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Regal Petroleum plc is an independent oil and
gas company, listed on the AIM market of the
London Stock Exchange and focused on gas and
condensate field development in Ukraine.
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Principal Developments

Ukraine Operations

Average daily production over the year to 31 December 2012 of 201,002 m3/d of gas and
45 m3/d of condensate (1,539 boepd in total)

Two new wells, SV-53 and MEX-105, were spudded in February 2012 and Apnl 2012
respectively SV-53 1s currently subject to further testing and monitonng and production testing
for MEX-105 1s planned for June 2013 Another new well, SV-532 was spudded in February 2013

Sale of Romanan subsidiary completed n July 2012

An Independent report commissioned 1o assess the Group’s reserves and resources as at
31 December 2012 resulting in a matenal reduction in Proved (1P} and Proved + Probable (2P)
categories of remaining reserves

Finance

Profit for year from continuing operations of $13.0 milion (2011 $3 3 million loss)

Realised 2012 average gas and condensate price of $420/Mm2 and $99/bbl respectively

Realised average gas and condensate price for first quarter 2013 of $420/Mm3 and
$95/bbl respectively

Cash and cash equivalents held at 31 December 2012 increased to $28 5 million
(2011 $19 7 milion)

Outlook

Continued development of Ukrainian asset through new wells, workovers and
compression installation

Facilities upgrades to gas processing facility to improve quality of gas produced and
recovery of LPG
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Chairman’s Statement

| am pleased to report that the Group is continuing with

the development of our 100% owned and operated
Mekhedmska-Golotvshinska (“MEX-GOL") and Svyrydivske
(“SV™) gas and condensate fields in Ukraine

The Group operated profitably dunng 2012 This has been
attnbutable to ongoing production n Ukraine, together with
the continued benefit of favourable gas prices, the effects of
which are reflected in these financial results

The Group's profit from continuing operations for the penod
was $13 0 mulion (2011 $3 3 million loss) Revenue from
continuing operations, derived from the sale of the Group’s
Ukrainian gas and condensate production, was $41 1 million
(2011 $19 1 million) Cash and cash equivalents held at 31
December 2012 of $28 5 million (31 December 2011 $197
milion) prncipally reflects the positive cash generated from
operations less capital mvestment in the assets

In July 2012, we completed the sale of our Romarian
subsidiary, Regal Petroleum Romania SRL, and as a result
our operational actmties are now focused entirely on the
MEX-GOL and SV fields Dunng 2012, we undertook a capital
Investment programme at these fields, involving the dnlling of
two new wells, undertaking three workavers, commencing the
upgrade of the gas processing plant and the installation

of compression

We commenced the dniling of the SV-53 and MEX-105
wells dunng the first half of 2012 In February 2013 ancther
new well, SV-59, was spudded, and later this ysar one

well workover I1s planned and one further well 1s under
consideration In addwon, our 2013 capital nvestment
programme includes the second phase of the upgrade of
the gas processing plant, upgrade work to provide for LPG
recovery, upgrade of methancl facilities and further work on
the utihsation of compression equipment

1 am pleased to be able to report we continued to operate
safely dunng the year, with no Lost Time Incidents or Restncted
Work Cases

On 15 Apnl 2013 the Group announced the results of an
independently prepared report which provided an updated
assessment of the remaning Reserves and Contingent
Resources attnbutable to the Company's MEX-GOL and SV
fields, as at 31 December 2012 In summary, the Proved
(1P) reserves reduced from 40 9 MMboe to 7 7 MMboe and
the Proved and Probable (2P) reserves reduced from 151 3
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MMboe to 31 6 MMboe A detalled analysis is set out in the
Review of Operations

The Group continues to be supported by Energees
Managemeant Limited ("Energees”, part of the Smart Holding
Group “Smart”), which has mamntained its 54% shareholding in
the Company's 1ssued share capital and continues its support
of the Group and its operations in Ukrane

Board Changes

Following the partial acquistion of Regal by Energees, and in
accordance with the Relationship Agreement announced on
3 March 2011, Energees lnvestments Limuted and JSC Smart
Holding UA are entitled to nominate three representatives

to the Regal Board On 20 February 2012, Denis Rudev
resigned from the Board and Serger Glazunov was appointed,
joining Alexsy Pertin and Alexey Timofeyev as Energses’
representatves

Outlook

Our focus duning 2013 will be to dnll the Sv-59 well, hook-up
the MEX-105 well, finalise the assessment of the SV-53 well
and undertake one workover, with the dnling of one further
well under consideration Successful completion of these
actimties, together with continuing analysis of our geological
and geophysical data, will ultmately help enable us to Improve
our dailly producton, as well as prowide a better understanding
of the MEX-GOL and SV reservorrs and their performance

The upgrades to our gas treatment facility will improve the
efficiency of our gas processing and production, improve the
quality of the gas produced and enable us to recover and
sell LPG Based on our current production, and the resultant
revenue we receve for our gas and condensate sales, we
anticapate that our planned 2013 development programmie
will be funded from exsting cash resources and operational
revenues )

Subject to positive results from our new wells, we plan to
ingrease the number of wells drilled on the MEX-GOL and SV
fields to more fully develop the reservorr

In conclusion, on behalf of the Board, | would bike to thank
our staff for the continued dedication and support they have
shown

Keith Henry
Executive Charrman
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Review of Operations

Health, Safety, Environment and Security
(“HSES”)

Regal 1s committed to mantarng the highest standards of
HSES and the effective management of these areas Is an
intinsic element of the overall business ethos Through stnct
enforcement of the Group's HSES Management System,
togsther with regular management meetings, traning and
the appointment of dedicated safety professicnals, the
Group strives to ensure that the impact of its business
actmities on its staff, contractors and the environment Is as
low as 1s reasonably practicable Rsgal reports safety and
envircnmental performance in accordance with industry
practice and guidelines

Ukraine

Asset Overview

Regal Petroleum Corporation Limited (a wholly owned
subsidiary in the Regal group of companies) holds a 100%
waorking nterest and i1s the operator of the MEX-GOL and SV
fields The icences are the Group’s sole assets and extend
over a combined area of 269 km?2, approximately 200 km east
of Kiev The two icences are adjacent and the nterests are
operated and managed as one field

The fields are located, geologically, towards the middle of
the Dnieper-Donets sedimentary basin which extends across
most of north-east Ukrane The vast majonty of Ukrainian
gas and condensate production lies within this basin The
reservoir compnses a senes of gently dipping Carbonrferous
sandstones of Visean age (“B-Sands") inter-bedded with
shales that form stratigraphic traps at around 4,700 metres
below the surface, with a gross thickness between

800 metres and 1,000 metres Analysis suggests that these
deposits range from fluvial to deltaic in ongin Below these
reservorrs 1s a thick sequence of shale above deeper, similar,
sandstones which are encountered at a depth of around
5,800 metres These sands are of Tournasian age (“T-Sands”)
Deeper sandstones of Devonian age {(‘D-Sands”) have also
been penetrated n the fields

Production

The Group's average production over the year {0

31 December 2012 was 201,002 m3¥d of gas and 45 m3/d
of condensate, which equates to a cornbined total ol
equivalent of 1,539 boepd

The Group's average production over the penod 1 January
2013 to 23 Apnl 2013 was 203,911 m¥/d of gas and

45 m?/d of condensate, which equates to a combined total ol
equivalent of 1,553 boepd

Operations

Two new wells, SV-53 and MEX-105, were spudded in
February 2012 and Apnl 2012 respectively, and another new
well, SV-59 was spudded in February 2013 The objectve

of all three wells 1s the B-Sands The new wells have been
drilled by local Ukrainian dnlling contractors, with the Ukrainian
dnling ngs being supplemented by the use of selected
western technology and equipment designed to improve the
efficiency of dnilling operations

Well SV-53 reached its target depth of 5,450 metres in mid-
October 2012 The wel was hooked up to the gas processing
facility in mid-January 2013, and production testing was
undertaken using a vanety of choke sizes and operating
modes Afthough intial flow rates were encouraging, they
declined very significantly over the testing penod Testing and
monitonng continues, and the well s currently being assessed
as a potental candidate for hydrauhc fracturing

Well MEX-105 was drllled to a depth of 5,228 metres Drilling
was terminated 22 metres short of its onginal target depth as
all targeted B-Sands formations had been encountered The
well 1s currently beng hooked up to the gas processing facility
and production testing 1s planned to commence in June 2013

