growth — two projects with
Company-making potenual wall hft off m 2011 and the management miend o addittonally develop a
strong exploration-focused new venture strategy to take the Company to the next level



Europa Oll & Gas Limited
Directors’ report (continued)

Results for the year and dividends
The Company loss for the year after taxanon was £1,613,000 (2009 loss £387,000) The directors do not
recommend the payment of a dividend (2009 fml)

Directors
The directors who served during the year were as follows

PA Barrett
P Greenhalgh
IS Syba Resigned effecuve 31 August 2010

No director had, dunng the year or at the end of the year, a matenal interest 1 any contract in relatton to
the Company’s acuviues

Post balance sheet events
Detals of post balance sheet events are included m Note 24 to the financial statements

Accounting policles
A full bist of accounung policies 1s set out 1n 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 director was aware there was no relevant avalable information of which the
Company’s auditors were unaware
= 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 aware of that information

Auditors
A resoluton to re-appowt the auditors, BDO LLP, will be proposed at the next Annual General Meeting

On behalf of the Board 3 December 2010

Paul Barrett
Managing Director :




Europa Ol] & Gas Limited

Statement of directors’ responsibilities

The directors are responstble for prepanng the annual report and the financial statements m accordance
with applicable law and regulations

Company law requires the directors 1o prepare fimancial statements for each financial year Under that law
the directors have chosen to prepare the Company financial statements mn accordance with Internanonal
Financial Reporung Standards (JFRSs) as adopted by the European Umon Under company law the
directors must not approve the financial statements unless they are sausfied that they give a true and far
view of the state of affairs of the Company and of the profit or loss of the Company for that year

In prepanng these financial statements, the durectors are requred to
®  select suntable accounting policies and then apply them consistently,
¢ make judgements and accounting estimates that are reasonable and prudent,

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

® prepare the financal statements on the gomg concern basis unless it 15 mappropnate to presute
that the company will continue 1n business

The directors are responsible for keeping adequate accountng records that are sufficient to show and
explan the company’s transacuons and disclose with reasonable accuracy at any tme the financial
posiion of the company and enable them to ensure that the financtal statements comply with the
requrements of the Compames Act 2006 They are also responsible for safeguarding the assets of the
company and hence for taking reasonable steps for the preventon and detecton of fraud and other
wrregulanues




Europa Oll & Gas Limitod

Reportt of the independent auditors

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

We have audsted the financial statements of Europa Oil & Gas Limited for the year ended 31 July 2010
which compnse the statemment of comprehensive mncome, the statement of financial position, the
statement of shanges m equty, the statement of cash flows, and the related Notes 1 to 25 The financal
reportng {ramework that has been applied in the preparaton of the Company statements 1s apphcable law
and International Financial Reporting Standards (IFRSs) as adopted by the European Umion and applied
mn accordance with the provisions of the Companies Act 2006

Thus report 1s made solely to the company’s members, as a body, 1n accordance with sections 495 and 496
of the Compames Act 2006 Our audit work has been undertaken so that we might state 1o the company’s
members those matters we are required to state to them in an auditor’s report and for no other purpose
To the fullest extent permitted by law, we do not accept or assume responstbility to anyone other than the
company and the company’s members as a body, for our audit work, for this report, or for the opions
we have formed

Respective responsibilities of directors and auditors

As explained more fully m the Staternent of directors’ responsibilittes, the directors are responsible for the
preparation of the financial statements and for being sausfied that they give a true and fair view Our
responsibihity 15 1o audit the financial statements in accordance with applicable law and Internauonal
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

An audit mvolves obtunming evidence about the amounts and disclosures 1n the financial statements
suffictent to give reasonable assurance that the financial statements are free from matenal misstatement,
whether caused by fraud or error This mncludes an assessment of whether the accounung polcies are
appropnate to the Company’s crrcumstances and have been consistently applted and adequately disclosed,
the reasonableness of sigruficant accounung esumates made by the directors, and the overall presentation
of the financial statements

Opinion on financial statements
In our opmion

e the financial statements give a true and fair view of the state of the Company’s affairs as at 31 July
2010 and of the loss for the year then ended,

* the Company financial statements have been properly prepared 1 accordance with IFRSs as
adopted by the European Umnion,

® the Company financal statements have been prepared in accordance with the requirements of the
Companies Act 2006,

Opinion on other matters prescribed by the Companies Act 2006
In our opinion the mformation given in the Directors’ reporr for the financial year for which the financial
statements are prepared 15 consistent with the financal statements




Europa Oli & Gas Limlted

Reportt 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 Compantes Act 2006 requires us
to report to you if, mn our opinion

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

® the parent company financial statements are not 1 agreement with the accountng records and
remrns, or

*  certam disclosures of duectors’ remunerauon specified by law are not made, or

¢ we have not recewved all the informaton and explanauons we requure for cur audit

BDO i

Anne Sayers, Sentor Statutory Auditor

For and on behalf of BDO LLP, Statutory Auditor
London

United Kingdom

3 December 2010

BDO LLP 1s a lunited lhability partmership registered in England and Wales (with registered number
OC305127)



Europa Oil & Gas Limited

Statement of comprehenstve income
for the year ended 31 July 2010

2010 2009
Note £000 £0600
Revenue 2 3,091 2,937
Other cost of sales {1,899) (1,721
Exploration wnte-off 10 (1,008) {297)
Impatrment of producng felds 11 (1,012) -
Total cost of sales (3,919) (2,018
Gross (loss)/profit (828) 019
Admunistrative expenses (428) (287}
Fimance income 7 37 29
Finance costs 8 (413) {755)
Loss before taxaton 3 (1,632) (24)
Taxaton 9 19 {363}
Loss for the year (1,613) (387

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




Europa Oll & Gas Limited

Statement of financial position as at 31 July 2010

Note
Assets
Non-cutrent assets
Intangible assets 10
Property, plant and equipment 11
Investments 12
Loans to group compantes 14
Total non-current assets
Current assets
Inventones 13
Trade and other receivables 14
Current tax asset
Total current assets
Total assets
Liahilities
Current habilines
Trade and other payables 15
Current tax habihtes
Short-term borrowing 16
Total current habihties
Non-current liabilities
Long-term borrowings 16
Deferred tax lhiabihties 17
Long-term provisions 18

