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STERLING ENERGY PLC

Stering Energy Plc (“Stering” or the “Company”) 1s an upstream oll and gas Company listed on AIM In
London Sterling 1s an experienced operator of international licences with a current focus on projecis in
Africa and the Middle East Sterling has high potential projects in Kurdistan, Madagascar and Cameroon
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2009 HIGHLIGHTS

¢ The Sangaw North 1 exploration well In Kurdistan was spudded 1 February 2010 and dnlling
ahead to test the prospectivity of the Cretaceous and Jurassic reservors
During 2009 Sterling 1ssued new shares to raise £81 3 mullion (net of expenses)
In December the Company consolidated 40 existing ordinary shares into 1 new ordinary
share, current 1ssued shares total 219 3 million
The Company sold its US business for a consideration of $90 0 million
Loss for the year of $202 5 mifhon, includes $170 8 million from discontinued US business
Sterling repaid all bank debt, 1s debt-free and had cash resources of $113 @ million at 31
December 2009

e Current cash at 24 March 2010 was $110 6 million (unaudited)

CHAIRMAN'S STATEMENT

Sterling has emerged from 2009 as a focused exploratton Company with material interests in several
potentially significant projects The 2010 work program 1s fully funded by a combination of carried
interests and the Company’s own resources Furthermore the Company has no debt

The most exciting news 1s that the planning that took place during 2009 has now culminated in the
commencement of driling the Sangaw North exploration well in Kurdistan The well spudded on 1
February 2010 and is dnlling ahead at 223m Driling operations for the two large diameter surface
casing stnngs have been challenging However these casing strings are now cemented 1n place and
the well 15 progressing to the next casing depth An independent study of the Cretaceous aged
reservorrs concluded an unnsked best estimate of gross prospective resources totalling some 804
milhon barrels of ol A discovery of this magnitude would transform the value of the Company
Sterling has also identified more prospective reservorrs in the deeper Jurassic and Triassic horizons

It 1s reported that the Regional Government of Kurdistan and Federal Government of lraq have
indicated they wish to resolve therr different proposals for the payment mechanism for oll revenues
arising from the sale of ail produced in Kurdistan We are optimistic both parties will help resolve the
Issues before we are ready to produce and export oil from our own licence area

For most of 2009 Sterling’s activities were constrained by the terms of the bank walvers agreed with
the Company's lenders At the start of 2009 the Company had significant borrowings that exceeded
allowed levels, based on the projected future cash flow expected from developing, producing and
selling its hydrocarbon reserves This situation arose from the disappointing performance of Sterling's
US oll and gas business, further accentuated by a pernod of very weak USA commodity pricing
Following a formal sale process that was undertaken over many months and involved many interested
parties, the Company sold the US business in December 2009 and used the proceeds to repay the
entire outstanding loan

The Ntem licence, in Cameroon, remains in force majeure, the result of a border dispute between
Cameroon and Equatonial Guinea We are optimistic that a resolution between the two countries will
be reached, we shall then be able to resume our exploration programme and work towards drllmg our
first exploration well Sterling currently holds 100% of the Ntem licence and we envisage we will seek
to farm out part of this \nterest in exchange for our share of costs for an exploration programme that
includes at least the first exploration well

In Madagascar the Company has interests in two projects, Ampasindava and Ambilobe The current
government, assumed power after a coup in March 2009, but 1s not recognised by its Afnican
neighbours or by most world governments 1t 15 likely that Sterling, and Exxon as our partner in the
Ampasindava block, will look for an improvement in the political situation prior to embarking upon any
significant expenditure on seismic acquisition or a drlling programme

During 2009 our share of ail preduction from the Chinguett field in Maurnitania, including our royalty
interest, totalled 330,926 barrels (2008 373,971 barrels), an average dally rate of 906 bopd (2008
1,025 bopd} The production capability of the field continues to decline and Petronas, the operator of
the field, 1s evaluating future options for the field which may include abandonment earher than
previously planned

Following a review of the Company's smaller projects, and discussions with the various joint venture
partners, the Company 1s rationalising its portfolio of projects Markmore, Sterling’s joint venture
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partner and operator of the Dome Flore concession has withdrawn the application for a licence
extension for the Dome Flore block located in an area administered by AGC, a joint agency for
Senegal and Guinea Bissau The AGC has confirmed the termination of the licence

The joint venture partners in the Ins Marin block, located in Gabon, have unanimously approved the
operator's recommendation to relinquish the licence under the production sharng contract when the
hcence expires in May 2010 Sterling, as operator of the technical evaluation agreement for the
Ibekeha block located adjacent to the Ins Marnn block In Gabon, has recommended to the other
partners to cease any further work towards a contract for the Ibekeha block Stering's withdrawal from
AGC and Gabon will allow the Company's technical personnel to focus on the more matenal projects
and the Wdentfication of new ventures

In September, the Company successfully raised £60 9 million (net of expenses) from the placement of
new shares with a new cornerstone investor and several existing shareholders Part of these new
funds were used to repay $35 million of the bank debt, a condition of granting a further 17 month
waiver by the lenders In December the Company completed an open offer to all shareholders which,
alongside a placing to several Directors and staff, raised a further £20 4 million (net of expenses) The
Company 1s now sufficiently funded to cover its share of the anticipated work program for 2610 and
beyond

Immediately following the issue of shares for the December open offer, all of the Company's ordinary
shares were consolidated on the basis of 40 existing ordinary shares with a nominal value of 1 pence
consolidated into 1 new ordinary share with a nominal value of 40 pence

FINANCIAL

The financial resuilts for 2009 and the detalled commentary are located in ther relevant sections The
results for the financial penod ending 31 December 2009 report certain losses arnsing from the
impairment of assets, the disposal of the US business and accounting adjustments The reporting of
large losses for a growing E&P Company that has effectively undergone a financial and business re-
structuring 1s not unusual and results in a good starting point for 2010 onwards

The Directors do not recommend paying a dividend for 2009

BOARD CHANGES

During the year Chnstopher Callaway, Harry Wilson, Peter Wilde and Graeme Thomson stepped
down from the Board and we thank them for the contnbutions that each has made during their tenure

In September Keith Henry and | were appointed to the Board, joined shortly thereafter by Nicholas
Clayton The Board 1s now comprised of three executive and three non-executive Directors, each
bringing different expertise and experiences that will assist the Company and its staff in delivening the
success which we believe will create increased shareholder value

OUTLOOK

For the immediate future, the driling of the Sangaw North exploration well is our most significant
project, the well Is expected to take 180 days to dnll A commercial discovery will have the potential to
transform the Company

Our exploration projects in Cameroon and Madagascar are expected to advance after therr respective
poltical situations are resolved

We have sufficient cash resources to more than cover our anticipated work program for 2010, as well
as dentify, and hopefully secure, new ventures to create a more diverse exploration portfolio

The Company has undergone major changes during 2009 and | believe has entered 2010 as a ‘fit for
purpose’ E&P Company with several exciting and matena! projects to advance | would like to thank
the staff and shareholders alike for theirr patience dunng this period of change which | hope we shall
capitalise on to create increased shareholder value

Alastair Beardsall
Chairman
28 March 2010




OPERATIONS REVIEW
KURDISTAN
Sangaw North PSC (Wl 53 33% & Operator)

Dunng 2009 preparations were made to dnll the first exploration well on the Sangaw North block
Detalled well planning and design along with the procurement of well services and goods were
progressed in parallel with construction of the well site Heavy rain in the area during November and
December delayed the completion of the civit works and dnlling commenced on 1 February 2010 The
well 1s dnlling ahead at 223m with dnlling and preliminary evaluation expected to take 180 days

Driling operations for both the 36" and 28" diameter near surface sections, to accommodate the 30"
and 24 2" casing now set at 41m and 223m respechvely, have been challenging due to lost
circulation zones and poor hole conditions Each section has required multiple drilling runs with a
progressively larger dril bit to open the driled section sufficiently to accommodate the large casing
sizes The well design requires these larger than usual surface casing sizes to provide flexibility when
deahling with lost circulation or locally over-pressured zones where the running of an additional casing
string I1s the prudent choice

The well 1s being drilled using the 2,000 horse-power Sakson PR-4 rig to a planned total depth of
3,660m targeting several Cretaceous and Jurassic aged reservorrs The well design gives the option
to dnill deeper to a total depth of 4,160m to test deeper Jurassic aged reservoirs The decision to drill
this additional section will be taken based upon the prelimmary drilhing results

Having completed the acquisition of 325km of 2D seismic data dunng 2008, a number of specialist
processing techniques were undertaken in order to achieve the best possible seismic image of the
sub-surface structure The interpretation and mapping of this seismic data confirmed the presence of
a very large subsurface structure, coincident with the outcropping surface anticlne The integration of
regional and locally acquired field geological data with the results of the seismic interpretation have
been combined to advance the Sangaw North lead to a drillable prospect

The primary reservoir target 1s the Upper Cretaceous carbonates of the Shiranish, Kometan and
Qamchuqa formations These intervals are proven, hydrocarbon bearing and productive 1n all
directions including the Taq Taq and Chemchemal fields The presence of surface oil seeps on the
Sangaw North structure, geochemically akin to the oil in adjacent fields such as Kirkuk and Taq Taq,
provides considerable encouragement for the presence of subsurface hydrocarbon entrapment at
Sangaw North An independent report completed by RISC estimates best estimate gross prospective
resources for the Upper Cretacecus reservorr of 804 mmbbl with a 27% chance of success RISC
considers that condensate and gas are at least as likely to be discovered as ol Historical success
rates for recent exploration wells dnlled in the Kurdistan region are around 50%

Secondary reservorr potential 1s also being targeted in a number of Jurassic objectives
Underexplored due to the impact of Tertiary overburden on dnll depths, the Jurassic 1s the emerging
play in the Zagros Fold Belt The thin Tertiary cover (1e thickness) on the Sangaw North structure
and the drilling capacity of the ng being used make the Jurassic an achievable deeper target

Continued exploration success by other operators confirms the highly prospective nature of the
Kurdistan region In May 2009, Heritage reported an oll discovery at Miran West, 40km north of
Sangaw North-1 Further north Gulf Keystone reported an oil discovery at Shakan in August 2009 in
the same Cretaceous and Jurassic reservoirs being targeted by the Sangaw North-1 well

CAMEROON
Ntem (WI 100% & Operator)

The Ntem concession area 1s a deepwater block situated in the southern Douala/Rio Muni Basin and
lies adjacent to the northern maritime border of the Rio Muni province of Equatorial Guinea Water
depths range from 400m to 2,000m across the block Dunng the first term of the concession over
2,100km of 20 and 1,500km2 of 3D seismic data were acquired, along with the purchase of additional
seismic and gravity data

Sterling’'s financial obligations and work programme for the Ntem concession area are currently
suspended under the force majeure provisions of the licence owing to an overlapping martime border
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clam between Camercon and Equatcrial Guinea However, both countnes are actively working to
resolve this issue and Sterling understands the border dispute may be resclved soon

This large block 1s undrilled and 1s well placed with respect to both Tertiary and Upper Cretaceous
plays Sterling 1s re-evaluating the area in the hght of recent Tertiary discovenes made by Noble
Energy to the north of the Ntem block Many large leads and prospects have been identified following
a detaled interpretation of the extensive 2D and 3D seismic database Recent seismic attnbute
analysis and inversion studies reveal the presence of large and widespread submanne fans with good
exploration potential Sterling estimates that four of the Cretaceous prospects mapped so far have un-
nsked prospective resources of several hundred million barrels each Sterling intends to farmout an
interest in this licence

MADAGASCAR

Cwvil unrest iIn Madagascar culminated in a military backed coup 1n March 2009, political uncertainty
has continued for the remainder of the year

Ampasindava (Wl 30%)

The production sharing contract (PSC) for Ampasindava 1s in its third phase of the exploration period
with a minimum work commitment of one exploration well ExxonMobil (Wl 70%, operator) and
Sterling are unwilling to commit to dnlling an exploration well on the Sifaka prospect until political
stability has been established It 1s unlikely that an exploration well will commence driling before
2011

Ambilobe {WIl 100% and Operator)

The PSC for Ambilobe is in its second phase of the exploration period All work commitments have
been fulfilled by completing geological and geophysical studies and acquining approximately 1,000km
of 2D seismic In March 2009, ExxonMobil, who had farmed in to the PSC in July 2005 for a 70%
working interest withdrew from the PSC and their interest in the block reverted to Sterling Following
ExxonMobil's withdrawal the duration of the second phase was extended by 18 months to November
2010 Sterling 1s monitoring the political situation iIn Madagascar and will evaluate the alternatives for
progressing the exploration activities on Ambiicbe

GABON
Ins Marin (W1 32%)

The Ins Mann block 1s situated i the Southern Gabon Basin, adjacent to the Gamba and Ivinga
producing oil fields and the Olow: oll field development The permit extends from the shoreline to a
water depth of 60m Sterling holds a 32% WI in the PSC and Addax i1s the operator All licence
commitments have been fulfilled and the PSC expires iIn May 2010 The operator has recommended
that the PSC 1s relinquished when the current penod expires and the partners have unanimously
supported the recommendation

Ibekelia (W1 40% & Operator)

Sterling and its partners have been negotiating to convert the Technical Evaluation Agreement for the
Ibekela block into a PSC However, following further studies that have identified imited prospectivity
and the expectation that the Ins Marnn PSC will expire in May 2010 Sterling has recommended to its
partners to cease the negotiations for a PSC

MAURITANIA

Chinguetti (Economic Interest via Funding and Royalty Agreements)