Woell SV-59 has a target depth of 5,470 metres, with dnling
operations scheduled to be completed in December 2013
and, subject to successful testing, production hook-up by
the end of the first quarter of 2014 At 23 Aprl 2013, the
intermediate casing has been installed and cemented at
2,314 metres, allowing driling ahead to procesd

Workovers on three existing wells were undertaken dunng
2012 wrth a view to maintaining and improving production
The workover of the SV-66 well nvolved the installation of a
velocity stnng, which was succeassfully completed and the
well was brought back on production Workover operations
were also undertaken on the MEX-3 and GOL-1 wells, which
were designed to eliminate the ingress of water Unfortunately,
these operations proved unsuccessful and as a result, it has
not been possible to bring these wells back on production
Further interventions are being considered at these wells

The upgrade of methancl equipment at two existing wells

IS progressing, with equipment currently being installed In
addition, nstallation of equipment for the upgrade of the
Group’s gas treatment facility has commenced This upgrade
I8 the second phase of the work and 1s designed to enhance
the facility’s overall efficiency and incorporate compression
equipment It s anticipated that this will provide financial
benefits as well as HSES improvements
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Review of Operations

continued

Additional upgrade work, to provide for LPG recovery at the
gas processing facility, will enable us to reduce hydrocarbon
losses and improve the qualty of gas produced, and add to
our revenue from the sale of the LPG

Reserves Report

The Group engaged independent petroleurn consultants,
ERC Equipoise Limited {“ERCE™, to prepare an updlated
assessment of the remaning Reserves and Contingent
Resources attnbutable to the Group's MEX-GOL and SV

fields as at 31 December 2012 ({the “ERCE Report™} The
ERCE Report, announced on 15 Aprit 2013, is consistent
with Regal's field development plans, which compnse the
dnling of a further 27 wells and accords with the March 2007
SPE/WPC/AAPG/SPEE Petroleurn Resources Management
System standard for classification and reporting

The ERCE Report estimated the remairing Reserves as at
31 December 2012 in the Visean B-Sands reservorrs of the
MEX-GOL and SV fields as follows

Proved + Probable  Proved + Probable

Proved (1P) (2P) + Posstble (3P)
Gas 37 1 Bscf 146 5 Bscf 230 7 Bscf
Condensate 15 MMbbI 7 2 MMbbl 14 2 MMbbl ‘
Total 7 7 MMbos 31 6 MMboe 52 6 MMboe

The ERCE Report estimated the Contingent Resources in the Visean B-Sands reservorrs of the MEX-GOL and SV fields as

follows
Contingent Contingent Contingsnt
Resources (1C) Resources (2C) Resourcas (3C)
Gas 174 7 Bscf 330 2 Bscf 548 0 Bscf
Condensate 7 5 MMbDb! 17 2 MMbb! 40 8 MMbb]
Total 36 6 MMboe 72 2 MMboe 148 8 MMboe

The ERCE Report was commissioned to provide an update
on the Group's reserves and resources since the previous
reserves estimation undertaken by Ryder Scott n 2010 and
takes into account information gathered dunng the dnling

of additional wells in the fields since then The Gas Inally In
Place {“GlIP") assessment in the ERCE Report demonstrates
discovered GIIP in the B-Sands reservoirs of 5816 Bscf but,
comparad with the previous assessment by Ryder Scott,
there has been a matenal reduction in the Proved (1P) and
Proved + Probable (2P) categornes of remaining Reservas
from the previous Ryder Scott estimates which were 40 9
MMbee and 151 3 MMboe respectively These reductions
reflect lower expected recovery factors, producton since
2010 of approximately 1 6 MMboe and the transfer of a
significant portion of previcusly booked Reserves into the
Contingent Resources category, reflecting their current
mmaturnty for commercial development Further evaluation
and development of the fields may result in future movement
of these Contingent Resources nto Raserves

In its Report, ERCE has estmated volumes of discovered

gas totalling 1944 Bscf in the desper T-Sands and
D-8ands intervals, bui has concluded that there 1s
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nsufficient information at this time to determine whether

the discovered gas 1s recoverable or not, and hence no

Reserves or Contingent Resources have been assigned to

these formations  Accordingly, all Reserves and Contingent !
Resources assessed in the ERCE Report are within the

B-Sands reservoirs

Romania

On 30 May 2012, the Company entered into a conditional
sale and purchase agreement with Zeta Petroleum plc (*Zeta")
for the sale of the Company's wholly owned subsidiary,

Regal Petroleum Romania SRL, which holds a 50% interest

In the Suceava concession in Romania Completion of this
transaction occurred on 31 July 2012

The consideration payable under the sale agreement was
$650,000, subject to certan adustments pnncipally relating

to the apportionment between Regal and Zeta of joint venture
balances relating to the Suceava concession Following these
adjustments, the net amount paid to Regal on completion was
approximately $915,000




Finance Review

The Group's profit from continuing operations for the penod
was $13 0 million (2011 $3 3 milien loss)

Revenue from continuing operations, derved from the sale of
the Group's Ukrainian gas and condensate production, was
$41 1 millon (2011 $19 1 milion) No revenue in Ukraine was
recorded dunng the first half of 2011 due to the suspension of
production on the MEX-GOL and SV fields which was Iifted in
July 2011

Dunng 2012, the averags realised gas and condensate pnces
were $420/Mm? and $99/bbl respectively There continues to
be speculation regarding the renegotiation of the gas supply
agreement between Russia and Ukraine and its potential
effects on the Ukraimian gas price No decision has been
reached on any adustment to this agreement and therefore
the Company has contmued to realise an average gas price
of $420/Mm?3 in the first quarter of 2013 It I1s recognised

that this level of realisation may decrease in 2013 due to the
negotiations outlined above and the Company has taken this
possibiity into consideration in s internal projections and
budgets

Cost of sales of $21 4 milion (2011 $10 1 militon) for the
2012 year are $11 3 million higher than in the comparatve
period, principally reflecting royalty and depreciation charges
which were not present in the first half of 2011 due to the
suspenston of production From 1 January 2013, due to
legislative changes in Ukraine, the royalty and subsoll tax
regme relating to hydrocarbon production was replaced by

a single subsoll tax The overall effect of these changes has
meant that production tax charges will ncrease for the Group
This will to scme extent be offset by the decrease in corporate
Income tax rates from 21% to 19% for 2013, decreasing
further to 16% from 2014

Administrative expenses of $9 5 milion are significantly

lower than the $16 9 mubon incurred in 2011 This 1s mainly
attnbutable to corporate transacton costs of $4 3 milon
included in the comparative penod, which were incurred in
respect of the competitive takeover process for the acquisiion
of the Company dunng the first half of 2011

www regalpetroleum.com

Other finance Income for the year of $2 5 millon (2011 $1 1
million) pnmanly represents the unwinding of the discount
on long-term purchase tax balances recoverable from the
Ukramian Government

The tax charge for the year of $0 1 mithon (2011 33 5 million
credit) 1s pnmarily compnsed of a current tax expense of

$1 7 milion (2011 $0 4 million) representing taxes incurred n
the Group's Ukrainian companies and a deferred tax credit of
$1 6 million (2011 $3 9 mullion)

Loss from discontinued operations is attributable to the
Company’'s wholly-owned Romanian subsidiary, Regal
Petroleum Romania SRL, the sate of which completed in July
2012 The loss pnnoipally compnses exchange differences
historically recognised in Other Comprehensive Income

Caprtal expenditure in Ukraine for 2012 was $19 4 milion
compared to the $1 0 milion nvested in Ukraine dunng 2011,
when development activity was limited due to the suspension of
production and operational actnvties untl July 2011

Cash and cash equivalents held at 31 December 2012 of
$28 5 million (31 December 2011 $18 7 million) pnincipally
reflects the positive cash generated from operations dunng
the year

The Group's cash balance at 23 Apnl 2013 was $24 8 milion
The movement from 31 December 2012 reflects operational

cash generated since that date less capital investment in the
assets

Cash from cperations has funded the capital investment
dunng the 2012 year, and the Group’s current cash posiion
and positive operating cash flow are the sources from which
the Group expects the 2013 capital mvestment programme
will be funded
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Operating Environment, Principal
Risks and Uncertainties

The Company has a nsk evaluation methodology in place to
assist in the review of the nsks acress all material aspects of
its business This methodology highlights technical,
operational, external and fiduciary nsks and assesses the level
of nsk and potential consequences It is penodically presented
to the Audit Committee and the Board for review, to bnng

to therr attention potential concerns and, where possible,
propose mitigating actions Key nsks recognised are detalled
below