‘Total non-current habilites
Total habihties
Net assets

Capital and reserves attributable to equity holders of the
company

Share capital 19
Share premiam account 19
Retained earnings 19
Total equity

2010 2009
£000 £000
2,579 1,610
3,959 4,992
- 33
6,175 5,506
12,713 12,141
38 15
334 257
335 -
707 272
13,420 12,413
(1,105) (662)
(2) (588)
(900) (1,043)
(2,007) (2,293)
(5,566) (3,226)
(2,867) (2,558)
(1,395) (1,137)
(9,828) (6,921)
(11,835) (9,213)
1,585 3,199
2 2
3,266 3,266
(1,683) (69)
1,585 3,199

The accounts have been prepared in accordance with the special provisions of Part VII of the Companies
Act 1985 relating to small enuties These financal statements were approved by the Board of directors on

3 December 2010 signed on 1ts behalf by

P Gree
Finance Director
Company registration number 3093716

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

Statement of changes in equity
for the year ended 31 July 2010

Share Share Retamned Total
capital pternium earnings equity
£000 £000 £000 £000
Balance at 1 August 2008 2 3,266 309 3,577
Total comprehensive loss for the
year - - (387 (387)
Share based payments - - 9 9
Balance at 31 July 2009 2 3,266 (69) 3,199
Share Share Retained Total
capital premium earnings equity
£000 £000 £000 £000
Balance at 1 August 2009 2 3,266 (69) 3,199
‘T'otal comprehensive loss for the
year - - (1,613 {1,613)
Share based payment - - (1) (1}
Balance at 31 July 2010 2 3,266 (1,683) 1,585

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

Statement of cashflows for the year ended 31 July 2010

Cash flows from operaung activities

Loss from operatons

Adjustments for
Share based payments
Deprecianon
Exploration wrte-off
Impairment of property, plant & equipment
Investment in group company write off
Fimance mncome
Finance expense
Taxation (credit)/expense
(Increase)/decrease in inventories
Increase 1n trade and other receivables
Increase/(decrease) in trade and other payables

Cash generated from operanons
Income taxes paid

Net cash from operating activities
Cash flows used 1n investing activities

Purchase of property, plant and equipment
Purchase of mrangible assets

Net cash used 1n investing actuvities

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

Interest paxd

Net cash from financing activities

Net increase 1n cash and cash equivalents
Exchange (loss)/gain on cash
Cash and cash equivalents at beginming 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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Note

2010 2009
£000 £000
(1,613) (387)

n 9
468 527
1,008 297
1,012 .
33 -
(37 99)
413 755
(19) 363
(23) 1
(703) an
628 (262)
1,166 1,187
(597) (180)
569 1,007
(210) (178)
(2,253) (645)
(2,463) (823)
2,559 1,000
(450) (684)
(81) (59)
2,028 257
134 441
(41) 118
(593) (1,152)
(500) (593)




Europa Oll & Gas Limited

Notes to the financial statements

Accounting Policies

General information

Europa O1 & Gas Linited 15 2 company incorporated and domuciled in England and Wales with
registered number 3093716 The address of the registered office 1s 11 The Chambers, Vineyard, Abmgdon
OX14 3PX The company’s admimstrative office 1s at the same address

The nature of the company’s operations and its principal activities are set out 1n the Directors” report
The functional and presentanonal currency of the company 1s Sterling (UK /)

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

The accounung polictes that have been applied mn the opemng balance sheet have also been applied
throughout all penicds presented in these financial statements These accountng polictes comply with
each IFRS that 1s mandatory for accounung periods endmg on 31 July 2010

Future changes in accounting standards

The IFRS financial mformanon has been drawn up on the basis of accounting standards, mterpretanons
and amendments effective at the beginming of the accounting pertod The IASB and IFRIC have 1ssued
the following standards and interpretauons

There were no amendments to published standards and interpretations to extstng standards effective 1n
the year adopted by the Company

The following were amendments to published standards and interpretations to existing standards effective
1n the year and adopted by the Company

Effective date

{periods

beginning

on or after)

IAS1 Amendment - Presentation of financial statements a revised presentauon 1 Jan 2009

IAS 23 Amendment - Borrowing costs 1 Jan 2009

IFRS 2 Amendment - Share-based payment vesting conditons and cancellations 1 Jan 2009

IFRS 7 Amendment — Improving Disclosures about Financial Instruments 1 Jan 2009

Improvements to IFRSs (2009) 1 Jan 2009

LAS 27 Amendment - Consolidated and separate financial statements 1 Jul 2009

IFRS 3 Rewvised - Business combinations 1 Jul 2009
New Standards effective in the year relevant to the Group

IFRS 8 Operating Segments 1 Jan 2009

The adopuon of IFRS 8 and the amendment to IAS 1 and IFRS 7 affected the presentation and disclosure
of the financial statements The amendment to IAS 23 and IFRS 2 did not have any financial effect 1n the
year however the accounung polictes of the Group have been updated to reflect the requred
amendments The revision to IFRS 3 would affect the presentanion and disclosure of future business
combmations completed in the pertod, the accounting polictes have been updated to reflect the required
change

13




Europa Oll 8 Gas Limited
Notes to the financial statements (continued)

Accounting Policies {continued)

Future changes in accounting standards
Standards, interpretations and amendments to published standards effectove m the year but which are not
relevant 1o the Group

International Accounung Standards (LAS/IFRS)