No in-fill dnlling or work-over activity took place on the Chinguett field during the first half of 2009
Gross production continued to dechne over the first six months of 2009, from 16,500 bopd to 9,500

bopd pnior to the planned FPSQO annual maintenance shutdown on 26 June The decline was
attnbuted to increasing water production in most wells The field performed better after returning to
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production on 1 July with a reduced decline rate In November and December subsea intervention
work was carned out, gas Iift was imtiated 1n well C-20, and optimization of the process systemn was
undertaken However the overali decline has continued and gross daily production at year end was
around 9,200 bopd

Sterling estimates that at the end of 2009 Chinguetti held a remaining 572 mmbbl of gross 2P
reserves that could be accessed with the existing wells Technical work continues on the reservorr
model to investigate the potential for a Phase 3 dnlling campaign to access potential resources In
2010/11 However, given the current oll price forecasts, the Phase 3 programme may not be
economic and Sterling believes the Chinguett Field could be abandoned earlier than originally
planned

Duning 2008, Sterling’s share of proeduction averaged 906 bopd from its interests in the Chinguett field
through the funding agreement and royalty interest Sterling’s current share of Chinguetti production Is
approximately 715 bopd

AGC (SENEGAL / GUINEA BISSAU)

Dome Flore (WI 30%)

Markmore, Sterling's joint venture partner and operator of the Dome Flore concession, has withdrawn
the application for a icence extension for the Dome Flore block located in an area administered by
AGC, a joint agency for Senegal and Guinea Bissau The AGC has confirmed the termination of the
licence

USA

In December 2009 Sterfing disposed of its USA business as part of its strategy to re-focus on matenal
exploration activity

Andrew Grosse
Exploration and Technical Director
28 March 2010




RESERVES REPORT

2009 2009 2009 2008 2008 2008
ol Gas Reserves ol Gas  Reserves
{000 boe) (mcf) {000 bos) {000boe)  (mch) {000 boe)
A. Volumes of proven plus probable
reserves
At 1st January 4,990 80,049 18,332 7.070 85344 21,294
Asset Acquisitions . . - 74 3N 136
Asset Disposals (2,762) {67,328) (13,983) 2313y (592 (2412)
Rewision - USA (658) (7,607) (1,927) 2080 1134 2,269
Revision - Chinguett (553) (553) (1.201y - {1,201}
Production (677) (5,114) {1,529) {720) (6,208) {1,754)
At 31st December 340 340 4990 80,049 18,332
B. Location of Reserves
North Amenica - - 3,767 80,049 17,108
West Afnica 40 340 1,224 . 1,224
0 340 4981 80,049 18,332
C. Categonsation of Proven and
Probable reserves:
At the end of the year
Proven reserves 100% - 100% 69%  57% 60%
Probable reserves - - - 3% 43% 40%
Proven
West Afnca 30 - 340 756 - 756
North Amernca - - - 2687 45,504 10,271
Probable
West Africa - - - 468 - 468
North Amenca - - - 1080 34,545 6,838
340 - 340 4991 B0,049 18,332
Notes

1 North America The reserves are based on evaluation reports prepared by independent petroleum
engineers that assessed the reserves as at 1 Aprl 2009 and 1 Aprnl 2008 Adjustments have been
made by the Directors to allow reporting for the assets at the year-end and where, in theirr opinien,
subsequent performance of assets, or further evaluation through driling or work-overs, or through the
impact of changes In prices or costs, Justifies adjustments

2 West Africa the reserves stated are for the Chinguett field only and are based on Sterling’s own
assessment of reserves, as at 31 December 2009 The assessment was made in accordance with the
standards and definitions as set out on page 79

3 Sterling has not booked reserves in West Africa relating to other Mauntanian discovenes, on the
basis that there are no approved development plans for these discovenes

4 In accordance with the guidelines of the AIM Market of the London Stock Exchange, Andrew
Grosse, B 8¢ (Hons) Geology & Geophysics (1980), Exploraton & Technical Director of Sterling
Energy Plc, who has been involved in the ol iIndustry for over 29 years, 1s the qualified person that
has reviewed the assessment of reserves set out above
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SCHEDULE OF INTERESTS

Sze
Location (km?)
Afnca
Maurttania Offshore 6,969
Offshore 8,095
Chingueth
Cameroon Southern Douala Basin 2,319
Gabon Southem Gabon 673
Southem Gabon 607
Madagascar  Offshore NW 17 650
Offshore NW 7,379
Middle East
rag Kurdistan 492

1 Carned for defined § amount
2 Carned for dnling costs for 1 exploration well

Licence
Name

PSCA

PSCB

Funding Agreement
With SMH

Ntem

Ibekela (TEA)

Ins Marn

Ambilobe
Ampasindava

Sangaw North

Sterling
Working
Interest %

na

na

100%
40%
32%
100%
30% "

5333% 9@

Sterling
Net Revenue
Interest %

Sliding scale royalty
over 3%

Shiding scale royaity
over 6% (except 5 28%
of the Chingueth Field)
Econamic interest for
approximately 8% of
Chingueth project

Operated/
Non-operated

Non-operated

Non-operated

Non-operated

Operator
Operator
Non-operated
Operator
Non-operated

Operator
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FINANCIAL REVIEW

SELECTED FINANCIAL DATA

2009 2008
USA preduction bopd 3,587 3,784
Chinguettt production bopd 908 1.025
Total production bopd 4,493 4 809
Year-end 2P reserves 000 boe 340 18,332
Revenue (continuing operations) Smillion 227 204
Revenue (discontinued operations) Smillion 502 831
EBITDA’ $Smillion 100 214
Loss after tax $million (202 5) (156 8)
Net cash investment in oil & gas assets $million N7 57 4
Year end cash (inciuding partner funds) $Smillion 1139 238
Year end debt $miilion - (119 3}
Year end net cash/ (debt) $million 1139 {95 5)
Average realised oil price (net of hedges) $/bbl 62 02 67 21
Average realised gas price (net of hedges) $/mcf 593 882
Total cash operating costs per boe $hoe 16 06 18 55
Year end share price * Pence 155 a5
Share price growth (based on year end share price) % 683 (81)

' EBITDA 1s calculated as earnings before interest, taxation, depreciation, amortisation, impatrment and pre-icence expenditure
on continuing operations
* Adjusted for 40 1 share consolidation implemented in December 2009

HIGHLIGHTS

e Net loss of $202 5 mithon in 2009 reflects pre-tax asset impairment charges of $94 1 mullion,
offset by a deferred tax credit of $24 0 million, and a loss on disposal of the US business of
$118 8 mullion,

e Sterling repaid $122 9 milion of debt outstanding during the period and was debt free at the end
of 2009,

Equity placings in September and December raised a total of £81 3 milion ($133 3 million),
Cash balances at year-end were $113 9 million

CONTINUING AND DISCONTINUED OPERATIONS

Following the disposal of the USA business on 2 December 2009, the Group’s Income statement has
been represented for both 2009 and 2008 to show revenues and expenses from continuing operations
only, with results from discontinued operaticns condensed into a single line item at the foot of the
income statement An analysis of the income statement showing both conbnuing and discontinued
operations 1S presented in note 3

REVENUE AND COST OF SALES
2009 production was 4,493 bopd, a decrease of 7% from the 4,808 bepd in 2008

USA production decreased to 21 5 mmcfge/d (2008 22 7 mmcefge/d) This was a result of natural
production decline rates and the deferral of capital expenditure ahead of the disposal The USA
business accounted for 80% of production in 2009 (2008 79%) Net Chinguett field production for
the year was equivalent to 906 bopd (2008 1,025 bopd), including royalty barrels

Currently, all of the Group's production 1s from the Chinguett field and the Group's net production 1s
approximately 715 bopd

2009 Group turnover from continuing operations was $22 7 millon (2008 $20 4 million), this was
primarily as result of an increased average realised ol price from the Chinguetti iftings during the
year, net of hedges (2009 $68 62 per bbl, 2008 $54 67 per bbl) Including discontinued operations,
turnover decreased by 30% to $72 9 million, including hedge settlement income of $16 9 million,
compared to 2008 turnover of $103 6 million (after $16 0 million expense for hedges) This decrease
was a result of dechring USA and Mauritaman production, US gas prices not recovering to the same
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degree as ol prices, and approximately one month less contribution to revenue by the USA business
due to its disposal during the period

OPERATING LOSS

The 2009 operating loss from continuing operations amounted to $18 0 millon The operating loss
from both continuing and discontinued operations amounted to $214 4 milion (2008 loss $175 2
mithon) after pre-tax non-cash impairment charges of $84 1 million and a pre-ax loss on the disposal
of discontinued operations of $118 8 millon Due to a deferred tax credit of $24 0 million relating to
the impairment, the post-tax impairment charge was $70 1 million

The total cost of sales from both continuing and discontinued operations decreased to $57 6 miliion
(2008 $87 0 million), reflecting a reduction in the depletion charge in the year to $33 5 million (2008
$53 9 million), and lower operating costs The decrease in depleion was as a result of the
impairments to exploration, evaluation and property, plant and equipment assets, and because the
USA business was classified as a disconbnued operation on 20 Cctober 2009 Under IFRS 5
discontinued operations are not depleted whilst held for sale

Chinguettl cost of sales was $135 millon (2008 $27 0 million) averaging $40 79/bbl (2008
$73 14/bbl), of which $25 11/bbl related to production costs and $15 68/bbl to depletion charges

The $94 1 milion (2008 $1801 milion) mparment charge was In recognition of poor field
performance and a continued weakness in US gas prices This impairment comprises the following

(1 $17 9 milon impairment of Chinguetti producing field, $0 8 mifion impaiment of the Chinguett
royalty asset, and $3 3 milllon impairment of the Gabon exploration and evaluation assets

(n) $72 1 mithon impairment of USA assets of which exploration and evaluation assets accounted for
$69 9 million, and $2 2 millon was In relation to producing assets

Pre-licence exploration costs of $0 5 milion (2008 $2 7 millon) were written off as required under
IFRS

Administrative costs for continuing operations and after capitalised costs and partner recharges fell by
$1 5 million to $4 7 million 1n 2009 (2008 $6 2 milion) This was due to a reduction in the share-
based payment expense and favourable movements in the average £ to $ exchange rate during the
year

Total Group administratve expenses, including discontinued operations, increased by 8% to $156 5
millien (2008 $14 3 milion) This included a one-off charge for USA staff severance payments of
$2 6 milhon, and was after a non-cash share option charge of $0 7 million (2008 $1 5 milion} The
non-cash share option charge has decreased compared to the 2008 charge due a reduction In
employees following the USA disposal during the year

EBITDA AND NET LOSS
EBITDA for continuing operations totalled $10 0 milion (2008 $21 4 mullicn)

Finance costs for continuing operations less interest revenue from cash deposits were a net expense
of $13 6 milon (2008 $9 5 milion) This reflects the interest cost, repayment of waiver fees and other
costs associated with the Group’s loans

A deferred tax credit of $26 0 million arose In 2009 (2008 $27 9 mullion credit), including $24 0 million
relating to impairments which partly offset the USA impairment charge in the year

Net loss after tax totalled $202 5 milion {2008 $156 8 million loss) of which a net loss of $170 8
mikon was attributable to discontinued operations This net loss atinbutable to discontinued
operations compnsed a net loss on operations of $52 0 million for 2009 and a loss of $118 8 million
on disposal The loss per share was US$2 10 per share (2008 US$3 45 loss per share)

CASH FLOW
Cash inflow generated from operating activities was $33 9 millicn (2008 $56 7 milion) Cash out-flow

from continuing operations was $4 5 milion (2008 $22 0 million), cash flow generated from
discontinued operations was $38 4 million (2008 $34 7 million)
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Net cash investments in oIl and gas assets totalled $31 7 milion (2008 $57 4 million) and primarily
compnised $22 3 millien invested in the USA producing assets and $5 9 millon in USA non-producing
assets The Group's exploration expenditure in Kurdistan ts carrnied by Addax up to the point of testing
the first well

The Company repaid $122 S milion of debt dunng the period and was debt free at the end of 2009

A net amount of £609 milion was raised n September 2009 from an equity placing which
strengthened the Company’s balance sheet and secured the bank waiver At the time of the placing,
Sterling announced its intention to offer shares at the placing price to all of its shareholders
Following publication of the prospectus and approval of shareholders at the EGM, Sterling raised an
additional net £20 4 million in December 2009

BALANCE SHEET

At the end of 2009 non-current assets were $11 1 million (2008 $321 4 miflon) This decrease was
primarilly as a result of the USA disposal and imparments dunng the year Net current assets
increased to $98 3 milion (2008 net current lhabiites $16 2 millon) Dunng 2009 Sterling repaid
$122 9 million of principal leaving the Group debt free with a net cash position of $113 9 million at the
year end At the end of 2009, net assets stood at $88 1 milhion (2008 $171 2 million)

The Group's total decommissioning provision decreased during the year by $55 million to $21 0
million (2008 $26 5 millon) The Chinguettt decommissioning provision increased by $12 8 million
This was offset by the disposal of the USA business and the decommissioning work undertaken In
USA during the year The costs of Chinguett decomrmissioning may exceed the value of reserves
remaining and the Company may have to draw on funds from other sources to satisfy such costs

HEDGING
At the end of 2009 the Group did not have any ol and gas price denvatives i place
CAUTIONARY STATEMENT

This financial report contains certain forward-looking statements that are subject to the usual nsk
factors and uncertainties assoclated with the oll and gas exploration and production business Whilst
the Directors believe the expectation reflected herein to be reasonable in hght of the information
avallable up to the time of their approval of this report, the actual outcome may be matenally different
owing to factors either beyond the Group’s control or otherwise within the Group's control but, for
example, owing to a change of plan or strategy Accordingly, no reliance may be placed on the
forward-looking statements