Risks relating to Ukramme

Emerging markets are subject to greater nisks than those
which are more developed including, in some cases,
significant legal, economic and political nsks Such economtes
may also be subject to rapid change and the Company may
need to adapt and alter itself, as needed, relatively quickly

The Ukraintan Governmant 1s keen to develop the country’s
domestic production of hydrocarbons since Ukraine imports
the majonty of its gas needs from Russia Whilst this should
put the Company in a well-placed position, as expenenced

In 2010 and the first half of 2011, there are significant

nsks to carmying out business in the country It 1s hoped

the nvolvement of Energees, as a major shareholder with
extensive experience in Ukraineg, will help mitigate such nsks in
the future

Risks relating to further development and operation
of the Group’s gas and condensate fields in Ukratine
The planned developrment and operation of the Group's gas
and condensate fields in Ukraine I1s susceptible to appraisal,
development and operational nsk This could include, but 1s
not restncted to, delays in delivery of equipment in Ukraine,
fallure of key equiprment, lower than expected production
from wells that are currently producing, or new wells that

are brought on-stream, problematc wells and complex
geology which i1s difficult to dnll or interpret The generation of
significant operational cash 1s dependent on the successful
delivery and completion of the development and operation

of the fields Furthermore, the optimisation of all of the
Company’'s assets 18 dependent on mamtaming constructive
relationships between all of our business stakeholders

Ukraine Production Licences

The Group operates in a region where the nght to production
can be challenged by State and non-State parties Durning
2010, this manifested ttself in the form of a Ministry Order
nstructing the Group to suspend all operations and
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production from ris Ukraimian production licences Whilst the
Ministry Order has now been resolved, the environment 1s
such that a challenge may arise at any time in the future in
relation to the Group's operations, icence history, complance
with icence commitments and/or local regulattons The
Group endeavours to ensure comphiance with commitments
and regulations via Company procedures and controls or,
where this 1s not immediately feasible for practical or logistical
considerations, seeks to enter into dialogue with the relevant
Government bodies with a view to agreeing a reasonable
timeframe for achieving comphance or an alternative, mutualty
agreeable course of action

Production nsks

Producing gas and condensate reservorrs are generally
charactensed by decliruing production rates which vary
depending upon reservolr charactenstics and other factors
Future production of the Group’s gas and condensate
reserves, and therefore the Group's cash flow and income,
are hughly dependent on the Group’s success In operating
existing producing wells, dnling new production wells and
efffciently developing and exploiting any reserves, and finding
or acquinng addiional reserves The Company may not

be able to develop, find or acquire reserves at acceptable
costs The expenence gained from drlling undertaken to date
highlights such nsks as the Company targets the apprarsal
and production of these hydrocarbons

Currency risk

The Group's mamn activities are (i) investment into the
development of the Group's Ukraiman gas and condensate
assets, (i) the production and sale of gas and condensate,
and () the continued exploration for further hydrocarbon
reserves

The Group receves sales proceeds in Ukrainian Hrywnia,

and the majonty of the capital expenditure costs for the

2013 investment programme will be ncurred n Hryvnia,

thus revenue and costs are matched As with all currencies,
the value of the Hryvria 15 subject to foreign exchange
fluctuations Currently the Hryvnia does not enjoy the range of
benefits of currency hedging instruments which are avarlable
in more develeped economies and, as a result, the Group has
adopted a policy that funds not required for use n Ukraine be
retained on deposit in the United Kingdom, pnncipally in

US Dollars



Financial Markets and Global Economic Qutfoock
The performance of the Group will be influenced by global
economic conditions and, in particular, the conddions
prevaiing m the United Kingdom and Ukrame The economies
In these regions have been subject to volatile pressures durng
the panod, with the global economy expenencing continued
difficulties dunng 2012 If these pressures continue, worsen or
recur, the Group may be exposed to increased counterparty
nsk as a result of business falures in the countnes in which

it operates and will continue to be exposed If counterparties
fall or are unable to meet therr obligations to the Group The
precise nature of all the nisks and uncertainties the Group
faces as a result of these risks cannct be predicted and many
of these are outside of the Group's control

Oil and gas price rnisk

The Group denves its revenue principally from the sale of its
Ukrainian gas and condensate production These revenues
are subject to ol pnce volatiity and poltical nfluence A
prolonged period of low oll {and hence gas and condensate)
prices may impact the Group's ability to maintain its long-
term investment programme with a consequent effect on
growth rate which in turn may impact the share price or any
sharehelder returns Lower gas and condensate prices may
not only decrease the Group’s revenues per unt, but may also
reduce the amount of gas and condensate which the Group
can produce econom:cally

Although set in Hryvnia, Ukraimian gas pnces are largely
dictated by Russian, US Dollar-based, import pnces due to
the dependency of Ukraine on imported gas The Russian

and Ukrainian Governments continug 10 negotiate future gas
import prices and there 1s a risk that these may be reduced
However, the outcome of these negotiations and its full iImpact
on the price that the Group I1s able to achieve are as yet
unknown

The overall economics of the Group's key asset (being the
net present value of the future cash flows from the Ukrainan
project) are far mare sensitive to long term oit (and hence
gas and condensate) prices than short term ol price volatility
However, short term volatiity does affect iquidity risk, as,

in the early stage of the project, Income from production
revenues are outweighed by capital nvestment

Industry nsks

The Group's ability to execute its strategy 1s subject to nsks
which are generally associated with the ol and gas industry
For example, the Group's ability to pursue and develop its

www regalpetroleum.com

projects and development programmes depends on a
number of uncertainties, including the availability of capital,
seascnal condtions, regulatory approvals, gas, oll and
condensate pnces, development costs and driing success
As a result of these uncertainties, it 1s unknown whether
potential drling locations dentified on proposed projects will
ever be drilled or whether these or any other potential dnlling
locations will be able to produce gas, oll or condensate In
addition, driling activities are subject to many nsks, including
the nsk that commercially productive reservorrs will not be
discovered Drnilling for hydrocarbons can be unprofitable,
not only from dry holes, but from productive wells that do
not produce sufficientty to be ecanomic In addition, dnilling
and production operations are fughly technical and complex
activities and may be curtalled, delayed or cancelled as a
result of a vanety of factors

Exposure to crednt, iquidity and cash flow risk

The Group does not currently have any loans outstanding
Local customers are managed in Ukrane and therr financial
position, past experience and other factors are evaluated
Internal financial projections are regularly made based on

the latest estimates availlable, and vanous scenanios are run
to assess the robustness of the Iiquedity of the Group The
Group currently holds sufficient cash and cash eguivalents for
the anticipated short to medium term needs of the business
Whilst much of the future caprtal need 1s éxpected to be
derived from operational cash generated from production,
including from wells yet to be dnlled, there 1s a nsk that in the
longer term insufficient operational cash 1s generated, or that
additional funding, should the need anse, cannot be secured

Risks relating to key personnel

The Group has a relatively smail team of Executives and sentor
management Whilst this 1s sufficient for a company of this
nature, there 1s a dependency nsk relating to the loss of key
indmduals

Going concern risk

The Group 1s exposed to production and hydrocarbon price
rnisk, as detaled in the paragraphs above In view of this the
Group prepares monthly cash flow forecasts which take into
accaunt all nsks facing the business, to assess its ability to
meet its obligations as they fall due, taking into account the
nsks of vanances in revenues Having taken into account the
nsks to revenue, and considenng the relatively fixed-price
nature of the drifing programme and committed expenditure
in Ukraine, the Directors continue to believe the Going
Concern basis of preparation 1 appropnate
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Board of Directors

Keith Henry

Executive Chairman

Kerth Henry was apponted as Non-Executive Chairman

in Apnl 2008, and took on the role of Executive Chairman
in September 2010 Mr Henry has 40 years’ expenence

tn the development, financing, design, construction and
management of projects in the ol and gas, process

and energy mdustnes, dunng which time he was Chief
Executive of National Power pic, a FTSE100 company,
Kvaerner Engineenng and Construction Limited, and
Brown & Root Limited Mr Henry 1s currently Chairman of
Mediterranean Oil & Gas ple, Chairman of Greenko Group
plc, the sermor mdependent Director of Sterling Energy

plc, and Non-Executive Director of HPR Holdings Limited
As a Non-Executive Director within the energy sector, Mr
Henry previously served as Chairman of Burren Energy plc,
Chairman of Helus Energy plc, Chairman of Petrojarl ASA,
Deputy Charman of Petroleum Geo-Senices ASA, senior
independent Director of Emerald Energy plc, and Director of
First Calgary Petroleumns Limited and Enterpnse Ol pic Mr
Henry 1s a Fellow of the Royal Academy of Engineenng and
a chartered civil engineer with a BSc degree from London
University and a MSc from the University of Birmingham