Effective date

{pentods
beginning
on or after)
IFRIC 16 Hedges of a Net Investment 1n a Foreign Operation 1 Oct 2008
IFRS 1 and Amendments — Cost of an Investment in a subsidiary, joindy controlled 1 Jan 2009
IAS 27 entity or associate
IFRS 2 Amendment - Vesting condiions and cancellattons 1 Jan 2009
IAS 32 and Amendments - Puttable financial instruments and obligatons ansmg on 1 Jan 2009
1 hquidation
IFRIC 15  Agreements for the Construcnon of Real Estate 1 Jan 2009
IFRICY Amendments — Embedded dernvatives 30 Jun 2009
and LAS 39
1AS 39 Amendment —Recogniton and measurement Eligible hedged items 1 Jul 2009
IFRIC 17  Dismbutons of Non-cash assets to owners 1 Jul 2009
IFRIC 18  Transfers of assets from customers 1 Jul 2009
IFRS 1 First-time adopuen of international accounung standards 1 Jul 2009

Standards, mnterpretations and amendments, which are effecuve for reporting periods beginning after the
date of these financial statements

International Accountng Standards (IAS/IFRS)

Effective date

(periods

beginning

on or after)

IFRS 1 Additional exemptions for first-ime adopters 1 Jan 2010

IFRS 2 Amendment — Group cash-seitled share based payment transactions 1 Jan 2010

Improvements to ITFRSs (2009) generally 1 Jan 2010

IAS 32 Amendment — Classificavon of nights 1ssues 1 Feb 2010

IFRIC19*  Exungwshing financial habihnes with equity instruments 1 Apr 2010

IFRS 1 Amendment — first-time adopters of IFRS 1 Jul 2010

IAS24 Revised — Related party disclosures 1 Jan 2011

IFRIC 14  Amendment to IFRIC 14 —1AS 19 Limut on a defined benefit asset 1 Jan 2011
Mimmum funding requirements and their mteraction

Improvements to IFRSs (2010)* generally 1 Jan 2011

IFR39* Financial mstruments i Jan 2013

The above standards, interpretatons and amendments will not sigmficantly affect the Group’s results or
financial posinon The adoption of IFRS 9 will eventually replace LAS 39 in 1ts entirety and consequently
may have a matenal effect on the presentauon, classificavon, measurement and disclosures of the Group’s
financial mstruments

Items marked * had not yet been endorsed by the European Union at the date that these financial
statements were approved and authonsed for ssue by the Board
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Europa Ol & Gas Limitod
Notes to the financial statements (continued)

Accounting Policies (continued)

Basis of preparation

The Company 1s exempt from the obliganon to prepare and dehver consolidated group accounts as 1t has
been included in the consolidated group accounts of its unmediate parent company, Europa Oil & Gas
{Holdings) plc which are publicly avalable The Company 1s engaged mn ol and gas exploranon,
development and producnon through unmcorporated jomnt arrangements The Company accounts for s
share of the results and net assets of these joint arrangements In addmon, where the Company acts as
operator to the jomnt arrangement, the gross habihties and recervables (including amounts due to or from
non-operatung partners) of the joint arrangement are included 1n the balance sheet

Going Concemn

After making enquinies, the directors have formed a judgement ar the nme of approving the financial
statements that the additional capital raused by the parent on 14 Qctober 2010 alongside the Group’s
current forecast cash generanon enables the Company to remain a gomg concern for the foreseeable
future Thus 1s based on correspondence with the Group’s bankers, the performance of 1ts extsung o1l
production, and the spread of its prospective resources

Revenue Recognition

Revenue, excluding value added tax and sumilar taxes, represents net invoiced sales of the Company’s
share of o1l and gas revenues m the year Revenue 1s recognised at the end of each menth based upon the
quantity and price of oid and gas delivered to the customer

Non-current assets

Qil and gas mterests

The financial statements with regard to o1l and gas exploration and appraisal expenditure have been
prepared under the full cost basis This accords with IFRS 6 whuch permuts the contnued application of a
previously adopted accounung policy

Pre-production assets

Pre-licence expendsture s expensed as directed by IFRS 6 Expenditure on lcence acquisibon costs,
geological and geophysical costs, costs of drlling exploration, apprassal and development wells, and an
appropnate share of overheads (including dwrectors’ costs) are capitabised and accumulated 1n cost pools
on a geographical basis These costs which relate to the exploratuon, appraisal and development of o1l and
gas nterests are mutially held as intangible non-current assets pending determmanon of commercial
viabthty On commencement of production these costs are transferred to Producuon assets

Producuon assets

With the determination of commercial viability and approval of an ol and gas project the relaied pre-
production assets are transferred from intangble non-current assets to tangmble non-current assets and
depreciated upon commencement of production withun the appropriate cash generating unit

Impawement testg

For the purposes of assessing impairment, assets are grouped at the lowest levels for which there are
separately identifiable cash flows (cash generating units) As a result, some assets are tested individuaily for
mmpatrment and some are tested at cash generanung unut level

An impatrment loss 15 recognised for the amount by which the asset’s or cash generating umt's carrying
amount exceeds 1ts recoverable amount The recoverable amount 15 the higher of fair value, reflecung
market condinons less costs to sell, and value 1n use based on an internal discounted cash flow evaluauon
Impairment losses recogmsed for cash-generating units, to which goodwill has been allocated, are credued
imtally to the carrymng amount of goodwill Any remaining impairment loss 1s charged pro rata to the
other assets 1 the cash generanng unit With the excepuon of goodwill, all assets are subsequently
reassessed for imndicanons that an impairment loss previously recogmised may no longer exust




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

Accounting Policies (continued)

Non-current assets (continued)

Property, plant and equipment

Items of property, plant and equipment are minally recognised at cost As well as the purchase pnce, cost
mncludes directly attributable costs and the esumated present value of any future unavoidable costs of
dismanthng and removing tems The cerresponding hability 15 recognised within provisions

Depreciauon

All expenditure withun each geographical cost pool 1s depreciated from the commencement of producuon,
on a unit of producton basis which 1s the rato of od and gas producuon in the penod to the esumated
quantities of proven plus probable commercial reserves at the end of the period, plus the productien in
the peniod Costs used 1n the umt of producton calculation comprse the net book value of capitalised
costs plus the esumated future field development costs within each geographucal cost pool Changes in the
estimates of commercial reserves or future field development costs are dealt with prospectvely