Jonathan Cooper
Finance Director and Company Secretary
28 March 2010
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CORPORATE SOCIAL RESPONSIBILITY

Sterling 1s committed to conducting its business In a responsible and sustainable way Sterling
recognises that it has corporate and social responsibilities to the local communities in the areas In
which it operates, to its partners, to its employees and to its shareholders In pursuing its business
objectives It undertakes not to compromise its corporate or social responsibilitles with any of these
stakeholders

BUSINESS INTEGRITY

The highest ethical standards are the cornerstone of Sterling’s business Sterling 1s committed to
conducting its business with integnty, honesty and fairness All business activittes are reviewed {o
ensure it meets these standards |t also seeks to ensure that standards are appled by its business
pariners, contractors and suppliers All members of staff are individually accountable for their actions
to ensure they apply and maintain these standards

Sterling 1s a member of TRACE International Inc , the ant bnbery association Several of the Directors
have completed the TRACE training and assessment

COMMUNITY RESPONSIBILITY

Sterling 1s committed to being a good partner in the communities in which the Company operates
Engagement and dialogue with our local communities 1s essential in ensuring, where possible,
projects benefit both the Company and the communities in which the project 1s located Duning the
year Sterling continued to hire additional local staff for both its Suleimaniah office in Kurdistan and its
drniling operations on the Sangaw North block

EMPLOYEES

Sterling 15 committed to providing a workplace free of discrmination where all employees are afforded
equal opportunities and are rewarded upon ment and ability In the implementation of this policy
Sterling 15 committed to ensuning that all employees are given ceontracts with clear and farr terms
Staff are offered access to relevant training and encouraged to join professional bodies to enhance
knowledge, competence and career development

Sterling 1s committed to achieving the highest possible standards of conduct, accountability and
propnety and to a culture of openness in which employees can report legitimate concerns without fear
of penalty or purishment Sterling has a whistle blowing policy which empowers employees to be
proactive, to stop or report any fallure to comply with legal obligations or Sterling's regulations,
dangers to health and safety, financial malpractice, damage to the environment, criminal offences and
actions which are hkely to harm the reputation of the Company The whistie blowing policy allows
employees to make anonymous reports directly to a non-executive Director

HEALTH, SAFETY, ENVIRONMENT AND SECURITY ('HSES')

It s an objective of Sterling that every individual 1s aware of his / her responsibility towards providing
for a safe and secure working environment HSES and social responsibility leadership are core
competencies throughout Sterling’'s line management organmisation Sterling's HSES nsks are
managed n a systematic way by utiising procedures and appropriate training of staff, with the am to
reduce these rnisks to as low as 1s reasonably practical Sterling will ensure that approprate
emergency response systems are in place to reduce and mitigate the impact and losses of any
mcident and any residual risks and that it 1s 1in compliance with all relevant laws, regulations and
industry standards Sterling maximises its influence with joint venture partners to share its HSES and
social responsibility values Contractors are required to demonstrate and deliver a credible HSES and
soctal responstbilty programme In order to achieve continual improvement, Sterling 1s committed to
reviewing its HSES and social responsibility performance each quarter

Sterling 1s committed to minimising its impact on the environment in both field operations and within its

offices All staff share responsibility for monitoring and improving the performance of its environmental
policies with the objective of reducing our iImpact on the environment on a year on year basis
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BOARD OF DIRECTORS

Alastair Beardsall, executive Chairman, aged 56

Alastair joined Sterling in September 2009 He has been involved in the oil industry for 30 years For
the first 12 years Alastar worked on international assignments with Schiumberger, the oil-field
services Company From 1992 he began working for independent exploration and production
operators, with ncreasing responsibiity for specific exploration, development and production
ventures

Between September 2003 and October 2009, Alastair was executive Chairman of Emerald Energy plc
dunng which time Emerald grew from a market capitalisation of less than £8 million to a size that
allowed the Company to enter the FTSE 250 index in January 2009 In October 2009 Emerald was
acquired by Sinochem Resources UK Limited for £7 50 per share n a transaction that valued Emerald
Energy at £532 milion

Andrew Grosse, Exploration and Technical Director, aged 51

Andrew joined Sterling in 2002 as the Company's Exploration Manager, and was appointed as a
Director in January 2005 He has extensive international exploration experience with operating oil
companies In Africa, the Middle East and North America

Prior to joining Sterling, he was British Borneo’s Exploration Manager for the Gulf of Mexico and then
for International New Ventures He began his career with Gulf Ol in Canada, and has also worked
with BP Exploration and Ultramar Exploration

Jonathan Cooper, Financial Director and Company Secretary, aged 41
Jonathan joned Sterhng as Finance Director in February 2008 He 1s an expenenced finance
professional with advisory experience in the oll and gas industry

Jonathan began his career with KPMG where he qualified as a Chartered Accountant, and in 1997
Jjoined Dresdner Kleinwort Wasserstein where he worked as a Director in the Oil and Gas Corporate
Finance Team Dunng this tme he worked on mergers and acquisitions, public offerings and as
strateqic adviser to a wide range of companies including Gazprom, Lukoil, OMV, PKN Orlen, Unocal,
Petronas and Harvest Natural Resources Prior to joining Sterling, Jonathan spent two years working
as Finance Director at Gulf Keystone Petroleum

Richard Stabbins, non-executive Director, aged 66

Dick joined Sterling as a non-executive Director in January 2007 and was non-executive Chairman
from July 2007 to September 2009 He chairs the Nominations Committee and 1s a member of the
Audit and Remuneration Committees

He I1s a geologist with more than 40 years of expernience in the international energy industry, mainly in
the independent sector He has worked for the Saskatchewan (Canada) Department of Mineral
Resources (1969-72), for Murphy Ol (1972-75) and for Ranger Oil {(1975-81) He was Exploration
Manager and subsequentiy Exploration Dhrector of Goal Petroleum plc from 1981 until 1996

From July 2000 until its acquisition by Sterling, he was a non-executive Director of Fusion OIl & Gas
Plc Dick currently manages a pnvate Company, Montrose Industnies Ltd, which has interests 1n a
wide range of energy projects He 1s a former Chairman (1990) and 1s an Honorary Member of the
Petroleum Exploration Society of Great Bntain, and a Council Member (2000-2003) of the Geological
Society of London, whose Audit Committee he chairs

Nicholas Clayton, non-executive Director, aged 46
Nicholas was appointed a non-executive Director of Sterling in October 2009 Nicholas 1s chawrman of
the Audit Committee and a member of the Remuneration and Nomination Commitiees

Nicholas has provided strategic and corporate finance advice to a number of public and private oIl and
gas companies since January 2007 Between August 2005 and December 2006 he was Global Co-
Head of Oil and Gas Corporate Finance for Canaccord Adams For the previous 5 years he held the
position of Global Head of Oil and Gas Corporate Finance for Dresdner Kleinwort Benson, the
investment bank, having previously been Global Head of Oil and Gas Research between 1997 and
2000 Nicholas began his career at BP having obtained a first class honcurs degree 1n Business
Studies, sponsored by BP, from Portsmouth Polytechnic in 1985
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He 1s currently a non-executive Director of Artumas Group Inc, an international ail Company listed on
the Oslo Stock Exchange, and of Bndge Resources Corp, a Canadian hsted Company with
operations n the North Sea and North Amernica Nicholas also provides strategic advice to Geopark,
an AlM-listed Company operating in Chile and Argentina

Keith Henry, non-executive Director, aged 65
Keith was appointed a non-executive Director of Sterlng in September 2002 He chairs the
Remuneration Committee and 1s a member of the Audit and Nominations Committees

He has over 35 years of international business expenence in the development, ownership, design and
construction of major facilities worldwide He was with Brown & Root Limited for 23 years, the last five
of which were as Chief Executive responsible for the Europe, Afnca and FSU regions From 1995 to
1999 he was Chief Executive of National Power Plc, and then Chief Executive of Kvaerner
Engineerng and Construction Ltd until June 2003

Keith serves as Chairman of Regal Petroleum plc and Helius Energy ple, as well as serving as a non-

executive Director and advisor to a number of companies 1n the engineering, services and energy
sectors He 1s a Fellow of the Royal Academy of Engineering
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CORPORATE GOVERNANCE
APPLICATION OF COMBINED CODE PRINCIPLES

The Directors are mindful of their duties and responsibilities to all Shareholders and of therr statutory
duties under the 2006 Companies Act, the core duty of which 15 to act in good faith and In a way most
lkely to promote the success of the Company for the benefit of its members as a whole As an AIM
Isted company, the Company 15 not required to comply with the Combined Code, however, the
Directors are committed to mamtaining the highest standards of corporate governance This
statement descnbes how the Company has applied the mamm and supporting principles of corporate
governance set out in the Combined Code published by the Financial Reporting Councitl 1n June 2008

The Company has complied with the prowvisions set out in Section 1 of the Combined Code with the
exception of the matters referred to below

Provision A 2 1

Following the resignation of Graeme Thomsen as CEQ in December 2009, Alastarr Beardsall has
undertaken the roles and responsibilites of both CEO and Charman The Board of Sterling
recognises that the current structure 15 not compliant with article A2 1 of the Combined Code The
Board believes that appropnate challenge exists within the three members of the executive
management, and the appointment of three senior and experienced non-executive directors ensures
the Board's independence 1s maintained The composition of both the executive management and the
Board i1s reviewed periodically and as the level of activity at Sterling increases the Board will ensure
the Company implements the changes to fully comply with provision A 2 1 of the Combined Code at
the appropnate tme

Provison B1 3

Non-executive Directors have been awarded share optons The awards of these options was
approved In advance at the December 2008 extraordinary general meeting Shares acquired by the
exercise of options are not required to be held for at least one year after the non-executive Director
leaves the Board as required under the Code Notwithstanding the foregoing, the Board considers
each of the non-executive Directors to be independent

Provision A6

Currently the Board does not undertake formal evaluation of its own performance and that of its
Committees and individual Directors The Board will introduce a formal evaluation process in 2010

THE BOARD OF DIRECTORS AND ITS COMMITTEES
Board Composition, Operation and Independence

The Board currently compnses the executive Chawrman, two executive Directors and three non-
executive Directors Each of the executive Directors has extensive knowledge of the ol and gas
mdustry combined with general business skills All of the Directors bring independent judgment to
bear on issues of strategy, performance, resources, key appointments and standards The Board
meets regularly throughout the year and all the necessary information 1s supplied to the Directors on a
timely basis to enable them to discharge therr duties effectively
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Meetings and Attendance

The following table summarises the number of Board and committee meetings held during the year
and the attendance record of the individual Directors

Board Meetings Audit Remuneration  Nominations

Meetings Committee Committee Committee
Number Meetings in year 20 2 7 1
Alastar Beardsall (appointed 8 September 2009) 5 1" 6* 0
Chnis Callaway (resigned 1 May 2000) 3 0 0 0
Nicholas Clayton (appointed 1 Octeber 2009) 4 0 4 0
Jonathan Cooper 20 2 0 0
Andrew Grosse 19 2 0 0
Ketth Henry {(appointed & September 2009) 5 1 5 1
Graeme Thomson {resigned 22 December 2009) 18 g 0 0
Richard Stabbins 20 2 li 1
Peter Wilde {resigned 1 October 2008) 16 2 3 1
Harry Wilson (resigned 30 June 2009) 12 1" 0 H

*Denoles attendence by inwilation

Dunng 2009 the Board met twenty tmes, this unusual number of meetings 1s aftributable to
discussions on bank waivers, corporate restructuring, fundraising, and the sale of the USA business
The Directors have access to independent professicnal advice, at the Group's expense, If and when
required There 1s a formal schedule of matters reserved for consideration by the Board and certain
matters are delegated to commitiees of the Board

Keith Henry i1s the Sentor Independent Director The Senior Independent Director 1s availlable to
Shareholders If they have concerns which, through the normal channels of contact with the Chairman
or Finance Director have not been resolved or for which such contact 1s inappropriate

The Board 1s responsible to Shareholders for the proper management of the Company A Statement
of Directors Responsibiliies in respect of the financial statements 1s set out on page 32

The Company's Articles of association require that any Director who has been a Director at the
preceding two annual general meetings and who was not appointed or re-appointed by the Company,
retire and stand for re-election All new Directors appointed since the previous annual general meeting
need to stand for election at the following annual general meeting

Non-executive Directors have been 1ssued with share options, under the NED LTIP These awards
were approved on 22 December 2009 in advance of the awards being made In the opinion of the
Board this aligns the abjectives of the non-executive Directors with those of Shareholders The NED
LTIP 1s not subject to performance conditions for independence reasons

The Company maintains Directors’ and Officers’ Liability insurance cover, the level of which is
reviewed annually

SUB-COMMITTEES

The Board has appointed the following sub-committees

Audit Committee

This Committee currently comprises Richard Stabbins, Nicholas Clayton and Keith Henry, under the
Charmanship of Nicholas Clayton It reviews the intenim and annual financial statements, internal
control matters and the scope and effectiveness of the external audit The external auditors have
unrestnicted access to the Chairman of the Audit Committee Audit Committee meetings are also

attended by the external auditor where appropriate and, by invitation, the Chairman, Finance Director
and Exploration and Technical Director
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Audit Committee Report for 2009

The Audit Committee met twice dunng the year Dunng these meetings the Audit Committee

considered the following

+ the integnty of the financial statements and other formal announcements relating to the Group’s
financial performance and, in particular, reviewed the judgments that are contained within the
financial statements,
the Group's internal control and risk management policies and systems, and their effectiveness,
Sterling's Whistle Blowing procedures to ensure that its employees are able to raise concerns, In
confidence, about possible wrongdoing in financial reporting and other matters,