Dr Alastair Graham

Non-Executive Director

Alastar Graham was appointed as Non-Executive DireGtor

in January 2010 Dr Graham has over 30 years' experence
n the ol and gas industry having held a number of senior
management roles with BP plc ("BP™), including UK Business
Development Manager, Upstream Mergers and Acquisitions
Manager, Vice President of QAO Sidanco in Russia, leader
of BP’s Southern North Sea gas production business, Vice
President of BP Exploration Alaska and, most recently,
leader of BP's Russia business unit and its shareholder
representative for the TNK-BP joint venture Since retirement
from BP in 2009, Dr Graham has provided consultant adwvisory
services in the oil and gas sector He holds a PhD in Geology
from the University of Edinburgh, an MBA from the University
of Strathclyde and an MA in Natural Sciences from the
University of Cambndge

Adrian Coates

Non-Executive Director

Adnan Coates was appointed as Non-Executive Director
In July 2008 Mr Coates has many years expertence in the
nvestment banking industry, having held senior positions
with HSBC Bank pic for ten years, latterly as Global Sector
Head, Rescurces and Energy Group, Global Banking and
Markets Dvision He has also held senior roles at UBS,
Warmor International and Credit Suisse First Baston, with

a specialisation in the natural resources sector His City
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expenence Is extensive and he has advised on many
substantial corporate transactions Mr Coates i1s currently
the semor independent Director of Polyus Gold International
tbimited Mr Coates holds a MA (Econ} from Cambnidge
University and a MSc (MBA) from London Business School

Alexey Pertin

Non-Executive Director

Alexey Pertin was appointed as a Non-Executive Director n
April 2011 and 18 a nominge of Regal's majonty shargholder,
Energees Management Limited  He 1s currentty a Director of
Energees Investments Limited and Energees Management
Limited and 1s the Chief Executive Officer of JSC Smart as well
as holding Director positions with Adeona Holdings, Smart
Holding, Legolas, Metinvest Holding UA and JSC Moldova
Steel Works Previous posttions held include CEO of Severstal
Emal, and Deputy CEO for Business Development for the
Severstal Group Mr Pertin holds an MBA from Newcastle
Business School, England

Alexey Timofeyev

Non-Executive Director

Alexey Timofeyev was appointed as a Non-Exscutive
Director in March 2011 and 1s 2 nominee of Regal’'s majonty
sharehclder, Energees Management Limited Mr Timofeyev
1s also a Director of the Company’s wholly owned subsichary
Regal Petroleum Corporation Limited, and 1s responsible

for the management of all of Regal’s actmvities in Ukraine
Pror to joining the Smart Holding Group, Mr Timofeyev held
posttiens at SJSC Naftegaz Ukrainy (the Ukramian state

oil and gas Company), Concern Geo-Alllance UA and SC
Ukrgazvydobuvannya, a subsichary of SJSC Naftogaz Ukrainy
He s currently Chief Executive Officer of Smart Energy LLC
Mr Timofeyev holds a degree In International Economic:
Relations

Sergei Glazunov

Non-Executive Director

Sergel Glazunov was appomnted as a Non-Executive Director
in February 2012 and i1s a nominee of Regal’s majonty
shareholder, Energees Management Limited He 1s currently
the Chief Financial Officer of Smart Energy LLC Previous
positions held include Director of Corporate Development at
JSC Sman, Deputy CEO at JSC Concem AVEC & Co and
Vice President at JP Morgan Chase and Bank One Investment
Management Group He also has extensive teaching and
acadermic research expenance working at Wayne State and
Michigan State Universities Mr Glazunov 1s a Chartered
Financial Analyst and holds an MS¢ n Mathematics from
Kiev State University, a MSc in Statistics from Michigan State
Unvarsity and a MBA from Wayne State University
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Corporate Governance Statement

Companies on the Alternative investment Market of the
London Stock Exchange are not required to comply with

the UK Corporate Governance Code 2012 and due to its
size the Company 1s not in full comphance The Directors,
however, support high standards of corporate governance
and will progressively adopt best practices in ing with the UK
Corporate Governance Code, so far as 1s practicable

The Board

The Board of the Company consists of an Executive Charman
and five Non-Executive Directors The composttion of the Board
ensures that no one ndmvdual or group dominates the decision
making process

The Board I1s responsible to the shareholders for setting

the direction of the Company through the establishment

of strategic objectives and key policies The Board mests
regularty and considers 1ssues of strategic direction, approves
major capital expenditure, appotnts and monrtors senior
management and any other matters having a matenal effect
on the Company

All Directors have access to management, including the
Company Secretary, and to such information as 1s needed to
carry out thair duties and responsibilities fully and effectively

Furthermore, alt Directors are entitled t6 seek independent
professional advice concerning the affars of the Company, at
its expense All Directors are subject to election by shareholders
at the first opportunty following their appomtment th addtion,
Directors will retire by rotation and stand for re-election by
shareholders at least once every three years in accordance with
the Company’s Articles of Association

At the date of this report, no Directors have interests in the
ordinary shares of the Company

Remuneration Committee

The Remuneration Committee, compnsing solely of
ndependent Non-Executive Directors and the Executive
Chairman who 1s considered to be independent for this role,

IS responsible for establishing and developing the Company's
general policy on Executive and senior management
remuneration and determming specific remuneration packages
for Executve Directors

The Remuneration Committee presently compnses Alastair
Graham {Charman), Keith Henry and Adrian Coates

Audit Committee

The Audit Committee, compnsing solely of ndependent
Non-Executve Directors and the Executive Chairman who

15 considered to be independent for this role, meets not less
than twice a year and considers the Company's financial
reporting {including accounting policies) and internal financial
controls

Mestings are normally attended, by mwtation, by the Chief
Financial Officer (who 1s not on the Board of Directors) and a
representative of the Auditors

The Audit Committee presently compnses Adnan Coates
{Chatrman), Kerth Henry and Alastair Graham

Nomination Committee

The Directors do not consider that, given the size of the
Board, 1t 1s appropnate to have a Nomination Committee The
appropriateness of such a committee, will however be kept
under regular review by the Company

Internal Control

The Directors are responsible for the Group's systerm of
internal control and reviewing ris effectiveness  Any such
system I1s designed to manage rather than eliminate the nsk
of fallure to achieve business objectives and can only provide
reasonable and not absolute assurance against matenal
misstatement or loss

Internal controls and business nsks were monitored in the
course of 2012 through regular Board meetings

Code of Conduct

The Group complies with the Bribery Act 2010, and mantains
high ethical standards in carrying out its business activities
regarding dealing with gifts, hospitality, corruption, fraud, the
use of inside information and whistle-blowing

Communication with Shareholders
The Board recognises that it 1s accountable to shareholders
for the performance and actwvties of the Group

The eleventh annual meeting of the Company will provide
an opportunity for the Drrectors to present to shareholders a
report on current operations and developments and enable
shargholders to express therr views about the Company's
business

The annual report together with other information about

the Group 1s avallable on the Group’s websrte at www
regalpetroleum com
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Directors’ Report

The Directors present thetr annual report and the audited
financial statements for the year ended 31 December 2012

Principal Activities

The pnnaipal actwties of the Group are oll and gas
exploration, development and production The Group has its
head office in London and has ol and gas interests in Ukraine
During 2012, the Group disposed of its interests m Romania
(see Note 12) The subsidiary undertakings pnncipally affecting
the profits or net assets of the Group are listed In Note 17 to
the financial statements

Proposed Dividend
The Directors do not recommend the payment of a dwvidend
(2011 Snil)

Policy and Practice on Payment of
Creditors

The Group's and Company's policy on payment of creditors 1s
to settle all amounts wath its crechtors on a timely basts, taking
nto account the credit pertod given by each suppler

The Group's and Company's average number of days
purchases included within trade creditors at the year end was
30 for the Group and 30 for the Company {2011 26 for Group
and 26 for the Company)

Business Review

The Company is required by the Companies Act 2006

to Include a review of the business and likely future
developments This infarmation 1s contained 1n the Charman’s
Statement, Review of Operations and the Finance Review

Capital Structure

Details of the ssued share captal, together with details of the
movements in the Company’s issued share capital dunng the
year are shown in Note 25 The Company has one class of
ordinary shares which carry no nght to fixed mcome Each
share carnes the nght to one vote at general meetings of the
Company
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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
legislation The Directors are not aware of any agreements
between holders of the Company's shargs that may result in
restrictions on the transfer of secunties or on voting nghts