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

Reserves

Proven and probable o1 and gas reserves are esumated quannties of commercuilly producible
hydrocarbons which the existung geological, geophysical and engineering data shows to be recoverable in
future years The proven reserves included herein conform to the definmon approved by the Soctety of
Petroleum Engneers (SPE) and the World Petroleum Congress (WPC) The probable and possible
reserves conform to defimnons of probable and possible approved by the SPE/WPC using the
deterministic methodology Reserves used 1n accountng esumates for depreciation are updated
penodically to reflect management’s view of reserves mn conjunction with third party formal reports
Reserves are reviewed at the tme of formal updates or as a consequence of operational performance,
plans and the business environment ar that ime

Reserves are adjusted, 1n the year that formal updates are undertaken or as a consequence of operational

J , ¥y P q P
performance and plans, and the business environment at that ume, with any resulting changes not apphed
retrospectively

Future decommissioning costs

A provision for decommusstonng 1s recognised 1n full at the pownt that the Group has an obbgation to
decommussion an appratsal, 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 esumated cost of decommissioning, discounted to 1ts net present value and 1s reassessed
each year m accordance with local conditions and requrements For producing wells, the asset 1s
subsequently depreciated as part of the capiral costs of production facihtes within tangible non current
assets, on a unit of production basts Any decommissioning obligation 1n respect of a pre-production asset
15 carrted forward as part of its cost and tested annually for impaurment i accordance with the above
policy

Changes i the estumates of commercial reserves or decomnussioning cost estunates are dealt with
prospectively by recording an adjustment to the provision, and a corresponding adjustment to the
decommussioming asset The unwinding of the discount on the decommissioning provision 1s ncluded
within interest expense
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Europa Ol & Gas Limited

Notes to the financial statements (continued)

Accounting Policies (continued)

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

Deferred income taxes are calculated using the balance sheet hability method on temporary differences
Deferred tax 1s generally provided on the difference berween the carrying amounts of assets and labihties
and their tax bases However, deferred tax is not provided on the mtial recogmition of goodwill, nor on
the mtial recogmution of an asset or habihty unless the related transactton 1s a business combipation or
affects tax or accounung profit Deferred tax on temporary differences associated wath shares in
subsidianies and joint ventures 15 not provided if reversal of these temporary differences can be controlled
by the Company and 1t 1s probable that reversal will not occur 1n the foreseeable future Tax losses
avalable to be camed forward as well as other income tax credits to the Company are assessed for
recogmtion as deferred tax assets

Deferred rax babiliues are provided in full, with no discounnng Deferred tax assets are recogmsed to the
extent that it 15 probable that the underlying deductble temporary dafference will be able to be offset
agamst future taxable income Current and deferred tax assets and labilitics are calculated at tax rates that
are expected to apply to their respective pertod of realisauon, provided they are enacted or substanuvely
enacted at the balance sheet date

Changes in deferred tax assets or habilities are recogmsed as a component of tax expense in the income
statement, except where they relate to items that are charged or credited directly o equity 1n which case
the related deferred tax 1s also charged or credited directly to equry

Foreign currency
The Company prepares 1its financial statements 1n Stethng

Transacuons denominated 1n foreign currencies are translated at the rates of exchange ruling at the date of
the wansaction Monetary assets and habilities i foreign currencies are translated at the rates of exchange
ruling at the balance sheet date Non-monetary items that are measured at histonical cost m a foreign
currency are translated at the exchange rate at the date of transacuon Non-monetary ttems that are
measured at fair value 1n a foreign currency are translated using the exchange rates at the date the far
value was determined

Any exchange differences ansing on the settlement of monetary items or on translaung monetary items at
rates different from those at which they were imually recorded are recogmsed in the Income Statement 1n
the period mn which they anse Exchange differences on non-monetary items are recogmsed in the
Statement of Changes m Equity to the extent that they relate to a gain or loss on that non-monetary item
taken to the Statement of Changes m Equty, otherwise such gains and losses are recogmsed in the
Income Statement

The monetary assets and habilites in the financial statements of foreign subsidianes are translated at the
rate of exchange ruling at the balance sheet date Income and expenses are translated at monthly average
rates providing there 1s no sigmificant change mn the month The exchange differences ansing from the
retranslanon of the opening ner mvestunent i subsidianies are taken directly to the "Forex reserve” in
equity On disposal of a foreign operation the cumulaave translanon differences are transferred to the
mncome statement as part of the gamn or loss on disposal

Europa Oil and Gas Limited 15 domiciled 1n the UK, which 1s 1ts pnmary economic environment and the
Company’s functional currency 15 UK Pounds Sterbng The Company’s current operations are based 1n
the UK, Ukramne, France, Western Sahara and Egypt, and the functional currencies of the Company's
subsidiaries are the prevaling local currencies 1n each junsdiction Given that the functional currency of
the Company 1s Sterling, management has elected to continue to present the consoldated financial
statements of the Company 1n Steriing
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Europa Oil & Gas Limited

Notes to the financial statements (continued)

Accounting Policies {(continued)

Foreign currency (continued)

The Company has taken advantage of the exempuon m IFRS { and has deemed cumulauve translauon
differences for all foreign operations to be mil at the date of transition ro IFRS The gam or loss on
disposal of these operations excludes translauon differences that arose before the date of transibon to
IFRS and includes later translanon differences

Investments
Investments, which are only investments 1n subsidianes, are carnied at cost less any impairment

Financial instruments

Fmancial assets and biabihittes are recogmsed on the balance sheet when the Company becomes a party 10
the contractual provisions of the instrument The Company classifies its financial assets into 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 matunty or available for sale or farr value through profit
or loss

Trade and other recesvables are measured at fair value 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 Income statement

Cash and cash equivalents compnse cash held by the Company and short-term bank deposits with an
onginal maturity of three months or less