« the requirements for an internal audit function in the context of the Group's overall nisk
management system The Committee Is satisfied that the Group does not currently require an
internal audit function, however, 1t will continue to monitor the situation,

e the relationship with the external auditor, in particular satisfying itself as to the independence of
the external auditor Following an assessment of the qualty of the service provided, auditor
independence and the effectiveness of the audit process, the Committee recommended that the
Board presents the resolution to the shareholders at the 2010 AGM to reappoint Deloitte LLP as
external auditors, and

« monitoring a policy on the engagement of the external auditors to supply non-audit services,
taking into account relevant guidance regarding the provision of non-audit services by the external
audit firm

Nominations Committee

The members of this Committee are currently Richard Stabtins, Nicholas Clayton and Keith Henry
under the Charrmanship of Richard Stabbins The Nominations Committee considers the composition
of the Board and makes recommendations on the appointment of new Directors

Nominations Committee Report for 2009

The Nomination Committee met once dunng the year During 2009, there were significant changes to
the Sterling Board and as a result much of the work that would have been undertaken and considered
by the Nominations Committee was undertaken and considered by the wider Board

Nicholas Clayton and Keith Henry offer themselves for election at the AGM following ther
appointments 1 October 2009 and 8 September 2009 respectively Richard Stabbins 1s retinng by
rotation and offers himself for re-election Their biographical details, provided on pages 16 to 17,
demonstrate the range of expenence and skills which each brings to Sterling The Board considers
that thetr performance continues to be effective and that each Director has the necessary commitment
to fulfil therr respective roles

Remuneration Committee

The members of the Committee are Keith Henry, Richard Stabbins, and Nicholas Clayton, under the
Chairmanship of Keith Henry

Further details on the roles and responsibilities of the Remuneration Committee are described in
greater detail in the Report on Directors’ Remuneration, set out in pages 22 to 27

COMMUNICATIONS WITH SHAREHOLDERS

The Board 1s accountable to the Company’s Shareholders and as such it 1Is important for the Board to
appreciate the aspirations of the shareholders and equally that the shareholders understand how the
actions of the Board and short-term financial performance relate to the achievement of the Company’s
longer term goals

The Board reports to the shareholders on its stewardship of the Company through the publicatton of
interim and final results each year Press releases are issued throughout the year and the Company
maintains a website (www sterlingenergyplc com) on which press releases, corporate presentations
and the annual report and accounts are available to view Additionally this annual report contains
extensive information about the Company's activites Engquines from individual shareholders on
matters relating to the business of the Company are welcomed Shareholders and other interested
parties can subscnibe to receive notification of news updates and other documents from the Company
via email in addition the executive Directors meet with major shareholders to discuss the progress of
the Company
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The executive Chairman provides penodic feedback to the Board following meetings with
shareholders The Senior Independent Director also attends some shareholder meetings to ensure
the Board 1s appraised of all feedback provided by such meetings

The annual general meeting provides an opportunity for communication with all Shareholders and the
Board encourages the Shareholders to attend and welcomes their participation The Directors attend
the annual general meeting and are avaiable to answer questions Detals of resolutions to be
proposed at the annual general meeting to be held on 7 May 2010 can be found in the notice of the
meeting, on pages 84 to 89

INTERNAL CONTROLS

In September 1999 the Turnbull Guidance (Internal Control Guidance for Directors on the Combined
Code) was published

The Directors acknowledge their responsibility for establishing and maintamning the Group’s and the
Company's systems of internal control These are designed to safeguard the assets of the Group and
to ensure the rehability of financial information for both internal use and external publication

The Group's internal control procedures include Board approval for all significant projects All major
expenditures require either senior management or Board approval at the appropriate stages of each
transaction A system of regular reporting covenng both techrical progress of projects and the state of
the Group's financial affarrs provides approprate information to management to facilhitate control The
Board reviews identifies, evaluates and manages the significant nsks that face the Group

Any systems of internal cantrol can only provide reasonable, and not absolute, assurance that
matenal financial irregulanties will be detected or that the nsk of fallure to achieve business objectives
is eiminated The Dwrectors, having reviewed the effectiveness of the system of internal financial,
operational and complhance controls and nsk management, consider that the system of internal
control operated effectively throughout the financial year and up to the date the financial statements
were signed

CONFLICTS OF INTEREST

The Company has in place procedures for the disclosure and review of any conflicts, or potential
conflicts of interest which the Directors may have and for the authonzation of such confiicts by the
Board In deciding whether to authorize a conflict matter or a potential conflict the Directors must have
regard to their general duties under the Compantes Act 2006
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REMUNERATION REPORT
REMUNERATION COMMITTEE

The Remuneration Committee 1s compnsed of Keith Henry, Richard Stabbins and Nichelas Clayton
Keith Henry 1s the Chairman of the Remuneraton Committee The Committee makes
recommendations to the Board, within its agreed terms of reference, on the structure and overall
remuneration package for executive Directors and reviews the remuneraton for other senior
employees Non- executive Directors’ fees are considered and agreed by the Board

The Remuneration Committee 1s permitted to appoint independent adwisors to assist in the
determination of level of remuneration Dunng 2009 the Remuneration Committee appointed
independent advisors to assist in the preparation of the Company’s long term incentive programs for
the staff and non-executive Directors

REMUNERATION POLICY

The Company's policy on Directors’ remuneration is that the overall remuneration package should be
sufficiently competitive to attract, retain and motivate high quality executives capable of achieving the
Group's objectives and thereby enhancing shareholder value The package consists of salary,
performance related bonus and share options awarded under the Staff Long Term Incentive Plan, with
the balance between these components being salaries at levels around the middle of the range of
salaries for peer companies and matenal addibonal remuneration resulting from performance adding
matenally to shareholder value Sterling acknowledges the benefit of the executive Directors
accepting appointments as non-executive Directors of other companies, If they accept more than two
such appointments they are required to pass therr fees for those appointments to the Company The
details of individual components of the executive remuneration package and service contracts are
discussed below

Basic Salary and Benefits. The salary and benefits are reviewed annually Currently the
Remuneration Committee uses remuneration data collected from published accounts and surveys of
peer companies and does not use executive remuneration consultants The Committee reviews this
method on a regular basis

Performance Related Bonuses: Performance bonuses are awarded to executive Directors by the
Board, upon recommendations by the Remuneration Committee Prior to each year the Remuneration
Committee considers the tevels of potential bonus payments and the corresponding set of objectives
for which bonuses may be payable At the end of each year the Remuneration Committee considers if
the objectives have been achieved as well as individual contribution to the performance of the Group
The maximum level of performance bonus 1s capped as a percentage of annual salary

Long Term Incentive Plans: Dunng 2009 the Company reviewed the existng share based incentive
schemes currently in place to motivate and incentivise its employees, and also took independent advice
Based on this review the Company propesed a new All Staff Long Term Incentive Plan as being the most
effective way to deliver the incentives that the Board believes will continue to align the interests of the
employees and shareholders Shareholders approved this plan at the December EGM held on 22
December 2005

With effect from 2009, awards are made in the form of options to acquire shares in the Company at the
shares' nominal value The All Staff LTIP i1s designed as a three year plan and the Company intends to
grant annual awards in October each year based on the recommendations of the Remuneration
Committee 1t is proposed that the awards will only be eamed subject to achieving perfformance conditions
measured over the twelve month penod following the grant (see note 27) Awards eamed will not normally
vest and be exercisable for a further 2 years and vesting will be conditional upon the recipient of the award
remaining an employee of the Company Although awards under the All Staff LTIP would nomally be
granted in October of each year, for 2009 the awards were made immediately after the EGM that approved
the 2009 All Staff LTIP and were based upon the cntena that would have been used had the awards been
made in October

Awards are made on similar terms to non-executive Directors of the Company, under a separate plan the
NED LTIP Awards under the NED LTIP are made by the Board and are not be subject to performance
condttions for independence reasons

Pensions’ The Group operates a number of defined contribution pension schemes pursuant to which
it contributes 10% percent of pensionable salary per eligible member
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Fees: The fees for non-executive Directors are determined by the Board within the imits stipulated In
the Articles of Association The non-executive Directors are not involved in any discussions or
decision about their own remuneration In the reported penod, a revision was made to the level of fees
and all non-executive Directors now receive fees of £30,000 per annum (2008 £34,500- £54,000)

SERVICE CONTRACTS

Each of the executive Directors has a service contract with the Company, details of which are as
follows

Director Commencement  Date of current Baseannual  Notice  Production
of appointment contract salay  penod Royalty
entitlement *

Alastar Beardsall * 8 September 2008 8 September 2009 £220000 12 months
Jonathan Cooper 4 February 2008 1 October 2008 £190.000 12 months -
Andrew Grosse 11 February 2002 1 QOclober 2009 £220000 12 months £98.438
(raeme Thomson *** 18 Qctober 2002 18 Oclober 2002 £345159 12 months £356,250
Hamry Wilson ™ 1January2003 1 January 2003 £346,000 12 months £393,750

* Contracted to devole 80% of his working time {o the business of Stering Energy Pl

* All future entilements under the scheme for the Oirectors were settied in full dunng 2009

" Resigned as a Director on the 22 December 2009, employment contract termmnates 15 Apnl 2010
**Resigned as a Director 30 June 2009, employment contract expired on 28 August 2009

The salanes paid to the Directors are reviewed annually with the most recent salary review being
implemented on 1 October 2009 Save for the annual salary review disclosed above, the new service
contracts entered into by the Company with the executive Directors on 8 September 2008 and 1
October 2009 are on substantially the same terms as the previous form of service contracts

Non-executive Directors do not have service contracts, but instead each has a letter of appointment
setting out the terms and conditions of his appointment, details of which are as follows

Director Commencement Date of Base fees

of appointment current contract  per annum
Micholas Clayton 1 October 2009 1 October 2009 £30,000
Keith Henry B September 2009 8 September 2009 £30,000
Richard Stabbins 19 January 2007 8 September 2009 £30,000

Save for the fees outined above and the share options awarded under the NED LTIP, the non-
executive Directors are not entitied to any other benefits or arrangements

Except as disclosed above, there are no service contracts or letters of appointment in force between
any Director with the Company or the Group as at the date of this document

The Company has granted an indemnity to its Directors {including substdiary undertakings) under
which the Company will, to the maximum extent possible, indemnify them against all costs, charges,
losses and habilities incurred by them in the performance of their duties

The Company provides imited Directors’ and officers’ liability insurance, at a cost of approximately
$98,000 1n 2009 (2008 - $103,000)
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DIRECTORS AND THEIR INTERESTS

Directors’ Remuneration and Share Options

Aggregate remuneration (audited)

Executive Directors

Alastar Beardsall (appointed 8 September 2009)
Jonathan Cooper

Paul Gnggs {resigned 23 April 2008)

Andrew Grosse

Graeme Thomson (resigned 22 December 2009)
Harry Wilson (resigned 30 June 2008)

Hon- Executive Directors

Chns Callaway (resigned 1 May 2009)
Nicholas Clayton {appointed 1 October 2009)
Keth Henry (appointed 8 September 2009)
Richard Stabbins

Peter Wilde {resigned 1 Oclober 2009)

Aggregate remuneration 2009

Aggregate remuneration 2008

Compensation Production* Defined

Fees and forloss Royalty contnbution Benefils Totdl Total
basic salary ofoffice  Bonus Entdlement  pension inkind 2009 2008
£ £ £ £ £ £ £ £
53,026 13250 - 5303 80 724% -
202,450 23750 - 27993 338 8758 2130
- - - - - - 184982
240,940 27,500 95,438 3BT 43207 4045% 29
339,409 - - 356,250 50911 4433 751,003 510,185
254119 33,150 393,750 3B925 213 T2019 528y
11,500 11,500 34,500
7,500 7,500 -
9462 9,452 -
45,846 46,846 54,000
34,500 34,500 34,500

1,198,752 33,150 64,500 848,438 156,523 15,133 217,496
1,314,166 40000 120,000 239,063 177983 30123 1,921,335

* Production royafty entitlement replaced the praduction royalty bonus scheme

All future enttlements under the scheme for the Directors were setled in full durng 2009
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Share Options (audited)

Details of options to acquire ordinary shares in the Company under the scheme approved in 2001 are
as follows The exercise price 1s shown in pence as this 1s the price at which the options are
denominated under the scheme

The number of options and exercise prices has been adjusted to reflect the 40 1 share consolidation
that was implemented in December 2009

1st January JMstDecember  Exercise  Exercise period
2009 Granted 2009 price

Andrew Grosse 37,500 - 37,500 160p  Uplo 181072012
37,500 . 37,50 500p  Upto09/03/2014
12,500 - 12,500 630p  Uplo28/01/2015
37,500 - 37,500 90p  Up1lo 29/06/2016

125,000 - 125,000
Graeme Thomson 17,500 - 17 500 160p  Up to 24/07/2011
107,500 - 107,500 160p  Unto 181042012
42500 - 42,500 280p Upto18/01/2013
31,250 - 31,250 630p  Up to 15042011
25000 - 25,000 9%0p  Up to15/04/2011

223,750 - 2N
Peter Wilde 6,250 - 6,250 160p  Upto 240772011
31,250 - 31,250 160p  Upto18/10/2012

31500 - 37,500
Hamy Wilson 17,500 - 17,500 160p  Up to 24/07/2011
107,500 . 107,500 160p  Uplo 1810/2012
72,500 . 72,500 280p  Uplo1801/2013
43,750 . 43,750 680p  Upto 28/08/2010
37 500 - 37,50 %0p  Upto 28/08/2010