No person has any special nghts of control over the
Company's share capital and all issued shares are fully paid

With regard to the appointment and replacement of Direciors,
the Company 1s governed by its Articles of Association, the
Companies Act 2006 and related legislation The Articles
themselves may be amended by special resolution of the
shareholders The powers of Directors are descrbed in the
Main Board Termns of Reference, copies of which are availlable
on request, and the Corporate Governance Statement

Going Concern

The Company and Group's business activities, together with
the factors likely to affect its future development, performance
and position, are set out n the Charman’s Statement The
financial posttion of the Company and Group, therr cash flows
and liquidity posrtion are descnbed in the Finance Review

In addition, Note 29 to the financial statements includes the
Company and Group’s objectives and strategies for managing
its capital, details of its financial instruments and its exposures
to currency, interest rate and hquidity nsk

Cash flow forecasts are prepared monthly, which take into
consideration the vanous nsks associated with the Group
Further details of these nsks can be found in the Operating
Environment, Principle Risks and Uncertainties section of the
Annual Report The Board's review of the accounts, budgets
and forward plans, and the latest operational results, lead the
Directors to believe that the Group has sufficient resources to
continue In operation for the foreseeable future The financial
statements are therefore prepared on the going concern basis
of accounting




Post Balance Sheet Events

Asg announced on 15 Apnt 2013, the Company reported an
update of its hydrocarbon reserves and contingent resources
for its gas and condensate fields in Ukraine Further details are
descnbed in Note 32 to the financial statements

Directors and Directors’ Interests
The Directors who held office during the year and
subsequentty were as follows

Keith Henry

Adnan Coates

Alastar Graham

Alexey Timofeyev

Alexey Pertin

Sergel Glazunov (Appointed 20 February 2012)
Denis Rudev (Resigned 20 February 2012)

www regalpetroleumn com

None of the Directors who held office at the end of the
financial year had any disclosable interest in the shares of the
Company or any other Group companies

According to the register of Directors’ interests, no nghts to
subscnbe for shares in or debentures of Group companies
were granted to any of the Directors or therr mmediate
families, or exercised by them, dunng the financial year

Directors’ Indemnities

The Company has made qualifying third party indemnity
provisions for the benefit of its Directors which were made
during the year and remain in force at the date of this report
(2011 nily

Substantial Shareholders

At 24 Apnl 2013, the Company had been notified of the
following interests of 3% or more In 1ts Issued share caprtal

% of issued

Number ordinary
Substantial Shareholder of shares share capital
Energees Management Limited * 173,128,687 54 00%
Curzon Alternative Investrments Limited - CIS Natural Resources Fund 91,868,182 28 65%
Pope Asset Management 25,658,991 8 00%

Energees Managerment Limited {See Nota 5)1s 100% owned by Pelrdona Services Limited, which s 100% owned by Lovitia Investments Limited, which s 100%

owned by Mr V Novinskry
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Directors’ Report

continued

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 the Group consolidated
financial statements in accordance with International Financial
Reporting Standards (IFRSs) as adopted by the European
Union ("EU") and have also chosen to prepare the parent
Company financial statements under IFRSs as adopted by the
EU Under company law the Directors must not approve the
accounts unless they are satisfied that they give a true and farr
view of the state of affars of the Company and of the profit

or loss of the Company for that pericd In preparing these
financial statements, International Accounting Standard 1
requires that Directors

o properly select and apply accounting policies,

e present information, including accounting pelicies, In a
manner that provides relevant, reliable, comparable and
understandable information,

® provide addihonal disclosures when compliance with the
spectiic requirements In IFRSs are ingufficient to enable
users {o understand the impact of particular transactions,
other events and condrtions on the entity’s financial position
and financial performance, and

o make an assessment of the Company's ability to continue
as a going concern

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

The Directors are responsible for the mantenance 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
staternents may differ from legislation n other junsdictions
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Each of the persons who 1s a Director at the date of approval
of this report confirms that, to the best of therr knowledge

o the financial statements, prepared in accordance with
IFRSs, give a true and fair view of the asseis, habiities,
financial posihion and profit or loss of the Company and
the undertakings included in the consoldation taken as a
whole, and

o the Chairman's Statement, Review of Operations and the
Finance Review includes a fair review of the development
and performance of the business and the posttion of
the Company and the undertakings included in the
consolidation taken as a whole, together with a description
of the prncipal nsks and uncertainties that they face

Political and Charitable Contributions
Dunng the year the Group made chantable donations of
$26,000 (2011 $nil) and no political contributions (2011 $nil)

Statement of Disclosure to Auditors
Each of the persons who 1s a Director at the date of approval
of this annual report confirms that

¢ 30 far as the Director 1s aware, there 18 no relevant audit
information of which the Company’s Auditors are not
nformed, and

e the Director has taken all steps required to make himsel
aware of any relevant audit nformation and to estabhsh that
the Company’s Audrtors are informed of that information

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

Auditors
A resolution to reappeint Deloitte LLP as Auditors will be
proposed at the next Annual General Mesting

By order of the Board
Keith Henry )
Director

24 Apnl 2013
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Independent Auditor’s Report

to the members of Regal Petroleum plc

We have audited the financial statements of Regal Petroleum
plc for the year ended 31 December 2012 which compnse the
Group Income Statement, the Group and Parent Company
Statement of Comprehensive Income, the Group and Parent
Company Balance Sheets, the Group and Parent Company
Cash Flow Statements, the Group and Parent Company
Statements of Changes in Equity and the related notes

1 to 32 The financial reporting framework that has been
appled in ther preparation 18 applicable law and International
Financial Reporting Standards (IFRSs) as adopted by the
European Union and, as regards the parent Company financial
statements, as applied In accordance with the prowvisions of
the Companies Act 2006

This report 1s made solely to the Company's members,

as a body, In accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Qur 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 auditor's report and for
no other purpose To the fullest extent permitted by law, we
do not accept or assume responsibility to anyone other than
the Company and the Company’s members as a body, for cur
audit work, for this report, or for the opinions we have formed

Respective responsibilities of Directors
and Auditors

As explained more fully in the Directors” Responsibiliies
Statement, the Directors are responsible for the preparation of
the financial statements and for being satisfied that they give
a true and fair vew Our responsibility 1s to audit and express
an opinwon on the financial statements in accordance with
applcable law and International Standards on Auditing (UK
and Ireland) Those standards require us to comply with the
Auditing Practices Board’s Ethical Standards

for Auditors

Scope of the audit of the financial
statements

An aydit Involves obtaining ewidence about the amounts

and disclosures in the financial statements sufficient to give
reasonable assurance that the financial statements ars free
from matenal misstatement, whether caused by fraud or error
Thus includes an assessment of whether the accounting
policias are appropnate to the Group's and the parent
Company’s circumstances and have been consistently applied
and adequately disclosed, the reascnableness of significant
accounting estimates made by the Dwrectors, and the overall
presentation of the financial statements In addition, we read
all the financial and non-financial information in the annual

report to identify matertal nconsistencies with the audited
financial statements If we become aware of any apparent
matenal misstaterments or inconsistencies we consider the
implications for our report

Opinion on financial statements
In aur opimon

o the financial statements give a true and far view of the
state of the Group's and of the parent Company’s affarrs as
at 31 December 2012 and of the Group’s profit for the year
then ended.,

e the Group financial statements have been properly
prepared In accordance with IFRSs as adopted by the
European Urion,

e the parent Company financial statements have been
properly prepared in accordance with IFRSs as adopted by
the European Unon and as applied in accordance with the
provisions of the Comparnes Act 2006, and

o the financial statements have been prepared i accordance
with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the
Companies Act 2006

In our aprion the nformation given in the Directors’ Report
for the financial year for which the financial statements are
prepared 1s consistent with the financial statements

Matters on which we are required to
report by exception

We have nothing to report in respect of the tollowing matters
where the Companies Act 2006 requires us 1o report {0 you |,
N Our opnIon

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

® the parent Company financial statements are not n
agreement with the accounting records and returns, or