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

Qther financial habilities

Include the following items

Bank borrowings are imtally recogmsed at farr value net of any transaction costs directly arenburable
to the 1ssue of the mstrument Such interest bearing hiabilines are subsequently measured at amorused
cost using the effective interest rate method, which ensures that any interest expense over the perted
to repayment is at a constant rate on the balance of the Lability carried 1n the balance sheet Interest
expense 1n this context includes 1mual transaction costs and any mterest or coupon payable while the

Labikty 15 outstanding

Trade payables and other short-term monetary labilittes, which are initially recognised at fair value and
subsequently carried at amornsed cost using the effective mterest method

Financial habilities and equity instruments 1ssued by the Company are classified i accordance with the
substance of the contractual arrangements entered nto and the definitions of a financial liabdity and an
equity mstrument An equuty mnstrument is any contract that evidences a restdual interest in the assets of
the Company after deductng all of 1ts liabilines Equity instruments 1ssued by the Company are recorded
at the proceeds recerved, net of direct 1ssue costs




Europa Oll & Gas Limited

Notes to the financial statements (continued)

Accounting Policies (continued)

Leased assets

In accordance with 1AS 17, the economic ownershup of a leased asset 15 transferred to the lessee 1f the
lessee bears substanually all the nsks and rewards related to the ownership of the leased asset The related
asset 15 recognused at the nme of inception of the lease at the fair value of the leased asset or, if lower, the
present value of the mumum lease payments plus mcidental payments, if any, to be borne by the lessee
A corresponding amount 15 recogmised as a finance leasing habihty

The interest element of leasing payments represents a constant proportton of the capual balance
outstanding and 15 charged to the ncome 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 income statement on a
straight line basis over the lease term Lease incenuves are spread over the term of the lease

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

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

Joint arrangements

Jomnt arrangements are those in which the Company holds an interest on a long term basis which are
jomntly controlled by the Company and one or more venturers under a contractual arrangement When
these arrangements do not consutute enuues 1 their own nght, the consohdated financal statements
reflect the relevant proportion of costs, revenues, assets and habihties applicable to the Company’s
interests 1n accordance with IAS 31 The Company’s exploration, development and production activities
are generally conducted jotntly with other companies in this way

Share-based payments

All goods and setvices recewved 1n 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 determuned indirectly by reference to the fair value of the instrument granted to the employee
This 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 equity-settled share-based payments are ulumately recognised as an expense 1 the income statement
with a corresponding credit to reserves Where options over the parent company’s shares are granted to
employees of subsidmries of the parent, the charge 1s recogmsed mn the mcome statement of the
subsidiary In the parent company accounts there 1s an increase mn the cost of the mnvesunent n the
subsidiary receiving the benefit

If vesting periods or other non-market vesting conditions apply, the expense 15 allocated over the vesting
pertod, based on the best available esumate of the number of share options expected to vest Estunates
are subsequently revised if there 1s any indication that the number of share opuons expected to vest
differs from previous estimates Any cumulatve adjustment prior to vesting 1s recognised 1n the current
pertod No adjustment 1s made to any expense recogmsed i prior periods if the number of share options
ultmately exercised 1s different to that muually esumated
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Europa Oll & 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 sigmficant accounung judgements and critcal accounting estimates are set out
1n these financial statements and nclude

Accounting judgements
¢ Discontinued operations (Note 6)
e  Carrying value of mtangible assets (Note 10)

Accounting estimates
¢ Carrying value of property, plant and equipment (Note 11)
* Decommussioning provision {(Note 18}
®  Share-based payments (Note 20)
¢  Financial mstruments Note 21)

Business segment analysis
In the opmion of the directors the Company has one class of business, being oil and gas exploration
development and producnon

The Company operated m 3 principal operating segments of business bemng the producnon and
exploration acuvity i the Umited Kinpdom, the exploration activity 1 France and exploration actvity in
North Africa Activinies are reported to Management on this basts The reporting on these investments to
Management focuses on revenue, operating costs and capital expenditure
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Europa Ol & Gas Limited

Notes to the financial statements (continued)

Business segment analysis (continued)

Segmenital income statement for the year ended 31 July 2010

Continuing operations
Revenue
Other cost gf sales

Exploration wnte-off

Imparrment of produceng frelds
Cost of sales

Gross profit/ (loss)

Admimistrative expenses
Finance income
Finance costs

Loss before tax
Taxauon

Loss for the year

Segmental statement of financial position as at 31 July 2010

Total non-current assets
Total current assets

Total assets

Total non-current liabihities
Total current habilities

Total habihities

Other segment 1tems
Capital expendirure
Depreciation

Share based payments

UK France ?{orth Total
nca
£000 £000 £000 £000
3,091 - - 3,091
{1.899) - - (1,899)
87) - (921) (1, 008
(1,012) - - (1,012)
(2,998) - (921) (3,919
93 - (921) (828) |
(396) - (32) (428)
37 - - 37
(413) - - (413) |
|
(679) - (953) (1,632)
19 - - 19
(660) - (953) (1,613) |
UK  France I:Fnh Total
rca
£000 £000 £000 £000
12,403 310 - 12,713
707 - - 707
13,110 310 - 13,420
(9,828} - - (9,828)
{2,007} - - (2,007
(11,835) - - (11,835)
2,049 169 245 2,463
468 - - 468
3 - @ )
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Europa Ol] & Gas Limited

Notes to the financial statements (continued)

Business segment analysis (continued)

Segmental income statement for the year ended 31 July 2009

Continuing operations
Revenue

Otbher cost of sales
Exploration write-off
Total cost of sales

Gross profit

Adminstrative expenses
Finance income
Finance costs

Profit / (loss) before tax
Taxauon

Loss for the year

Segmental statement of financial position as at 31 July 2009

Total non-current assets
Total current assets

Total assets

Total non-current hiabilines
Total current Labilities

Total habilities

Other segment items
Capital expenditure
Depreciation

Share based payments

UK France North Total
Africa

£000 £000 £000 £000

2,937 - - 2,937
(1,721} - - (1.721)
{297) . - (297)
(2,018) - - (2,018)
919 - - 919
271) - (16} (287)