218,750 - 28750

Total 665,000 - 665000

Share Options Lapsed During the Year (audited)

The number of options and exercise prices has been adjusted to reflect the 40 1 share consolidation
that was implemented in December 2009

1st January MstDecember  Exercise  Exercise penod
Year Awarded 2009 Lapsed 2009 pnce
Chns Callaway
2006 25000  (25000) - 900p  Upto 1410272014
2006 5000  (5000) - 90p  Uplo 290872016
Tetal 30,000 (30,000 -
Peter Wilde
2005 12500  (12,500) 880 Uplo 310172015
2006 5000 (5,000) 560 Upto 29/06/2016
Tolal 17,500 (17,500)

25




Share Options surrendered during the year (audited)

The number of options and exercise prices has been adjusted to reflect the 40 1 share consolidation
that was implemented in December 2009

1st January 315t December
Year Awarded 2009 Surrendered 2009 Exercise pnce  Exercise period
Richard Stabbins
2007 25,000 (25,000) - 840p Upto 19/0172017
07 25,000 (25,000) - 5800  Up to 2400772017
Total 50,000 (50,000} -

Directors’ interests in Sterling Save As You Earn Option Scheme ('SAYE’) (audited)

The Directors’ interests in the SAYE scheme set up in 2007 are as follows

1stJanuary  Cancelled  3st December Option Earliest Latest

2009 i year 2009 prce exercise date exercise date

Jonathan Caoper 10,101 - 10,101 9504  OIA22011 017062012

Andrew Grosse 10,101 - 10,104 90 0122011 010672012

Graeme Thomson 10,101 - 10,104 950p 022011 01/06/2012

Harry Wilson 10,101 {10,101) - 9504p -
40404  {10101) 30,303

Directors’ interests in the Sterling 2007 Long Term Incentive Plan ('LTIP') (audited)

The Directors' interests in the 2007 LTIP are as foliows
The number of options and exercise prnice has been adjusted to reflect the 40 1 share consolidation
that was implemented in December 2009

1st January 31st December Excense Earliest Latest

2009 Forferted Granted Excercised 2009 pnce exercise date  exercise date

Chns Callaway 13400  {13,400) . - - 40p na na
Jonathan Cooper 105,000 - . 105,000 40p 1410212011 14052011
Andrew Grosse 105,950 - 105,950 40p 27/09/2010 14/05/2011
Richard $iabbins 2215 (21,275 - 40p nfa na
Graeme Thomson 132,650 - - . 132,650 40p 1510412010 1510712010
Peter Wilde 13400  (8,934) - {4,466) - 40p n'a na
Harry Wiison 147,225 (100,195) - (47,030) - 40p nfa iva

538,000 {143,804) - (51,496) 343600

Approved by shareholders at the EGM held on 22 December 2009

The LTIPs for Mr Chrnis Callaway lapsed on his resignation on 1 May 2009

The LTIPs for Mr Harry Wilson were exercised, to the extent vested when he ceased to be an
employee on 28 August 2009

The LTIPs for Mr Peter Wilde were exercised, to the extent they had vested, following his resignation
on 1 October 2009

The LTIPs for Mr Richard Stabbins were relinquished prior to grant of options under the NED LTIP
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All Staff Long-Term Incentive Plan (audited)

The Directors interests in the All Staff LTIP are as follows

1st January 315t December Excensg Eartiest Latest

009  Granted Excercised 2009 prce exercise date exercise date

Alastar Beardsall * - 1125000 - 1,125,000 dp 002012 30092014

Jonathan Cooper - 400,000 . 400,000 p  0I02M2 300972014

Andrew Grosse - 47500 - 475,000 dp 002012 30044
2,000,000 - 2,000,000

Appraved by shareholders at the EGM held on 22 December 2009

* In recognition of Alastair Beardsall's efforts in the fund raising and the September Placing, and as a
means of retention, 50 per cent of the options awarded to him will vest without performance critena In
October 2012, always provided he remains employed by the Company at that time

Non- executive Directors Long-Term Incentive Plan (audited)

The Non- executive Directors’ interests in the NED LTIP are as follows

1st January 31st December Excense Earliest Latest

2009  Granted Excercised 2009 price exercise date  exercise date

Nicholas Claylon - 125000 - 125,000 40p 01102012 30092014

Kesth Henry - 125000 . 125,000 0p 01102012 30092014

Richard Stabbins - 125000 - 125,000 4 0102012 3010972014
- 315000 - 375,000

Approved by shareholders at the EGM held on 22 December 2009

The rules of the LTIP schemes are summarised in note 27

For and on behalfypf the Board

Keith Henry

Chairman, Remuneration Co
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DIRECTORS’ REPORT

The Directors present thewr annual report on the affairs of Sterling and its subsidianes, together with
the financial staterments and auditors' report for the year ended 31 December 2009

PRINCIPAL ACTIVITY AND BUSINESS REVIEW

The principal activity of the Group throughout the year remained the exploration for and production of
oll and gas in Africa, the Middle East and the USA The USA business was sold on 2 December 2009
The significant developments dunng 2009 and the other activities of the Group, as well as the future
strategy and prospects for the Group, are reviewed in detail in the Charman’'s Statement, the
Operational Review and Financial Review

The Group operates through overseas branches and subsidiary undertakings as appropnate to the
fiscal environment Significant substdiary undertakings of the Group are set out In note 16 to the
financial statements

The Group uses a number of key performance indicators (KPI's) to assess the business performance
against strategy These are net debt ($), Reserves (million boe), EBITDA ($), production (bopd) and
share price growth and analysis of the KPI's can be found in the Financial Review

RESULTS AND DIVIDENDS

The Group loss for the financial year was $202 5 million (2008 loss of $156 8 milion) This leaves an
accurnulated Group loss on retained earnings of $446 3 million (2008 loss $247 0 million) to be
carned forward as a balance of the Group’s retained earnings As a result of the accumulated deficit
of $388 7 millon on the retained earnings of the Company at the end of 2009 (2008 deficit $238 8
million), the Directors do not recommend the payment of a dividend (2008 nil)

GOING CONCERN

The Company's business actwvities, together with the factors likely to affect its future development,
performance and position are set out in the operations review on pages 3 to @ The financial position
of the Company, its cash flows and liquidity position are described in the financial review on pages 12
to 14 In addition, note 26 to the financial statements include the Company's objectives, policies and
processes for managing its capital, its financial nsk management abjectives, details of its financial
instruments, and its exposures to credit nsk and liquidity risk

The Company has sufficient cash resources for its working capital needs and its committed capital
expenditure programme at least for the next 12 months As a consequence, the directors believe the
Company I1s well placed to manage its business nsks successfully despite the current uncertain
economic outlook

The Directors have a reasonable expectation that the Company has adequate resources to continue
in operational existence for the foreseeable future Thus they continue to adopt the going concemn
basis of accounting in preparing the annual financial statements

CAPITAL STRUCTURE

Details of the 1ssued share capital, together with details of the movements In the Company's 1ssued
share capital during the year, are shown in note 22 to the financial statements Following completion
of the capital raising on 23 December 2009, Sterling consolidated every 40 shares of 1 pence each
into one ordinary share of 40 pence each The Company has one class of ordinary share which
carries no nght to fixed income Each share carnes the nght to one vote at general meetings of the
Company

There are no specific restrictions on the size of a holding nor on the transfer of shares, which are both
governed by the general provisions of the Articles of Association and prevailing legislaton The
Directors are not aware of any agreements between holders of the Company’'s shares that may result
In restricttons on the transfer of secunttes or on voting nghts Detalls of the employee share schemes
are set outin note 27

No person has any special nghts of control over the Company's share capital and all 1ssued shares
are fully paid
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DIRECTORS
The Directors who served throughout the year were as follows

Mr Alastair Beardsall (appointed § September 2009)
Mr Chris Callaway (resigned 1 May 2009)

Mr Nicholas Clayton {appointed 1 QOctober 2009)

Pr Jonathan Cooper

Mr Keith Henry (appointed 8 September 2009)

Mr Andrew Grosse

Dr Richard Stabbins

Mr Graeme Thomson (resigned 22 December 2009)
Mr Harry Wilson (resigned 30 June 2009)

Mr Peter Wilde (resigned 1 October 2009)
Biographical details of serving Directors can be found in the Board of Directors section of this report

DIRECTORS' ELECTION AND ROTATION

With regard to the appointment and replacement of the Directors, the Company is governed by its
Articles of Association, the Combined Code, the Companies Acts and related legislation The powers
of Directors are described (n the Corporate Governance Report

In accordance with article 106 of the Company's Article of Association Richard Stabbins offers himself
for re-election, and in accordance with article 110 of the Company’s Articles of Association Keith
Henry and Nicholas Clayton offer themselves for election at the forthcoming AGM on 7 May 2010

DIRECTORS’ AND THEIR INTERESTS

The Directors, who served dunng the year and subsequently, together with their beneficial interests in
the 1ssued share capital of the Company, were as follows

Ordinary shares 22-Mar 31-Dec 3 -Dec
of 40p each 2010 2009 2008
Alastar Beardsal™ 500,000 500,000 na
Chns Callaway na na 2,500
Nicholas Claylon* 132500 125,000 na
Jonathan Cooper™ 58,012 58,012 12,500
Andrew Grosse* 696,211 696211 185012
Ketth Henry* 500,000 500,000 na
Richard Stabbins* 300000 289481 130607
Graeme Thomson na na 433638
Peter Wilde na na 21,750
Harry Wilson na na 703002

* non- Executive Director, member of the audit, remuneration and nominations committees
* executive director

Beneficial shareholdings include the shareholdings of a Director’s spouse and infant children
Of the above interests, Dr Richard Stabbins includes 140,000 (2008 111,857) 40 pence ordinary

shares held by Montrose Industries Limited a Company in which he has a drrect 84 4% holding and 1s
a director
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SUBSTANTIAL SHAREHOLDING

Except for the holdings of ordinary shares listed below, the Company has not been notified by or
become aware of any persons holding 3% or more of the 219,309,625 i1ssued ordinary shares of 40
pence each of the Company at 22 March 2010

Number %
Waterford Finance and Investment Limied 65,384,217 2981
Invesco Asset Management Limited 48,165,876 219
Mr Denis O'Bnen 16,075,943 73
Artemis Investment Management Limited 11,138,885 508
Gartmore Investment Management Limited 9652728 440

SUPPLIER PAYMENT POLICY AND PRACTICE

The Company’s policy 1s to settle terms of payment with suppliers when agreeing each transaction,
ensuring that suppliers are made aware of the terms of payment and abide by them At the 2009 year-
end, the number of suppler days outstanding for the continuing operations of the Group was 60 days
{restated 2008 35 days)

CHARITABLE AND POLITICAL CONTRIBUTIONS

During the year the group made charitable donations of $5,000 (2008 $24,000), principally to local
chanties serving the communities in which the group operates No political contributions were made
during the year

BUSINESS RISK

The Group's business I1s subject to rnisks inherent In oll and gas exploration, development and
production activites There are a number of potential nsks and uncertainties which could have a
matenal impact on the Group's long-term performance and could cause actual results to differ
materially from expected and historical results Key rnisks in this regard are

Category Risk

Strategic and Economic Inappropnate or inaccurate strategy and plans
Failure to deliver on strategy and plans
Business environment changes

Significant competition

Operational HSE incident or non-compliance

Poor field performance

Fallure to add value through exploration

Permits and/or approvals maybe difficult to sustain

Commercial Failure to access new opportunities

Failure to maximise value from existing interests
Loss of control of key assets

Dissatisfied stakeholders

Failure to negotiate optimal contract terms
Reserve estimations are not exact determinations

Human Rescurces and Failure to recruit and retain key personnel

Management Processes Human error or deliberate negative action

Inadequate management processes

Insufficient timely information available to the management and
the Board

Financial Restrictions in capital markets impachng available financial
resource

Ol or gas price volatihity impacting both revenues available and
Bank debt called for repayment

Cost escalation

Fiscal changes

Operations under-insured

Foreign currency risk
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The Directors regularly monitor such nsks, using information obtained or developed from external and
internal scurces, and will take actions as appropriate fo mitigate these Effective nsk mittgation 1s
cntical to Sterling in achieving its strategic objectives and protecting its assets, personnel and
reputation Sterling manages its risks by maintaining a balanced portfolio of projects and by seeking to
ensure it 1s In compliance with the terms of its agreements, and through the application of appropriate
policies and procedures, and via the recruitment and retention of a team of skilled and expenence
professionals

FINANCIAL INSTRUMENTS

Information about the use of financral instruments, the Group's policy and objectives for financial nisk
management s given in note 26 to the financial statements

AUDITORS

Each of the persons who 1s a Director at the date of approval of this Annual Report confirms that

» 50 far as the Director 1s aware, there 1s no relevant audit information of which the Company's
auditors are unaware, and

+ the Directors have taken all the steps that they ought to have taken as a Director in order to make
themselves aware of any relevant audit information and to establish that the Company’s audtitors
are aware of that information

This confirmation 1s given and should be interpreted in accordance with the provisions of section 418
of the Companies Act 2006

Delcitte LLP have expressed their willingness to continue in office as auditors and a resolution to
reappoint them will be proposed at the forthcoming annual general meeting

Jonathan Cooper
Director

28 March 2010
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STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The Directors are responsible for prepanng the Annual Report and the financial statements In
accordance with applicable law and regulations