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

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

Graham Hollis ACA (Semor Statutory Auditor)
for and on behalf of Deloitte LLP

Chartered Accountants and Statutory Auditors
London, United Kingdom

24 Apnl 2013
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Consolidated Income Statement

for the year ended 31 December 2012

2012 2011
Notes $000 $000

Continuing operations
Revenue 3 41,103 18,069
Cost of sales 4 {21,407) (10,125)
Gross profit 19,696 8,944
Share-based charge 25 — (780)
Other administrative expenses 4 (9,490) (16.098)
Total administrative expenses (8,490} (16.879)
Operating profit/(loss) 10,206 (7,935)
Interest ncome 9 1,056 253
QOther finance incomea g 2,485 1,085
Finance costs 10 (397) (282)
Other {losses)i/gains 6 (231) 114
Profit/(loss} on ordinary activities before taxation 4 13,119 {6,765)
Income tax (charge)/credit 11 {78) 3,460
Profit/{loss) for the year from continuing operations 13,041 (3,305)
Discontinued cperations
(Loss)/profit for the year from discontinued operations 12 (1,400) 9,713
Profit for the year 11,641 6,408
Earnings/(loss) per ordinary share {cents) from continuing operations
Basic and diluted 14 41c (1 Ojc
Earnings per ordinary share (cents) from total operations
Basic and diluted 14 3.6¢c 20c
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Consolidated Statement of

Comprehensive Income
for the year ended 31 December 2012

www,regalpetroleum com

2012 201
$000 $000
Equity — foreign currency translation 91 (8)
Net income/(expense) recognised directly In equity 21 8
Profit for the year 11,641 6,408
Total comprehensive profit for the year 11,732 6,400
Company Statement of
Comprehensive income
for the year ended 31 December 2012
2012 2011
$000 $000
Profit for the year 13,328 2,904
Total comprehensive profit for the year 13,328 2,804
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Consolidated Balance Sheet

at 31 December 2012

2012 2011
Notes $000 £000
Assets
Non-current assets
Intangible assets 15 65 84
Property, plant and equpment 16 233,608 225,300
Trade and other receivables 19 7,014 12,207
Inventory 18 2,390 —
Deferred tax 24 3,169 -
246,146 237,50
Current assets
Inventories 18 7,620 9,139
Assets held for sale 12 — 786
Trade and other receivables 19 17,635 16,734
Cash and cash equivalents 20 28,453 19,694
53,608 46,353
Total assets 299,754 283,944
Liabilities
Current liabilities
Trade and other payables 21 {(3,044) (2,370)
Current tax habilities — (41)
Provisions 23 (761) (454)
Liabihities directly associated with assets classified as held for sale 12 - (12)
{3,805) (2.877)
Net current assets 49,803 43,476
Non-current habilities
Trade and other payables 22 - {9)
Provisions 23 {6,776) (6,372)
Deferred tax 24 {4,055) {2,468)
(10,831) {8,849)
Total habilities {14,636) (11,726)
Net assets 285,118 272,218
Equity
Called up share capital 25 28,115 28,115
Share premium account 555,090 555,090
Other reserves 26 5,692 4,433
Retained deficit (303,779) (315,420)
Total equity 285,118 272,218

The finangial statements of Regal Petroleum plc, company number 4462555, were approved by the Board of Directors and

authonsed for Issue on 24 Aprl

Kelth Henry Y : -k\
Director
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Consolidated Statement of Changes

in Equity

at 31 December 2012

Equity
Share share Foreign
Share  premium option Merger Capital  exchange  Retaned
capital account reserve reserve contrnbutions reserve deficit Total
$000 $000 $000 $000 $000 $O00 $000 $000
At 1 January 2011 27,932 555,080 11,176 {3,204) 7,477 168 (333,784) 264,855
Retained profit for the year — - - - — — 6,408 5,408
Current year IFRS 2 charge — — 780 - - — — 780
Exchange dfferences - - - - — (8) - (S]]
Transfer for options exercised or
expired 183 - (11,956)" — — — 11,956 183
At 31 December 2011 28,115 555,090 — {3,204) 7,477 160 (315,420) 272,218

* The parbial acquisition of the Company by Energees Management Umited in March 2011 tnggered the automatic vestng of share options (see Notes 5 and 25)

Equity
Share share Foreign
Share premium option Merger Capital exchange Retained
capital  account reserve reserve' comtribuhons’ reserve’ deficnt Total
$000 $000 $000 $000 $000 $000 $000 $000
At 1 January 2012 28,115 585,090 - (3,204) 7477 160 (315,420) 272,218
Retained profit for the year - - — - — - 11,641 11,641
Exchange dfferences - - - - - M - N
Disposal of subsidiary {(see Note
12) — - - - — 1,168 — 1,168
At 31 December 2012 28,115 555,090 — (3,204) 7477 1,419 (303,779) 285,118
1 S Note 26
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Consolidated Cash Flow Statement

for the year ended 31 December 2012

2012 2011

Notas $000 $000
Operating activihes
Cash from/{used in) operations 28 33,119 (21,365)
Interest patd 4] (34)
Taxation pad (2,042) (182)
Interest receved 1,003 256
Net cash from/(used in) operating activities 32,073 (21,325)
Investing activities
Proceeds from sale of discontinued operations 12 764 23,283
Purchase tax recovery/{payment) relating to sale of discontinued operation 12 2,522 (3.219)
Purchase of property, plant and egquipment (19,274) (4,136)
Increase i related purchase tax receivable (4,511) {396)
Purchase of intangible assets (197) (255)
Purchase of matenals inventory (3,115) (971}
Proceeds from sale of matenals inventory 664 1,316
Equipment rental income 282 111
Proceeds from gale of property, plant and equipment 37 5
Net cash (used in)/provided by investing activities (22,828) 15,738
Financing activities
Proceeds from issue of shares 25 - 183
Decrease in other financial assets — 1,647
Net cash from financing activities — 1,730
Net increase/{decrease) in cash and cash equivalents 9,245 (3.857)
Cash and cash equivalents at beginning of year 19,705 23,265
Effect of foreign exchange rate changes (497} 297
Cash and cash equivalents at end of year 20 28,453 19,705"

Includes cash and cash equivalents classified as held for sale of $11,000 {see Nota 12}
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Company Balance Sheet
at 31 December 2012

2012 2011
Notes $000 $000
Assets
Non-current assets
Intangible assets 15 5 41
Property, plant and equipment 16 45 85
Investments 17 17,279 17,279
Loans to subsidiary undertakings 17 244 756 240,257
Trade and other recevables 19 - 1,049
Deferred tax 24 3,169 —

265,254 258,711
Current assets

Trade and other recevables 19 2,583 3,978
Cash and cash equivalents 20 20,999 12,897
23,582 16,875
Total assets 288,836 275,586
Liabilities
Current liabilities
Trade and other payables 21 (647 (638)
Provisions 23 (522) {324)
{1,169) {962)
Net current assets 22,413 15913
Non-current habihties
Provisions 23 - {285)
Total liabilities {1,169} {1,247)
Net assets 287,667 274,339
Equity
Called up share capital 25 28,115 28,115
Share premium account 555,080 555,080
Retained deficit (295,538) (308,866)
Shareholders’ funds 287,667 274,339

These financial statements were approved by the Board of Directors and authonsed for 1ssue on 24 Aprl 2013 They were
signed on its behalf by

Keith Henry ~
Director
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Company Statement of Changes in Equity

at 31 December 2012

Equity
Share Share
Share premium option Retaned

capitat account reserve defict Total
$000 $000 $000 $000 $000
At 1 January 2011 27,932 555,090 11,176 (323,726) 270,472
Retained profit for the year — — — 2,804 2,804
Current year IFRS 2 charge - - 780 - 780
Transfer for options exercised or expired 183 — {11,956)" 11,856 183
At 31 December 2011 28,1156 555,090 — (308,866) 274,339

* The partal acquistion of the Company by Energees Managernent Limited in March 2011 tnggered the automatic vesting of share options (see Note 5)

Equity
Share Share
Share premiem option Retamned

caprtal account reserve deficrt Total
$000 5000 $000 $000 $000
At 1 January 2012 28,115 555,080 - (308,866) 274,339
Retained profit for the year - —_ - 13,328 13,328
At 31 December 2012 28,115 565,000 — (295,538} 287,667
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Company Cash Flow Statement

for the year ended 31 December 2012
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2012 2011