99 - - 99
755) . . (759)
® - (16) @4)
(363) - - (363)
371) - (16) (387)
UK France I:\I;mh Total

rica

£000 £000 £000 £000
11,463 139 539 12,141
272 - - 272
11,735 139 539 12,413
(6,921) - - (6,921)
(2,29%) - - (2,293)
(9,214) - - (9,214)
655 91 146 892
527 - - 527

1 - 8 9
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Europa 0Oll & Gas Limited

Notes to the financial statements (continued)

Loss for the year is stated after charging:

2010 2009
£000 £000
Depreciation 468 527
Staff costs mcluding directors 192 211
Explorauon wrte-off 1,008 297
Impairment of property, plant and equipment 1,012 -
Fees payable to the previous auditor - 24
Fees payable to the auditor 11 32
Operaung leases 36 36
Directors’ emoluments (salaries and fees)
2010 2009
£000 £000
All directors - _
The emoluments of the directors were borne by another Group company
Employee information
Average number of employees including directors 2010 2009
Number Numbet
Management and techmcal 4 G
Field exploration and producuon 12 15
16 21

Figures include average of 12 staff (2009 15) based m the Ukraine terminated 1in 2010

Staff costs 2010 2009
£000 £000

Wages and salaries 149 147
Employers costs 26 37
Penstons 18 17
Share based (credits)/payments (1 10
192 21

Loss on disposal of investment and discontinued operations

The anncipated sale of the remamming Ukraine asset has not completed As 1t 1s not materal to the
Company, the cost of mamtaming the asset has been mcluded m Admumustratve expenses and the
comparatve peniod has been re-presented for consistency

Finance income

2010 2009
£000 £000
Exchange rate gamns 37 99
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Europa 0OIl] & Gas Limitod

Notes to the financial statements (continued)

Finance costs

2009
£000
53
126

79
491

755

2009
£000
406

(43)

2010
£000
Bank interest payable 62
Loan mterest payable 168
Interest on tax payment 4
Unwinding of discount on decommussioning provision {note 18) 85
Exchange rate losses 79
Bank charges 15
413
Taxation
2010
£000
Current tax (credit)/charge {328)
Deferred tax charge/(credit) 309
(1%

363

UK corporaton tax 1s calculated at 30% (2009 - 30%) of the esumated assessable profit for the year

Taxanon 1n other junisdictions 1s calculated at the rates prevashing in the respective junsdictions

2009
£000
(24}

D
195

10
175

(10)

363

2010
£000
Loss before tax per the accounts (1,632)
Tax reconceleation
Loss on ordinary acuvities muluplied by the standard rate of corporanon tax
in the UK of 30% (2009 30%) {490)
Losses carried forward not recoginsed for deferred tax 563
Expenses not deducuble for tax purposes 2
Supplementary taxation of Ring Fence profits (101)
Adjustment re prior year 7
Total tax (credit) / charge (19)
Intangible assets
2010
£000
At 1 August 1,610
Addnons 1,977
Explorauon wrte-off (1,008)
At 31 July 2,579

24

2009
£000
1,138
769

(297)

1,610
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Europa Ol & Gas Limited

Notes to the financial statements (continued)

Intangible assets (continued)
Intangible assets compnse the Company’s pre-production expenditure on heenses mnterests as follows

2010 2009

£000 £000
Egypt - 434
France 310 139
Western Sahara - 105
UK PEDL 143 (Holmwood) 189 179
UK PEDL 150 (SW Lincoln) 1,916 595
UK PEDL 180 (NE Lincs) 65 52
UK PEDL 181 99 65
UK PEDL 222 - 41
Total 2,579 1,610

In December 2009, the Company relinquished its interest i the West Darag concession, onshore Egypt
The decision, driven by the lack of denufied dnll-ready prospects needed to commuit to phase 2 of the
concession, resulted i a wrte-off of the mvestment 1 Egypt

As the license areas in Western Sahara remained 1n force majeure throughout the year, the Board decided
to wnte-down the intangible asset to ml value

With a lack of idenufied prospects in the PEDL222 concession, the Board also decided to write down the
investment to nil value

Within the PEDL150 concession, the Hykeham well was drlled 1n the year Though the likely forward
plan 1s to plug and abandon the well, the investment has not been wntten off as prospectivity within the
rest of the concesston area, which 1s considered as one cost pool, 15 good

Property, plant and equipment

Producing fields
2010 2009
£000 £000
Cost
At 1 August 7,125 7,002
Addivons 447 123
At 31 July 7,572 7,125
Depreciation and depletion
At 1 August 2,133 1,606
Charge for year 468 527
Impairment 1,012 -
At 31 July 3,613 2,133
Net Book Value
At 31 July 3,959 4,992

The producing fields referred to i the table above are the producten assets of the Company, namely the
oufields at Crosby Warren and West Firsby, and the Company’s share in the W4 well at Whisby

The carrying value of each producing field was tested for impairment As a result, the board decided to
wiite down the value of the Crosby Warren oilfield by £1,012,000
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Europa Oll & Gas Limited

Notes to the financial statements (continued)

Investments

Investment 1n subsidianes £000
At 1 August 2008 and 2009 33
Wrnte off investnent in Ukraine subsidiary (33)
31 July 2010 -

The Company’s tnvestments at the balance sheet date i the share capital of unlisted companies wmclude
100% of the ordinary share capital of each of the following companies

¢  Europa O & Gas SRL registered in Romamua The results of thus company have been included in
the consolidated accounts of the parent company Europa Ot & Gas (Holdings) ple

¢ Europa O & Gas Resources Ltd registered m UK. The results of this company have been
included 1n the consolidated accounts of the parent company Europa Oil & Gas (Holdings) ple

* Europa Nafita & Gas Ukramne registered in Ukramne The results of this company have been
included i the consolhidated accounts of the parent company Europa O1l & Gas (Holdings) ple

e Malopolska Oil & Gas company Sp z o o, registered m Poland The result of the Polish company
have not been consolidated on the grounds that they are not matenal to the Company

The aggregate capital and reserves, and result for the year of the subsidiazies are as below

2010 2009
Aggregate capital and reserves £000 £000
Europa Oud & Gas SRL (3,897) (3,781)
Europa Nafta & Gas Ukraine (458) 458
Europa O1l & Gas Resources Lid (24) -
Loss for the year
Europa Oil & Gas SRL (116) (3,289)
Europa Nafta & Gas Ukratne - 5)
Europa Oi & Gas Resources Ltd (24) -
Inventories
2010 2009
£000 £000
Oil1n tanks 38 15
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Europa Oll & Gas Limited

Notes to the financial statements (continued)

Trade and other receivables

2010 2009

Curren nd other recetvable. £000 £060
Trade recetvables 217 164
Other recevables 70 29
Prepayments and accrued mcome 47 64
334 257

J e1v.