Company law requires the Directors to prepare financial statements for each financial year Under that
law the Directors are required to prepare group financial statements in accordance with International
Financial Reporting Standards (IFRS) as adopted by the European Union and Article 4 of the IAS
Regulation and have also chosen to prepare the parent Company financial statements in accordance
with IFRSs as adopted by the European Union Under Company law the Directors must not approve
the accounts unless they are satisfied that they give a true and fair view of the state of affars of the
Company and of the profit or loss of the Company for that pertod In preparing these financial
statements, International Accounting Standard 1 requires that Directors

properly select and apply accounting policies,
present information, including accounting policies, In a manner that provides relevant, reliable,
comparable and understandable information,

+« provide additional disclosures when comphance with the specific requrements 1n IFRSs are
insufficient to enable users to understand the impact of particular transactions, other events and
conditions on the entity's financial position and financial performance, and

+ make an assessment of the Company’s ability to continue as a going concemn

The Directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the Company's transactions and which disclose with reasonable accuracy at any time the
financial position of the Company and enable them to ensure that the financial statements comply with
the Compantes Act 2006 They are also responsible for safeguarding the assets of the Company and
hence for taking reasonabte steps for the prevention and detection of fraud and other irregularities

The Directors are responsible for the mamtenance and integnty of the corporate and financial
information included on the Company's website Legislation in the United Kingdom governing the
preparation and dissemination of financial statements may differ from iegislation in other junsdictions

DIRECTORS’ RESPONSIBILITY STATEMENT

We confirm that to the best of our knowledge

e the financial statements, prepared In accordance with International Financial Reporting
Standards, give a true and farr view of the assets, labilites, financial position and profit or loss of
the Company and the undertakings included in the consolidation taken as a whole, and

¢ the annual report includes a fair review of the development and performance of the business and

the position of the Company and the undertakings included in the consolidation taken as a whole,
together with a description of the pnncipal risks and uncertainties that they face

For and on behalf of the Board

Alastair Beardsall,

Director
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INDEPENDENT AUDITORS’ REPORT

We have audited the financial statements of Sterling Energy Plc for the year ended 31 December
2009 which comprise the consolidated and parent company income statement, the consolidated and
parent Company statement of comprehensive income, the consclidated and parent Company
statement of changes in equity, the consolidated and Company balance sheet, the consolidated and
parent Company cash flow statements and the related notes 1 to 28 The financial reporting
framework that has been applied in therr preparation 1s applicable law and International Financial
Reporting Standards (IFRSs) as adopted by the European Union

This report 1s made solely to the Company's members, as a body, in accordance with Chapter 3 of
paragraph 16 of the Compames 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 in an auditors' report
and for no other purpose To the fullest extent permitted by law, we do not accept or assume
responsibiity to anyone other than the Company and the Company's members as a body, for our
audit work, for this report, or for the opinions we have formed

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

As explained mare fully in the Directors’ Responsibilities Statement, the Directors are responsible for
the preparation of the financial statements and for being satisfied that they give a true and farr view
Our responsibiity 1s to audt 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

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

OPINION OF THE FINANCIAL STATEMENTS
In our opinion

s the financial statements give a true and far view of the state of the Group's and the parent
Company's affairs as at 31 December 2009 and of the group’s loss for the year then ended,

¢ the group financial statements have heen properly prepared in accordance with IFRSs as adopted
by the European Union, and

e the financial 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 part of the Directors’ Remuneration report to be audited has been properly prepared in
accordance with the Companies Act 2006 that would have applied were the Company a quoted
Company, and

s the information given in the Directors’ Report for the financial year for which the financial
statements are prepared 1s consistent with the financial statements
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MATTERS ON WHICH WE ARE REQUIRED TO REPORT BY EXCEPTION

We have nothing to report in respect of the following matters where the Companies Act 2006
requires us to report to you If, in our opinion

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

« the parent Company financial statements are not in agreement with the accounting records and
returns, or
certain disclosures of Directors' remuneration specified by law are not made, or
we have not received all the information and explanations we reguire for our audit

Bevan Whitehead, Semor Statutory Auditor

For and on behalf of Deloitte LLP
Chartered Accounts and Statutory Auditors
London, UK

28 March 2010

34




STERLING ENERGY PLC
CONSOLIDATED INCOME STATEMENT
YEAR ENDED 31 DECEMBER 2009

Note
Continuing operations
Revenue 4
Cost of sales 6
Gross profitf (loss)
Adrministrative expenses
Impairment of ail and gas assets 3
Other imparments 3
Profit on disposal of o and gas assels 5
Profit on chsposal of investment 16¢
Pre-icence exploration costs 3
Operating loss §
Interest revenue and other finance gans/ losses 8
Finance costs 8
Loss before tax
Tax 9
Loss for the financial period from continuing operations 5
Discontinued operations
Loss from the penod from discontinued operabons 10
Loss for the year
Loss per share {USc)
From continuing aperabions 12
From contnuing & discontinued operabons 12
Basic and diluted 12

315t December2008  31st December 2008
$000 $000
1,709 20444
{13,498) {26,971}
8,211 {6,527}
{4684) (6,246)
(22,085) {100,012)
. (833)

2,200

- 281
(512) (2,014)
{18,040) {110,561)
(252) 116
(13,340) (9,606)
{31,632) {120,051)
{31,632 {120,051}
{170,851} (36,779)
{202,483} (156,830)
{3275) (264 21)
{209.65) (34515)
{209.66) (345 15)
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STERLING ENERGY PLC

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

YEAR ENDED 31 DECEMBER 2009

3stDecember 2009 31st December 2008

$000 $000

Loss for the year (202,483) (156,830)

Hedge movement (15,574} 20,995

Cumency exchange adjustments 1155 {1,921)

Revaluation of shares 12 {657)

Tofak comprehensive expense for the year, nef of tax - [216,8%0) {129413)
Tax

Total comprehensive expense for the year {216,890) {129,413}
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STERLING ENERGY PLC
CONSOLIDATED BALANCE SHEET
31 DECEMBER 2009

Non-current assets

Intangible royalty assels

Intangible exploration and evaluation assefs
Property, plant and equipment

Investments

Other receivables - resincted bank deposits

Current assels

Inventonies

Trade and other recevables
Dervalive financial nstruments
Cash and cash equivalents

Total assels

Current liabrlities

Trade and other payables
Denvative financial instruments
Bank loan

Net current assets/{liabilities)

Non-current hatulities
Bank loan

Deferred tax liabiibies
Long-term prowisions

Total Irabilities

Net assets

Equity

Share capial

Share premium account
Share aption reserve
[nvestment revaluation reserve
Cumency franslation reserve
Hedge reserve

Retaned eamings

Total Equity

Note

13
14
15
16a

17
26

18
iy
19

19
20
21

7]
3
23
23
a3
3
3

3stDecember2009  31st December 2008
$000 $000
1,818 3791
8,057 125,756
305 187,760

18 996

. 3145
11,098 321448
4,367 4,994
2,578 32606

. 16,071
113,859 23854
120,804 17,525
13,902 398,873
(22,525) (39.533)
. (497)

. {53,700)
(22,525} {93,730)
98,219 {16.205)
{65,570)

. {40,793)
(41,238) {27 664)
{41,238) (134,027)
{43,763) {227,157
88,139 171,218
148,537 42749
378,869 351334
7,104 9869
12 -
{108) (1,263)

- 15,574
(446,265) (247 047)
88,139 171,216
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STERLING ENERGY PLC

The financial statements of Sterling Energy Plc, registered number 1757721 were approved by the
Board of Directors and authorised for 1ssue on 28 March 2010

Signed on behalf of the Board of Directors

(oo™ K5 ar

nathan Cooper, ACA Alastair Beardsall,

Director Director

38




STERLING ENERGY PLC

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
YEAR ENDED 31 DECEMBER 2009

Group

At1 January 2008

Tolal comprehensive expense for the year
Issued share capial

Share option reserve charge for the year
A1 January 2009

Total comprehensive expense for the year
|ssued share captal

Share eption reserve charge for the year
Transfer of share based payment reserve
At 31 December 2009

Share Share  Share Investment Cumency

captal  premum  ophon revaluation iranslation Hedge  Retaimed
account  account  reserve reserve  account reseve  eamings Total
$000 $000 $000 $000 $000 $000 $000 $000
HHM o M44 838 657 656 (M2} (Q0217) 218270
. . (857) (1.921) %95 (156830) (129413
10938 9,920 . . . . . 20,858
- - 1,501 - - - 1,501
2749 31334 6889 - {1263) 15514 (47.047) 171,216
. . . 12 1185 (15514  (202483)  (216,890)
105,788 27525 - . . . - 1830
- - 500 - 500
. - (3265) - - 3265 .
148,537 378888 T4 12 (108) (446,265) 088139
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STERLING ENERGY PLC
CONSOLIDATED CASH FLOW STATEMENT
YEAR ENDED 31 DECEMBER 2009

Note HstDecember 2003  3)sl December 2008
$000 $000
Operating activities
Cash generated from operations 25 39% 56,745
Net cash flow from operating activities 33,936 56,745
Investing activities
Interest received 837 1,635
Capial expenditure {31,688) (112,874)
Increase n nvestment - {550)
Proceeds on disposal subsidiary 85812 .
Proceeds on disposal of property, plant & equipment 9 16,526
Proceeds on farmout of exploration and evaluation asse! . 33,960
Decrease i restncted cash 2,620
Net cash generated/{used) in investing activities 54870 {53683)
Finanging activities
Net procaeds from issue of ordinary shares 133,314 20,858
Repayments on loan faciities (122,909) {30.409)
Inerest pad (8,768) {8.47)
Decrease n overdrafi - {3,781)
Net cash flow generatedi{used) in financing activities 1837 {21679
Net increasef{decrease] in cash and cash equivalents 80543 {(18617)
Cash and cash equivalents at beginning of penod 0854 410
Effect of foreign exchange rale changes {538) {1,630)
Cash and cash equivalents at end of penod 113,859 23,854

Cash and cash equivalents at 31 December 2009 includes $4,146,000 that s restricted This relates
to short-term restrictions on cash following the US sale These restrichons have now been lifted
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STERLING ENERGY PLC

COMPANY STATEMENT OF COMPREHENSIVE EXPENSE

YEAR ENDED 31 DECEMBER 2009

31st December 2009 3ist December 2008

$000 $000

Loss for the year (153,175) {150,379)

Hedge movement {6,542) 17,685

Total comprehensive expense for the vear, net of tax (154,717) {132 684)
Tax

Total comprehensive expense for the year {159,7117) {132,684)
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STERLING ENERGY PLC
COMPANY BALANCE SHEET
31 DECEMBER 2009

Non-cument assets
Property, plant and equipment
Investments

Current assels

Inventones

Trade and other recervables
Denvative financial nstruments
Cash and cash equivalents

Total assets

Cument lrabilities
Trade and other payables
Bank loan

Net current liabilities

Non-current liabdities
Bank loan
Long-term prowvisions

Total habilibies

Net assets

Equity

Share capdal

Share premium account
Share ophon reserve
Hedge reserve
Retained eamings
Total Equity

Note

15
16

%

18
19

19
2

p/i
b<]
b4]
3
3

31stDecember2005  31st December 2008
5000 $000

% 8,801
24,386 137,180
221419 345,981
4367 4211
28,978 96,785

. 6,542
106,265 15432
139640 122,970
364,02 468,951
(14,203) {169,735)
. (53,700)
(194,203) (223 435)
{84,593) {100 465)
. {65,570)
(20,987} (8,211)
{20,987) {13,781)
{245,190} {297 216)
145,834 171,735
148,537 42,749
378,859 351334
7404 0,869

. 6,542
{388,669) (238,759)
145,831 171,735
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STERLING ENERGY PLC

The financial statements of Sterling Energy Plc, registered number 1757721 were approved by the
Board of Directors and authorised for issue on 28 March 2010

Signed on behalf of the Board of Directors

(ooyper  PESAM

Jonathan Cooper, ACA Alastarr Beardsall,

Director Director

43




STERLING ENERGY PLC

COMPANY STATEMENT OF CHANGES IN EQUITY
YEAR ENDED 31 DECEMBER 2009

Company

A1 January 2008

Total comprehensive expense for the year
Issued share capial

Share option reserve charge for the year
A1 January 2009

Total comprehensive expense for the year
issued share capial

Share option reserve charge for the year
Transfer of share based payment reserve
At 31 December 2009

COMPANY CASH FLOW STATEMENT

YEAR ENDED 31 DECEMBER 2009

Operating activities
Cash (used)/generated from operafions

Net cash flow (used)/generated in operating activities

Investing actimbies
Intesest recerved
Capital expenditure

Net cash generatedi{used) in investing activities

Financing activities

Ne! proceeds from issue of ordinary shares
Repayments on loan faciities

Repayments from subsidianes

Interest pad

Net cash flow generatedi{used) in financing activities
Net increasel(decrease) in cash and cash equivalents

Cash and cash equivalents at begmning of penod

Effect of foreign exchange rate changes

Cash and cash equrvalents at end of penod

Share Share Share

capital  premium option Hedge  Refained
account  account feserve  feseve  eamings Total
$000 $000 $000 $000 $000 $000
3811 1414 5368 (11153)  (88.380) 282,060
. . . 17695 (150379  (132684)
10,938 8920 . . . 20,858
- - 1,501 - - 1,501
42,749 351,34 9869 6542 (238759 171,735
. . . 65420 (153175  (159,117)
105,788 21525 . . - 133313
500 . 500
{3,265) 3,265 .
148,537 378,858 7104 (388,669) 14581
Note  JstDecember 2009  31st December 2008
$000 $000
25 {3,034) 21,506
{3,034) 21,506
2,356 4524
{1,078} {18,925)
1,280 {14.401)
133,314 20858
(122,909) {30.409)
90,347 -
(8,047) {8,109)
92,675 {17,656)
90,921 {10,551)
15432 26,540
(88) (557)
106,265 15,432
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STERLING ENERGY PLC
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2009