Notes $000 $000
Operating activities
Cash used in operations 28 (3,536) (23,416)
Interest receved 37 72
Net cash used In operating activities (3,499) (23,344)
Investing activities
Purchase of property, plant and equipment - {15)
Proceeds from sale of discontinued operation 12 764 22 651
Purchase tax recovery/(payment) relating to sale of discontinued operation 12 2,522 (3,219)
Investment in Group companies {2,837) (14,304}
Repayment of loans to Group companies 17 11,274 6,350
Net cash provided by investing activities 11,723 11,463
Financing actvities
Proceeds from 1ssue of shares 25 - 183
Decrease in other financial assets -— 1,547
Net cash from financing activities - 1,730
Net increase/{decrease) in cash and cash equivalents 8,224 (10,151)
Cash and cash equivalents at beginning of year 12,897 22,553
Effect of foreign exchange rate changes (122) 495
Cash and cash equivalents at end of year 20 20,999 12,897
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Notes

forming part of the financial statements

1. Accounting Policies

Regal Petroleum plc 1s a company listed on the Alternative Investment Market and incorporated in the United Kingdom under the
Companies Act 2006 The registered office 15 16 Old Queen Street, London, SW1H 9HP and the Company's registered number
15 4462555 The principal activities of the Group and the nature of the Group's operaticns are set out in the Directors’ Report
The following accounting polcies have been applied consistently n dealing with items which are considered matenal in relation
to the Group's financial statements

Going Concern

The financial statements have been prepared in accordance with the going concem basis of accounting The use of this basis of
accounting takes into consideration the Group’s current and forecast financing position, additional details of which are provided
in the Going Concern section of the Directors' Report

Basis of Preparation

The Group has prepared its financial statements under International Financial Reporting Standards (IFRSs), as issued by the
International Accounting Standards Board and as adopted by the European Union The financial statements are prepared cn the
historical cost basis except for the valuation of financial assets

New IFRSs and Interpretations

A number of amendments to existing standards and interpretations were applicable from 1 January 2012 The adoption of these
amendments did not have a matenal impact on the Group's financial statements for the year ended 31 December 2012 With
respect to new IFRSs and nterpretabions 1ssued but not yet effective, management have performed an intial assessment of the
implications of these and do not believe them to be matenal to the financial statements

Basis of Consolidation

The consolidated financial information incorporates the financial information of the Company and entities controlled by the
Company (and its subsidianes) 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 investee entity so as to obtain benefits from its actwties

Subsidianes

The acquisiiron of subsidianes 1s accounted for using the acquistion method On acquistion, the assets, liabiliiies and
contingent habilihies of a subsidiary are measured at therr far values at the date of acquisition Any excess of cost of acquisttion
over the far values of the identifiable net assets acquired 1s recogrised as goodwill, any deficiency of the cost of acquisition
below the fair values of the identifiable net assets acquired {i & discount on acquisition) 1s credited to the income statement in
the period of acquisiion The results of subsidianes acquired or disposed of dunng the year are included in the Consolidated
Incorne Statement from the effectve date of acquisiion or up to the effective date of disposal, as appropnate Al ntra-group
transactions, balances, income and expenses are eliminated on consolidation

Joint ventures

The Group’s companies have previously participated in joint ventures which involved joint control of assets used in the Group's
oll and gas exploration, development and producing activities The Group accounts for its share of the assets and liabiities of
jont ventures, classified in the appropnate balance shes! heading within each company and at Group level upon consolidation
-ollowing the sale of Regal Petroleum Romania SRL during 2012, the Group no longer has any joint venture interests

Commercial Reserves

Proved and probable ol and gas reserves are estimated quantities of commercially producible hydrocarbons which the existing
geological, geophysical and engineering data show to be recovearable in future years from known reservoirs The proved and
probable reserves ncluded herein conform to the defintion approved by the Petroleum Resources Management System
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1. Accounting Policies continued

Qil and Gas Development and Producing Assets

The Group applies the successful efforts method of accounting for ol and gas assets, having regard to the requirements of
IFRS 6 “Exploration for and Evaluation of Mineral Resources”

All hcence acguisition, exploration and evaluation costs are intially capitaised as intangible fixed assets in cost centres by field
or by exploration area, as approprate, pending determination of commerciality of the relevant property Directly attnbutable
administration costs are caprtalised msofar as they relate to specific exploration activities, as are finance costs to the extent they
are directly attnbutable to financing development projects Pre-licence costs and general exploration costs not specific to any
particular licence or prospect are expensed as incurred

if prospects are deemed to be impaired {'unsuccessful’) on completion of the evaluation, the associated costs are charged to
the income statement If the field 1s determined to be commercially wiable, the attnbutable costs are transferred to development/
production assets within property, plant and equipment In single field cost centres

Subsequent expenditure 1s caprtalised conly where it ether enhances the economic benefits of the development/producing asset
or replaces part of the existing development/producing asset

Net proceeds from any disposal of an exploration asset are nitially credited agamst the previously capitalised costs Any surplus
proceeds are cradited to the Income Statement Net proceeds from any disposal of development/producing assets are credited
against the previously caprtalised cost A gamn or loss on disposal of a development/producing asset Is recognised In the Income
Staterment to the extent that the net proceeds exceed or are less than the appropnate portion of the net capitalised costs of

the asset

Depletion and amortisation

All expenditure camed within each field 1s amortised frorn the commencement of commercial production on a unit of production
basis, which 1s the ratio of ol and gas produchion in the penod to the esttmated quantities of commercial reserves at the end

of the penod plus the production in the period, generally on a field by field basis In certain circumstances, fields within a single
development area may be combined for depletion purposes Costs used in the unit of production calculation compnise the

net book value of capalised costs plus the estimated future fisld development costs necessary to bring the reserves into
production

Impairment

At each balance sheet date, the Group reviews the carrying amount of development and producing assets to determine
whether there Is any indication that those assets have suffered an impairment loss This includes exploration and appraisal costs
caprtahsed which are assessed for impairment in accordance with IFRS 6 If any such indication exists, the recoverable amount
of the asset 1s estimated in order to determine the extent of the Impairment loss

For development/producing assets, the recoverable amount 1s the greater of far value/market value less costs to sell and

value In use In assessing valus In use, the estimated future cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the nsks specific to the asset If the
recoverable amount of an asset 1s estimated to be less than its carrying amount, the camying amount of the asset 1s reduced to
its recoverable amount Imparment losses are recognised as an expense immediately

Should an imparrment loss subsequently reverse, the carrying amount of the asset 1s Increased to the revised estmate of its
recoverable amount, but so that the increased carrying amount does not exceed the carrying amount that would have been
determined had no impairment loss been recognised for the asset in prior years A reversal of an imparrment logs 1s recognised
as income immedhately
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1. Accounting Policies continued

Decommissioning

Where a matenal hatality for the removal of existing production facilties and site restoration at the end of the productive Ife of
a field exsts, a provision for decommussioning 1s recognised The amount recognised is the present value of estimated future
expenditure determined in accordance with local conditions and requirements The cost of the relevant property, plant and
equipment Is increased with an amount eguivalent to the provision and depreciated on a unit of production basis Changas in
estimates are recognised prospectively, with corresponding adjustments to the provision and the associated fixed asset The
unwinding of the discount on the decommssioning provision is included wathin finance costs

Intangible Assets other than Oil and Gas Assets

Intangible assets other than ol and gas assets are stated at cost less accumulated depreciation and any provision for
impairment These assets represent intangible computer software Depreciation 1s charged so as to write off the cost, less
estimated residual value on a straight-line basis of 20-25% per annum

Property, Plant and Equipment other than Oil and Gas Assets

Property, plant and equipment other than ol and gas assets are stated at cost less accumuiated depreciation and any proviston
for impairment Depreciation 1s charged so as to write off the cost, less estimated residual value, of assets on a straight-line
hasis over ther useful ives as follows

Fixtures, fittings and eguipment 20-25% per annum straight ling
Motor vehicles (including vehicles under finance leases) 20-25% per annum straight ine
Plant and machinery 20-25% per annum straight Ine

Non-Current Assets Held for Sale
Non-current assets (and disposal groups) classified as held for sale are measured at the lower of carrying amount and far value
less costs to sell

Non-current assets and disposal groups are classified as held for sale if therr carrying amounts will be recovered through a
sale transaction rather than through continuing use This condihon 1s regarded as met only when the sale 1s highly probable
and the asset (or disposal group) 1s avadable for mmediate sale in its present condition subject only to terms that are usual
and customary for sales of such assets Management must be commuitted to the sale, which should be expected to qualdy for
recogniion as a completed sale within one year from the date of classification as held for sale

Inventones

Inventones typically consist of materals and hydrocarbons, and are stated at the lower of weighted average cost and net
reglisable value Net realisable value represents the estimated selling price less all estmated costs of completion and costs to be
incurred 1n marketing, selling and distrbution