Owed by Group undertakings 6,175 5,506

Loans to Group compantes are interest free and are repayable on demand but currently have no planned
repayment date

Trade and other payables

2010 2009
£000 £000
Trade payables 535 223
Other payables 222 382
Accruals and deferred income 114 48
Owed to Group undertakings 234 9
1,105 G662

Other payables mcludes advances recerved from partners on projects in UK

Borrowings

On 1 May 2009 the Company agreed a £1 mullion uncommutted mulb-option facity and a {lmillion term
loan with 1ts bankers This replaced a £2 mullion mulu option factity which was being renegotiated at the
previous year end

The mula-option facility was replaced with a mult-currency facility i August 2010 which can be uthsed
1 erther Sterhing or foreign currency via an overdraft At 31 July 2010 this facility was drawn to £479,000
(2009 £297,000) On the new facility there were no guarantees outstanding (2009 £475,000) As at the
date of these accounts, renegounanon of the facility was in progress The term loan 1s repayable mn 10
quarterly mstallments At 31 July 2010 1t was drawn to £500,000 of which £400,000 was classified as short

term
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Europa Ol] & Gas Limited

Notes to the financial statements (continued)

Borrowings (continued)

2010
0 1 n £000
Mulu-opuon facihry 500
Term loan 400
Total short term borrowing 900
Loan: lein 1 €ars
Term loan 100
Total loans repayable 1 1 to 2 years 100
n len 2
Term Loan -
Loan from parent 5,466
Total loans repayable in 2 to 5 years 5,466
Total long term borrowing 5,566

2009
£000
593
450

1,043

400

100
2,726

2,826
3,226

The loan from the parent company represents borrowings against a facility put in place on 21 July 2008

with Europa O1 & Gas (Holdings) ple

Deferred Tax

2010
Recogmsed deferred tax hability: £000
Asat 1 August 2,558
Charged /{credited) to mcome statement 309
At 31 July 2,867

2009
£000
2,601

(43)

2,558

The Company has a net deferred tax bability of £2,867,000 (2009 £2,558,000) arising from accelerated

capital allowances

2010
Unrecogmsed deferred tax asset. £000
Accelerated capatal allowances (81)
Overseas trading losses 933
Net deferred tax asset 852

2009
£000
(243)
728

485

The Company has a net deferred rax asset of £852,000 (2009 £485,000), 1n relaton to overseas trading
losses of £3 1 mullion, that have not been recogrused 1 the accounts as the uming of the utlisation of the

losses 1s considered uncertain
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Europa Oll & Gas Limited

Notes to the financial statements (continued)

Long term provision

2010 2009
£000 £000
As at 1 August 1,137 1,058
Charged to income statement 85 79
Added to mtangible non-curreat assets 173 -
At 31 July 1,395 1,137

The addiuon during the year 1s the decommissioning cost for the Hykeham well
Decommussioning provistons are based on thurd party estimates of work which will be requred and the
judgement of directors By its nature, the detaled scope of work requured and uming 15 uncertamn

Hykeham 1s the only well where decommussionung 1s anticipated before 2022

Called up share capital

2010 2009
£000 £000
Authonsed
1,000,000 ordinary shares of 10p each 100 100
Allotted, called up and fully paid
19,344 ordmary shares of 10p each (2009 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’ equuty
Reserve Descniption and purpose
Share premum Amount subscnbed for share capital 1n excess of nomunal value
Retamned earnings Cumulative net gains and losses recogrused 1n the consolidated income statement

Share based payments

Employees of the Company have been granted a total of 360,000 ordinary share opttons in Europa Ol
and Gas (Holdings) plc of 1p (2009 400,000}

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 condittions The latest date at which these can
be exercised 1s the 10th anniversary from the date of award Dunng the year 120,000 options were granted
and 160,000 opuons were forfeited No options were exercised or expired The farr value of the vanous
options was determuned using a Black Scholes Merton model, and the nputs used to determine these
values ate 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 price at graat 325p 215p 13 3p

Exercise price 25p 25p 16p

Volaulity 40% 50% 60%

Dividend yield ol ol il

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

Cpuaon kife (years) 625 625 6

Fair value per share 16 76p 10 16p 658p

29




20

21

Europa Ol & Gas Limited

Notes to the financial statements (continued)

Share based payments (continued)

Volaulity for the shares granted on 11 November 2004 was based on the Company's share pnce volatnhty
i the first year of flotauon on the AIM market Volatulty for subsequent grants has been based on the
parent company’s share price volathty since flotaton

Based on the above fair values the credit ansing from the grant of employee share opuons was £1,000
(2009 expense £9,000)

2010 2010 2009 2009
Number of Average Number of Average
options exercise options exercise
price ptice
Outstanding at the start of the year 400,000 22 5p 400,000 22 5p
Granted 120,000 16p - -
Forfeited {160,000 18 75p - -
Ourstanding at the end of the year 360,000 22p 400,000 225p
Exercisable at the end of the year 240,000 25p 213,334 25p

No options were exercised m the year 2009 ml)