1. ACCOUNTING POLICIES

a) General Information

Sterling Energy Plc 1s & Company incorporated m Great Britan under the Companies Act The
address of the registered office 18 5 Chancery Lane, London, WC2A 1LG The Company and the
Group are engaged in the exploration for, and development and production of, oll and gas

These financial statements are presented in US dollars as this 1s the currency i which the majonty of
the Group's revenues and expenditure are transacted

b) Basis of accounting and adoption of new and revised standards

The financial statements of the Company and the Group have been prepared m accordance with
International Financial Reporting Standards (IFRS) as endorsed by the Council of the European
Union

The financial statements are prepared under the historical cost convention except for the revaluation
of certain properties and financial instruments The principal accounting policies adopted are set out
below

In the current financial year, the Group has adopted International Financial Reporting Standard 8
‘Operating Segments’, International Accounting Standard 1 'Presentation of Financial Statements’
{revised 2007) and International Accounting Standard 23 ‘Borrowing Costs' (March 2007)

IFRS 8 requires operating segments to be identified on the basis of internal reports about components
of the Group The adoption of IFRS 8 has had no effect on the identified operating segments for the
Group which are also the reportable segments

IAS 1 (revised) requires the presentation of a statement of changes in equity as a pnmary statement,
separate from the income statement and statement of other comprehensive income As a result, a
consolidated statement of changes in equity has been included in the pnmary statements, showing
changes in each component of equity for each period presented

IAS 23 (March 2007) had no impact on the Group, as the Group already capitalises borrowing costs
directly attributable to the construction of qualifying assets under its existing accounting policies

At the date of authonsation of this financial information, the following Standards and Interpretations
which have not been applied in this financial nformation were in 1ssue but are not yet effective

IFRS 1/ (amended)/ Cost of an Investment in a Subsidiary, Jointly Controlled Entity or
IAS 27 {(amended) Associate

IAS 27 (amended) Entity or Associate

IFRS 1 (amended)* Additional Exemptions for First-time Adopters

IFRS 2 (amended)* Group Cash-settled Share-based Payment Transactions

IFRS 3 {revised 2008) Business Combinations

IFRS 9* Finangial Instruments

IAS 24 (revised 2009)" Related Party Disclosures

IAS 27 (revised 2008) Consolidated and Separate Financial Statements

IAS 28 (revised 2008) Investment in Associates

IAS 32 (amended)* Classification of Rights Issues

IFRIC 14 (amended) Prepayment of a Mimmum Funding Requirement

IFRIC 17 Distributions of Non-cash Assets to Owners

IFRIC 18 Transfers of Assets from Customers

IFRIC 19* Extinguishing Financial Liabiities with Equity Instruments

Improvements to IFRSs (2009)*

* Not yet endorsed by EU
** Improvements with effective date 1 January 2010 have not yet been endorsed by EU
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1. ACCOUNTING POLICIES (CONTINUED)
b) Basis of accounting and adoption of new and revised standards {continued)

The Directors do not expect that the adoption of these Standards and Interpretations in future penods
will have 2 material impact on the financial statements of the Group except for the treatment of
acquisition of subsidianies when IFRS 3 (revised 2008), IAS27 (revised 2008) and 1AS28 (revised

2008) come nto effect for business combinations for which the acquisition date s on or after 1
January 2010

c) Going concern

The Directors have, at the time of approving the financial statements, a reasocnable expectation that
the Group has adequate resources to continue in operational existence for the foreseeable future
Thus they continue to adopt the going concern basis of accounting in preparng the financial
statements Further detail is contained in the Directors Report

d) Basis of consolidation

The consolidated financial statements incorporate the financial  statements of the Company and
entittes controlled by the Company (its subsidiaries) made up to 31 December each year Control 1s
achieved where the Company has the power to govern the financial and operating policies of an
invested entity so as to obtain benefits from ts activities

The results of subsidianes acquired or disposed of during the year are included in the consclidated
income statement from the effective date of acquisition or up to the effective date of disposal, as
approprate

Where necessary, adjustments are made to the financial statements of subsidiaries to bnng the
accounting policies used into Lne with those used by the Group All Intra-group transactions,
balances, income and expenses are eliminated on consolidation

1. Accounting policies {continued)

d) Basis of consohdation (continued)

As a consolidated Group income statement 1s published, a separate income statement for the parent
Company has not been published in accordance with section 408 of the Companies Act 2006

e) Revenue

Sales of petroleum and gas are recognised, net of any sales taxes when goods are delivered or the
ttle has passed to the customer Interest income I1s accrued on a time basis by reference to the
principal outstanding and at the effective interest rate applhcable Royalties and tanff income are
recognised as earned Dividend revenue from investments 1s recognised when the shareholders’
rights to receive payment have been established

f) Qil and gas interests

Exploration and Evaluation assets (“E&E”)

The Group accounts for oll and gas exploration under the full cost method having regard to the
requirements of IFRS 6 Exploration for and Evaluation of Mineral Resources E&E costs are initally
capitalised within intangible assets other than goodwill Such E&E costs include licence acquisition
costs, geological and geophysical costs, costs of dnlling exploration and appraisal wells, and an
appropriate share of overheads E&E costs are capitalised and accumulated in cost pools which are
not larger than a segment Expenditures incurred before the Group has obtained the legal nghts to
explore a specific area are expensed In the year that they are incurred

The Group's oll and gas assets are currently held in two cost pools, Africa and the Middle East
{Continuing} and North Amenca (Discontinued)

Costs relating to the exploration and evaluation of ol and gas interests are carned forward until the
existence or otherwise of commercial reserves has been determined
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1. ACCOUNTING POLICIES (CONTINUED)
f) Oil and gas interests {(continued)

If commercial reserves have been discovered, the related E&E assets are assessed for impairment
and the resultant carrying value i1s then reclassified as oIl and gas assets within property, plant and
equipment, on a field by field basis

E&E assets that are determined not to have resulted in the discovery of commercial reserves remain
capitalised as intangible E&E assets at cost less accumulated amortisation, subject to the relevant
cost pool meeting an impairment test as set out below Such E&E assets are amortised on a unit of
production basis over the life of the proven and probable commercial reserves of the pool to which
they relate

Under the full cost method, impairment tests on E&E assets are conducted on an individual cost pool
basis, ncluding any development or producing assets, when facts and circumstances suggest that the
carrying amount in the pool may exceed its recoverable amount Such indicators include the point at
which a determination 1s made as to whether or not commercial reserves exist Where the E&E assets
concerned fall within the scope of an established full cost pool, the E&E assets are tested for
impairment together with all development and production assets associated with that cost pool, as a
single cash-generatng unit The aggregate carrying value 1s compared against the expected
recoverable amount of the pool, generally by reference to the present value of the future cash flows
expected to be delivered from production of commercial reserves Where the E&E assets to be tested
fall outside the scope of any established cost pool, there will generally be no commercial reserves and
if the E&E 1s determined as unsuccessful the E&E assets concerned will be wrnitten off in full  Any
impairment loss 1s separately recognised within the income statement

Development and production assets are generally accumulated on a field-by-field basis and include
the cost of developing the commercial reserves discovered and bnnging them nto production,
together with the E&E expenditures, incurred in finding commercial reserves, transferred from
intangible E&E assets as outlined above Depletion I1s provided for on a cash-generating unit basis on
a unit of production basis over the life of the proven and probable commercial reserves taking into
account the expected future costs to extract all such reserves

Development and production assets (“PP&E”)

An impairment test 1s performed on an individual cash- generating unit whenever events and
circumstances tndicate that the carrying value of an asset may exceed its recoverable amount The
recoverable amount 1s assessed as the present value of the future cash flows expected to be derived
from production of commercial reserves

The cash-generating unit basis 15 generally the field, however, ol and gas assets, including
infrastructure assets, may be accounted for on an aggregated basis where such assets are
economically inter-dependent

Property, plant and equipment assets other than oil and gas assets

Property, plant and equipment other than oll and gas assets are stated at cost, less accumulated
depreciation, and any provision for impairrment Depreciation 1s provided at rates estimated to wnite off
the cost, less estimated residual value, of each asset over its expected useful Ife as follows

Computer and office equipment — 33% straight line
g) Decommissioning
Provisions for decommussioning costs are recognised in accordance with IAS 37 Provisions,

Contingent Liabilites and Contingent Assets Provisions are recorded at the present value of the
expenditures expected to be required to settle the Group's future obligations
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1. ACCOUNTING POLICIES {CONTINUED)
g) Decommissioning (continued)

Provisions are reviewed at each balance sheet date to reflect the current best estimate of the cost at
present value The unwinding of the discount is refiected as a finance cost A decommissioning asset
15 also established, since the future cost of decommuissioning 15 regarded as part of the total
investment to gain access to future economic benefits, and included as part of the cost of the relevant
development and production asset Depletion on this asset 1s calculated under the unit of production
method based on commercial reserves

h) Intangible royalty interests

The carrying value of each individual royalty interest 1s amortised on the unit of production basis
refative to the underlying asset and assessed individually for imparrment when there s an indication
that an impairment event may have occurred

i) Foreign currencies

The US dollar 1s the reporting currency of the Company and the Group Transactions denominated in
other currencies are translated into US dollar at the rate of exchange rulng at the date of the
transaction Assets and liabilittes in other currencies are translated into US dollars at the rate of
exchange ruling at the reporting date All exchange differences ansing from such translations are
dealt with in the profit and loss account

The results of entities with a functional currency other than the US dollar are translated at the average
rates of exchange dunng the period and their balance sheet at the rates ruling at the balance sheet
date Exchange differences ansing on translation of the opening net assets and on translation of the
results of such entities are dealt with through the currency translation reserve

1] Taxation
Current tax

The tax currently payable 15 based on taxable profit for the year Taxable profit differs from net profit
as reported tn the iIncome statement because it excludes items of income or expense that are taxable
or deductible on other years and it further excludes tems that are never taxable or deductible The
group’s hability for current tax 1s calculated using tax rates that have been enacted or substantively
enacted by the halance sheet date

Deferred tax

Deferred tax Is the tax expected to be payable or recoverable on differences between the carrying
amounts of assets and habilities in the financial statements and the corresponding tax bases used In
the computation of taxable profit, and 1s accounted for using the balance sheet liability methed
Deferred tax liabiihes are generally recognised for all taxable temporary differences and deferred tax
asset are recognised to the extent that it 1s probable that taxable profits will be avallable against which
deductible temporary differences can be utilised Such assets and liabilities are not recognised If the
temporary difference arises from the initial recognition of goodwill or from the imhial recognition (other
than in a business combination) of other assets and liabilities in a transaction that affects neither the
taxable profit nor the accounting profit

Deferred tax habilities are recognised for taxable temporary differences arnising on investments in
subsidiaries and associates, and interests in joint ventures, except where the group 1s able to control
the reversal of the temporary differences and it 1s probable that the temporary difference will not
reverse n the foreseeable future
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1 ACCOUNTING POLICIES (CONTINUED)
I} Taxation (continued)

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

Deferred tax 15 calculated at the tax rates that are expected to apply in the pernod when the hability 1s
seftled or the asset I1s realised Deferred tax 1s charged or credited in the income statement, except
when It relates to tems charged or credited directly to equity, in which case the deferred tax 1s also
dealt with in equity

Deferred tax assets and liabilities are offset when there 1s a legally enforceable nght to set off current
tax assets against current tax liabiities and when they relate o income taxes levied by the same
taxation authonty and the Group intends to settle its current tax assets and liabilities on a net basis

k) Investments

Investments are recognised and derecognised on a trade date where a purchase or sale of an
investment 1s under a contract whose terms require delivery of the investment within the timeframe
established by the market concerned, and are initially measured at cost, including transaction costs

Group investments are classified as available-for-sale and are measured at subsequent reporting
dates at fair value Gains and losses ansing from changes in farr value are recognised directly in
equity, until the investment 1s disposed of or 1s determined to be imparred, at which time the
cumulative gain or loss previously recognised in equity 1S included in the profit or loss of the period
Impairment losses recognised in profit or loss for equity investments classified as avallable-for-sale
are not subsequently reversed through profit or loss

Non-current investments in subsidiary undertakings are shown in the Company’s balance sheet at
cost less any provision for permanent diminution of value

1} Operating leases
Rentals under operating leases are charged on a straight-line basis over the lease term
m) Financial instruments

Derivative Financial Instruments
Financial assets and financial iabilities are recognised on the Group’s balance sheet when the Group
becomes party to the contractual provision of the instrument The Group used dernvative financial
instruments to manage its exposure to movements In ol and gas pnces, fluctuations in foreign
exchange rates and interest rates

Denvatives financial instruments are stated at fair value

The purpose for which a dernvative 1s used 1s established at inceptton To qualify for hedge
accounting, the derivative must be ‘highly effective’ in achieving its objective and this effectiveness
must be documented at inception and throughout the period of the hedge relatonship The hedge
must be assessed on an ongoing basis and determined to have been 'highly effective’ throughout the
financial reporting penods for which the hedge was designated

For the purpose of hedge accounting, hedges are classified as either farr value hedges, when they
hedge the exposure to changes in the farr value of a recognised asset or hability, or cash flow hedges,
when they hedge exposure to vanability in cash flows that 1s erther attributable to a particular nsk
associated with a recogrised asset or hability or forecasted transaction
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1. ACCOUNTING POLICIES {CONTINUED)
m) Financial instruments (continued)

In retation to fair value hedges which meet the conditions for hedge accounting, any gain or loss from
re-measuring the denvative and the hedged item at fair value 1s recogrised immediately in the Income
Statement Any gain or loss on the hedged item attnbutable to the hedged risk 1s adjusted against the
carrying amount of the hedged item and recognised in the Income Statement

For cash flow hedges, the portion of the gains and losses on the hedging instrument that s
determined to be an effective hedge I1s taken to equity and the ineffective position, as well as any
change In time value, I1s recognised in the Income Statement The gains and losses taken to equity
are subsequently transferred to the Income Statement during the period in which the hedged
transaction affects the Income Statement or if the hedge 1s subsequently deemed to be ineffective A
similar treatment applies to foreign currency loans which are hedges of the Group's net investment in
the net assets of a foreign operation

During the year the Group designated a number of its oIl and gas denvatives as cash flow hedges of
future production {See note 26)

Financial assets at fair value through profit and loss (FVTPL)

Financial assets are classified as FVTPL where the financial asset 1s either held for trading or it I1s
designated as at FVTPL

A financial asset Is classified as held for trading if

« 1t has been acquired principally for the purpose of selling in the near future, or

o 1tis a part of an wdentfied portfolio of financial instruments that the Group manages together and
has a recent actual pattern of short-term profit-taking, or

+« |t is a denvative that 1s not designated and effective as a hedging instrument

A financial asset other than a financial asset held for trading may be designated as at FVTPL upon
initial recognition If

« such designation eliminates or significantly reduces a measurement or recognition inconsistency
that would otherwise arise, or

s the financial asset forms part of a group of financial assets or financial labilities or both, which 1s
managed and its performance 1s evaluated on a farr value basis, In accordance with the Group's
documented nisk management or investment strategy, and information about the Group 1s provided
mnternally on that basis, or

« it forms part of a contract containing one or more embedded dervatives, and IAS 39 Financial
Instruments Recognition and Measurement permits the entire combined contract (asset or habihty) to
be designated as at FVTPL

Financial assets at FVTPL are stated at far value, with any resultant gain or loss recognised in profit
or loss The net gain or loss recognised in profit or loss Incorporates any dividend or interest earned
on the financial asset Fair value is determined in the manner described in note 26

Trade receivables

Trade recewvables are measured at initial recognition of their fair value Appropriate allowances for
estimated irrecoverable amounts are recognised In the income statement when there i1s objective
evidence that the asset 1s impaired

Cash and cash equivalents

Cash and cash equivalents compnse demand deposits, and other short term highly Itquid investments
that are readily convertible to a known amount of cash and are subject to an insignificant risk of
change in value
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1. ACCOUNTING POLICIES (CONTINUED)
m) Financial instruments {continued)
Trade payables

Trade payables are stated at their fair value
Financial liabilities and equity

Financial habilities and equity instruments are classified according to the substance of the contractual
arrangements entered into  An equity instrument 1s any contract that evidences a residual interest in
the asset of the Group after deducting all of its llabiities Equity instruments 1ssued by the Company
are recorded at the proceeds received net of direct 1ssue costs

Embedded derivatives

Derivatives embedded in other financial instruments or other host contracts are treated as separate
derivatives where their nsks and charactenstics are not closely related to those of the host contracts
and the host contracts are not measured at FVTPL

An embedded derivative 1s presented as a non-current asset or a non- current hability If the remaining
matunty of the hybnd instrument to which the embedded derivative relates 1s more than 12 months
and s not expected to be realised or setiled within 12 month Other derivatives are presented as
current assets or current iabilities

n) Pension costs

The Group operates a number of defined contribution pension schemes The amcunt charged to the
income statement for these schemes s the contributions payable in the year Differences between
contributions payable in the year and contributions actually paid are shown as either accruals or
prepayments in the balance sheet

o) Share-hased payments

The Company and Group have applied the requirements of IFRS 2 Share-based Payments The
Company 1ssues equity share-based payments to certain employees The far value of these awards
has been determined at the date of the grant of the award allowing for the effect of any market-based
performance conditions This fair value, adjusted by the estmate of the number of awards that will
eventually invest as a result of non-market conditions, is expensed uniformly over the vesting penod

The farr values are calculated using an option pricing model with suitable modifications to ailow for
employee turnover after vesting and early exercise The inputs to the model include the share price at
the date of grant, exercise price, expected volatility, expected dividends, nisk-free rate of interest, and
patterns of exercise of the plan participants

o] Overfunderlhift

Lifting or off take arrangements for oll and gas produced in certain of the Group's operations are such
that each participant may not receive and sell its precise share of the overall production in each
period The resulting imbalance between cumulative entittement and cumulative liftings less inventory
1s ‘'underhft’ or ‘overlift’ Underlifts are valued at the lower of cost and net realisable value and overlifts
are valued at market value Adjustments are made to cost of sales and batances included within
recevables and payables as appropriate
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p) Overfunderlift (continued)

The Group's share of any physical inventory 1s accounted for at the lower of cost and net realisable
value Net realisable value represents the estimated seling prnices less all estmated costs of
completion and costs to be incurred in marketing, selling and distnibution

q) Inventories

The Group's share of any matenal and equipment inventonies 1s accounted for at the lower of cost and
net realisable value Net realisable value 1s the estimated selling price less the estimated costs of
completion and the estimated costs necessary to make the sale The cost of inventories comprises all
costs of purchase, costs of conversion and other costs incurred in bringing the inventories to therr
present location and condition

r) Provisions

Provisions are recognised when the Group has a present obligation as a result of a past event and 1t
Is probable that the Group would be required to settle that obligation Provisions are measured at the
management's best estimate of the expenditure required to settle the obligation at the balance sheet
date, and are discounted to present value where the effect 1s matenal

s) Finance costs and debt

Financial costs of debt are allocated to periods over the term of the related debt and at a constant rate
on the carrying amount Arrangement fees and 1ssue costs are deducted from the debt proceeds on
inital recognition of the habihty and are amortised and charged to the income statement as finance
costs over the term of the debt

2 CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY

In the application of the Group’s accounting policies, which are described in note 1, the Directors are
required to make judgements, estimates and assumptions about the carrying amounts of assets and
labilittes that are not readily apparent from other sources The estimates and associated assumptions
are based on historical experience and other factors that are considered to be relevant Actual results
may differ from these estimates

The estimates and underlying assumptions are reviewed on an ongoing basis Rewvisions to
accounting estimates are recognised in the perniod in which the estimate i1s revised if the revision
affects only that period, or in the peried of the revision and future periods If the revision affects both
current and future penods

The key assumptions concerning the future, and other key sources of estimation uncertainty at the
balance sheet date, that have a significant nsk of causing a matenal adjustment to the carrying
amounts of assets and liabilities within the next financial year, are discussed below

Commercial reserves

Commercial reserves are proven and probable oil and gas reserves, calculated on an entitlement
basis Estimates of commercial reserves underpin the calculation of depletion and amortisation on a
unit of production basis Estimates of commercial reserves include estimates of the amount of o1l and
gas In place, assumptions about reservoir performance over the life of the field and assumptions
about commercial factors which, in turn, will be affected by the future oil and gas price
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2 CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (CONTINUED)

Impairment of assets

Management is required to assess the oIl and gas assets for ndicators of imparment The carrying
value of ol and gas assets 1s disclosed in notes 13, 14 and 15 The carrying value of related
investments in the Company balance sheet 1s disclosed in note 16 As part of this assessment,
management has carned out an impairment test on the Chinguetti oil and gas assets within property,
plant and equipment This test compares the carrying value at the balance sheet date with the
expected discounted cash flows from the relevant projects For the discounted cash flows te be
calculated, management has used a production profile based on its best estmate of proven and
probable reserves and a range of assumptions including a 10% pre- tax discount rate and an
mternally estimated ol pnce profile Exploration and evaluation assets are subject to a separate
review for indicators of impairment, by reference to the impairment indicators set out in IFRS 6, which
Is iInherently judgemental

Decommissioning

The Group has obligations in respect of decommissioning in Mauntania The extent to which a
provision 1s recogrnised depends on the legal requirements at the date of decommissioning, the
estimated costs and timing of the work and the discount rate applied Decommissioning estimates for
the Chinguetti field are based on a range of operator estimates which are currently under further
review by the operator and the Chinguetti partners Sterling believes the field could be abandoned
earlier than onginally planned and allowance has been made for this in the calculation of the
obligation

Fair values

The determination of the fair values of cils and gas properties, particularly exploration and evaluation
assets, acquired 1in business combinations, and the resulting measurement of any goodwill that may
anse, requires the use of estimates similar to those descnbed above

Share based payments
Management 1s required to make assumptions tn respect of the inputs used to calculate the farr value
of share based payment arrangements Details of these can be found in note 27

Embedded derivatives

Denvatives embedded in other financial instruments or other host contracts are treated as separate
denvatives where their nsks and charactenstics are not closely related to those of the host contracts
and the host contracts are not measured at FVTPL

An embedded derivative 1s presented as a non-current asset or a non- current liabihty if the remaining
matunty of the hybrid instrument to which the embedded denvative relates 1s more than 12 months
and I1s not expected to be realised or settled within 12 month Other derivatives are presented as
current assets or current latilities
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3. OPERATING SEGMENTS

The Group operates in one business segment, the exploration for and production of ol and gas The
Group operates In two geographical segments North America, and Africa and the Middle East The
Group's continuing geographical segment relates to its Afnca and Middle East operations In
December 2009 the Group completed the sale of its North Amenca segment (note 10) and this
segment 1s now classified as a discontinued operation for all years presented

Afnca and Middle East North Amenca Total
2009 2008 2009 2008 2009 2008
5000 §00 $000 §X0 $000 $000
Income Statement
Revenue 22,109 20444 50199 83124 72908 103,568
Cost of sales (13,498)  (8471) {44,104)  (60,064) (57,602) (87,035)
Gross profit 9,211 (6.527) 6,095 23080 15,306 16,533
{mpament prowsicn (22,055  {100845) {(T2085)  (82130) {94,140) (182,975)
Pre-licence explorafion costs {512) {2,014) {18) {650) {530) (2,664)
Profil and loss on disposals of assetsfinvesiments - 5071 (682) 3 {682) 8,182
Segment resulf {13,356)  (104,315) (66,690)  (56.609) (80,046) {160,924)
Unallocated corporate expenses {15,487) {14,307)
Operating loss {95,533) (175,231)
Loss on disposal of subsidiary (118,820) .
Interest revenue and finance gains 87 1917
Finance costs (14,114 (10,620)
Other gainsf {losses) (265) (818)
Loss before tax (228,495) (184,692)
Tax 28012 27862
Loss attnbutable to equity holders (202,483) (156,830)
Loss for the financial period from continuing operations 131,632) {120,091
Loss from the penod from discortinued operations {170,851) (36,779)
{202,483) {156,830)
Unallocated Afnca and Middle East North Amenca Total
2009 2008 2009 2008 2009 2008 2009 2008
$000 $000 $000 $000 $000 $000 $000 $000
Other segment mformation
Capital addibons
Property, plant and equipment 10 224 1,048 2697 2,39 35,616 257 58537
Exploration and evaluation 139 258 2,051 21,080 5,21 121 741 28609
Depreciation & amortsabon (204) (487) {5193)  (15,558) (28,391)  [38521)  (33878) (54,667)
Impaiment provision - - (22,055)  (100,845) {72,085) (82,130) {94,140) (182975)
Balance sheet
Non curent assefs* 1,24 2218 9,804 21,886 . 27344 1,008 321448
Segment assets™ 108,488 28015 12,316 5124 . 47786 120804 77525
Segment babilies*" (3209} (123510)  (40464) (25957 . {18290)  (43,763) (227757)

Revenue from confiruing operations includes amounts of $17 4 mifion from one single customes (2008 $27 O milion)
*Segment non-cumrent assets mclude $0 3 million in UK (2008 $0 4 milbor) and $7 6 million in Gameroon (2008 $6 1 mdhon)
*(armying amounts of segment assets exclude investments In subsidianes

*"*Garmying ameunts of sagment liabilties exclude mira-group financing
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4, REVENUE

Continuing cperations

Revenue from the sak of ol and gas
Royatty income

Total operating tevenue

Finznce revenue

Discontinuing operations (see note 10
Total operating revenue
Finance revenue

Total
2009 2008
$000 $000
21,455 18352
1,254 2,082
2709 20444
13 838
272 24,382
50,199 83124
m 1,033
51,022 84,162
73744 105,544

Revenue from the sale of ol and gas of continuing operations i1s stated net of $4,011,000 hedge
income in relation to cash settlements under hedging contracts (2008 expense $8,679,000)

5. LOSS FOR THE YEAR

Loss from continuing operations 1 staled after chargng (crediting)

Staff cosls

Depletion of ol and gas assets
Imparment expense

Other mpairments

Depreciation of other fixed assets

Net foreign exchange losses

Profit on dispasal of oll and gas assets
Prcfit on disposal of mvestment

An analysis of audrtor's remuneration 1 as follows’

Fees payable to the Company's audors for the 2wt of the Company's annuat accounts
Audt ¢f the Company’ subsidiaries pursuant to legislation

Other services - Intenm review

Total audt fees

Tax adwisory services
Toal non audt fees

Note

) € O —~J

16¢

Tota
2009 2008
$000 $000

6,455 9445
5,190 15,285
205 100012
- 83
295 600
{265) (822)
. 2200
2871

8 29
55 53
78 156
20 508
68 4
5 9
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