Financial instruments

The Company’s financial instruments compnse cash, bank borrowings, loans, cash, and items such as
debtors and creditors which anse durectly from us operations The company’s activities are subject to a
range of financial nsks the main ones bemng credst, hqudity, mterest rates, commodity prices and foreign
exchange These risks are managed through ongomg review taking mto account the operational, business
and economic circumstances at that time

Credit nsk

The Company sells all crude o1l produced to one multinational o1l company The customer 1s mnvoiced
monthly for the o1 delivered to the refinery in the previous month and mvoices are settled 1 full on the
15th of the following month At 31 July 2010 wade recervables were (217,000 (2009 [£164,000)
representing one month of o1l revenue (2009 one month) The fair value of trade receivables and payables
approximates to their 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 £344,000 (2009 £400,000)

Liquidity nsk

On 1 May 2009 the Company agreed a £1 mullion uncommutted multi-option facility and a {1mullion term
loan with its bankers The mult-option faciity can be unhsed 1n esther Sterling or foreign currency via an
overdraft or the 1ssue of bonds, guarantees, indemmities or letters of credit The term loan 1s repayable 10
10 quarterly installments

Included within short term borrowings 15 an overdraft of £500,000 (2009 £593,000) which has been
utilised under this multi-option faciity An amount of £500,000 1s owed at 31 July 2010 on the term loan
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Europa Oll & Gas Limited

Notes to the financial statements (continued)

Financial instruments (continued)

Liqumdity nsk (conunued)

The Company monittors 1ts levels of working capital to ensure 1t can meet Lhabihities as they fall due The
following tables show the contractual maturities of the Company’s financial Labihtes, 2ll of which are
measured at amorused cost

Trade and Short term Long term

At 31 July 2010 other payables borrowings borrowings
£000 £000 £000

6 months or less 996 700 -
6-12 months 110 200 -
1-2 years - - 100
2-5 years - - 5,466
Total 1,106 200 5,566
At 31 July 2009
6 months or less 366 843 -
6-12 months 296 200 -
1-2 years - - 400
2-5 years - - 2,826
Total 662 1,043 3,226

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

Interest rate risk

The Company has mnterest beanng labilities as descbed in Note 16 The £1 milion mult-currency
faciity and 1 mullion term loan are secured over the assets of Europa O1 & Gas (Holdings) plc and
Europa O1l & Gas Limited Interest 1s charged on the mulu-currency facillity at base rate plus 3% (2009
base plus 3%) and on the term loan, and the loan from parent at libor plus 3 25% (2009 hbor plus
3 25%)

Commeodity price nsk

The selling price of the Company’s production of crude o1l 15 set at a small discount to Brent prices The
table below shows the range of prices achieved m the year and the sensiuvity of the Company’s
Profit/ (Loss} Before Taxanon (PBT) to such movements in o1l price There would be a corresponding
increase or decrease in net assets

2010 2010 2009 2009

Qul price Month Price PBT Price PBT

$/bbl £000 $/bbl £000
Highest Apr 10 (Aug 08) $83 40 (1,246) 11128 2319
Average 87395 (1,632) 6230 23
Lowest Sep 09 (Dec 08) $66 10 (1,967) 3935 (1,064)
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Europa Oll & Gas Limited
Notes to the financial statements (continued)

Financial instruments (continued)

Foreign exchange nsk

The Company’s production of crude oil 13 mvoiced tn US Dollars Revenue s translated into 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 sensitwvity of the Company’s PBT to
movements in US Dollar exchange

2010 2010 2009 2009

Rate PBT Rate PBT
US Dollar Month $/L £000 $/L £000
Highest Oct 09 (Aug 08) $16478 (1.807) $1 9355 (412)
Average $15584 (1,632) §1 06533 23
Lowest May 10 (Mar 09) $1 4459 (1,400) $14331 466

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

2010 2009
Currency £000 L£000
Euro (49) (31
US Dollar 678 709
Total 629 678

Capital nsk management

The company’s capttal 1s closely monitored by the directors 1 the hight of the capital needs of the Europa
Ot & Gas (Holdings) plc Group as a whole Further details are disclosed in the Group Annual Report
and Accounts which are publicly available

Commitments
As at the 31 July 2010 the Company had contractual commitments to acquire seismic 1 the UK We
estimate that our share of costs for this actuvity over the next year 1s approximately £450,000 Ths

commitment 1s expected to be met from cash generated from productuon and borrowings referred to 1n
Note 16

In the Western Sahara a further £3 mullion 1s commutted pending a resolunon of the polincal situation 1n
the country

Europa O1l & Gas Limted pays an annual site rental for the land upon which the West Fursby and Crosby
Warren ol field facilities are located The West Firsby lease runs unul September 2022 and can be
determined upon giving 2 months notce The annual cost 1s currently £17,000 and increases annually n
line with the retal price mdex The Crosby Warren lease runs untl December 2022 and can be
determined on 3 months nouce The annual cost 15 currently £20,000 and s reviewed every 5 years, the
next review being later 1n 2010
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Europa Ol & Gas Limited

Notes to the financial statements (continued)

Related party transactions
The Company recewved services from us parent Europa O1i & Gas {(Holdings) plc to the value of

£906,000 (2009 £677,000) This mcluded geological, operational and financial services provided by the
executive directors of Europa O & Gas (Holdings) ple

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

2010 2009
£000 £000 '
Europa O1l & Gas (Holdings) pic 5,700 2,736

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

At the end of the vear the Company was owed the following amounts by s fellow subsidiaries

2010 2009

£000 £000

Eurcpa Oul & Gas (West Firsby) Limited - -
Europa Onl & Gas SRL 6,175 5,506
Total 6,175 5,506

Post reporting date events

On 14 October 2010 the parent company Europa Oil & Gas (Holdmgs) ple announced the placing of
13,360,810 new shares at 11 5p, rasing £1,452,000 net of fees

Ultimate parent undertaking

The parent company and ultmate controlling company 1s Europa O & Gas (Holdings) plc, a company
remstered 1n England and Wales, the accounts of which are available from 11 The Chambers, Vineyard,
Abingdon, OX14 3PX
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