Revenue Recognition

Turnover represents amounts nvorced m respect of sales of ail and gas exclusive of indirect taxes and excise duties and 1s
recognised on delivery of product To the extent that revenue anises from test production dunng an evaluation programme,
an amount 1 charged from intangible exploration assets to cost of sales so as to reflect a zero net margn  Interest ncome 1s
accrued on a tme basis, by referance to the prncipal outstanding and at the effective rate applicable, which is the rate that
exactly discounts estimated future cash receipts through the expected Iife of the financial asset to that asset's net carrying
amount
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1. Accounting Policies continued

Foreign Currencies

The Group's consolidated accounts and those of the Company are presented in US Dollars The functional and presentation
currencies of some subsidiary companies are in currencies other than US Dollars

The functional currency of Indmvidual companies 1s determmed by the pnmary economic environment 1n which the entity operates,
normally the one n which 1t prmanly generates and expends cash In prepanng the financial statements of the indwdual
companies, transactions in currencies other than the entrty’s functional currency (“foreign currencies”) are recorded at the rates

of exchange prevailing on the dates of the transactions At each balance sheet date, monetary assets and habilities that are
denominated in forexgn currenctes are retranslated at the rates prevailing on the balance sheet date Non-monetary assets and
liabilities camed at far value that are denominated in foreign currencies are translated at the rates prevailing at the date when

the far value was determined Non-monetary tems which are measured in terms of histoncal cost in a foreign cumrency are

not retranslated Gamns and losses ansing on retranslation are included N net profit or loss for the penod, except for exchange
differences ansing on balances which are considered long term investments where the changes in far value are recognised directly
In equity

On consolidation, the assets and habilhies of the Group's subsichanes which do not use US Dollars as therr functional currency
are translated into US Dollars at exchange rates prevailing on the balance sheet date Income and expense items are translated
at the average exchange rates for the penod unless exchange rates fluctuate significantly Exchange differences arising, if any,
are classified as equity and are recognised in the Group's foreign exchange reserve  Such translation differences are recognised
as income or as expenses In the period in which the operation 1s disposed of

Pensions

The Group operates a defined contribution pension scheme The assets of the scheme are held separately from those of the
Group In an ndependently administered fund The amount charged to the ncome statement represents the contributions
payable to the scheme in respect of the accounting period

In addttion to the defined coninbution pension scheme in the United Kingdom, the Group contnbutes to a local government
pension scheme within Ukraine The Group has no further payment obhgations towards the local governmant pension scheme
once the contnbutions have been paid

Leases
Leasas are classified as finance leases whenever the terms of the lease transfer substantially all the nsks and rewards of
ownershup to the lessee All other leases are classified as operating leases

Assats held under finance leases are recognised as assets of the Group at therr farr value or, if lower, at the present valus of the
rminimum fease payments, each determined at the inception of the lease The corresponding lability 1s included on the balance
sheet as a finance lease obligation Lease payments are apporticned between finance charges and reduction of the lease
obligation to achieve a constant rate of interest on the remaning balance of the liability Finance charges are charged directly
against income, unless they are directly attnbutable to qualfying assets, in which case they are capitalised in accordance with
the Group's policy on borrowing costs (see below)

Rentals payable/recenvable under operating leases are charged/credited to the income statement on a straight-lne basis over the

term of the relevant lease Benefits received or given as an incentive to enter nto an operating lease are also spread on a straight-
line basis over the lease term
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1. Accounting Policies continued
Taxation
The tax expense reprasents the sum of the tax currently payable and deferred tax

Current tax, including UK corporation and overseas tax, 1s provided at amounts expected to be paid (or recovered) using the tax
rates and laws that have been enacted or substantially enacted by the balance sheet date

Deferred tax 1s the tax expected to be payable or recoverable on differences between the carrying amounts of assets and
labilit:es in the financial statements and the corresponding tax bases used in the computation of {axable profit, and 1s accounted
for uamg the balance sheet lability method Deferred tax labilities are generally recognised for all taxable temporary differences
and deferred tax assets are recognised to the extent that it 1s probable that taxable profits will be avalable against which
deductible temporary differences can be utilised Such assets and llabiities are not recognised if the temporary difference anses
from goodwill or from the intial recognition (other than in a busimess combination) of other assets and liabilities in a transaction
that affects neither the tax profit nor the accounting profit

Deferred tax liabilties are recogmised for taxable temporary differences ansing on investments in subsidianes and associates, and
interests In joint ventures, except where the Group 1s able to control the reversal of the temporary difference and 1t 1s probable
that the temporary difference will not reverse in the foreseeable future

Deferred tax I1s calculated at the tax rates which are expected to apply in the penod when the bability 1s settled or the asset 1s
reaksed Deferred tax 1s charged or credited in the Income statement, except when it relates to items charged or credited directly
to equity, In which case the deferred tax I1s also dealt with in equity

Other taxes which include recoverable value added tax, sales tax and custom duties represent the amounts receivable or
payable to local tax authonties in the countnes where the Group cperates

Financial Instruments
Financial assets and financal habilities are recogrised on the Group’s balance sheet when the Group becomes a party to the
contractual provistons of the instrument The Group does not currently utiise dervative financial Instruments

Trade Receivables
Trade recevables do not carry any interest and are stated at ther nominat value as reduced by appropnate allowances for
estimated Irecoverable amounts

Investments
Investments in subsidianes are stated at cost and reviewed for imparment if there are indications that the carrying value may not
be recoverable

Trade Payables
Trade payables are not interest bearing and are stated at therr nominal value
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1. Accounting Policies continued

Bank Borrowings and Loan Notes

Interest-beanng bank borrowings and loan notes are recorded at the proceeds received, net of direct transaction costs Direct
transaction costs are accounted for on an amortised cost basis in profit and loss using the effective interest methed and are
added/deducted to/from the carrying amount of the instrument 1o the extent that they are not settied in the pertod in which
they anse :

Equity Instruments
Equity instruments 1ssued by the Company and the Group are recorded at the proceeds received, net of direct 1ssue costs

Finance Costs and Debt

Borrowing costs directly attnbutable to the acquisition, construction or production of gqualifying assets, which are assets that
necessarily take a substantial penod of time to get ready for tharr ntended use or salg, are added to the cost of those assets,
until such time as the assets are substantially ready for thewr ntended use or sale

Finance costs of debt are allocated to penods over the term of the related debt at the effective interest rate on the carrying
amount Directly attributable transaction costs are deducted from the debt proceeds on iniial recognition of the liabiity and are
amortised and charged to the income statement as finance costs over the term of the debt

All other borrowing costs are expensad as incurred

Cash and Cash Equivalents
Cash and cash eqguivalents comprise cash on hand and demand deposits and other short term highly bquid investments which
are readily convertible to a known amount of cash and are subject to an insignificant nsk of changes n value

Share-Based Transactions

The Group has appled the reguirements of IFRS 2 “Share-based payments” All share-based awards are treated as equity
setiled as defined by IFRS 2 The farr value of these awards has been'determined at the date of grant of the award allowing
for the effect of any market-based performance conditions The farr value, adjusted by the Group's estimate of the number of .
awards that will eventually vest as a result of non-market conditiens, 1s expensed uniformly over the vesting period !

The farr values of options under the 2004 Share Option Plan were calculated using a binormial option pricing model, whilst the
farr values of options under the L.ong-Term Incentive Plan introduced during 2009 were calculated using the Black-Scholes
model, with suitable modifications to allow for employee turncver after vesting and early exercise The inputs to the models
include the share pnce at date of grant, exercise price, expected volatility, expected dividends, risk free rate of interest, and
patterns of exercise of the plan participants

Share Options

In accordance with 1AS 37 “Provisions, Contingent Liabilties and Contingent Assets”, the Company provides in full for the
employer’s national insurance habilty estimated to anse on the future exercise of share options granted
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2. Critical Accounting Estimates and Assumptions

The Group makes estimates and assumptions concerning the future The resulting accounting estimates will, by definttion,
seldom equal the related actual results The estimates and assumptions which have a nsk of causing matenal adustment to the
carmying amounis of assets and labiities within the next financial year are discussed below

(a) Recoverability of Development and Production Assets in Ukraine

According to the Group's accounting policies, costs capitalised as assets are assessed for imparment at each balance sheet
date Management's estimate of recoverable values 1s based on a value In use estimate This requires judgment i the following
areas

| Sales price — There continues to be a leve! of uncertainty in forecasting the Ukraine gas price  The estmate used in the
calculation has taken this uncertainty into consideratian, and 1s lower than the gas price currently being recenved

W Production levels — Management’s estimate 1s based on a third party reserves report which relies on a combination of
technical and operational data and independent reservorr interpretations

i Discount rate — Management applies a discount rate which reflects both the tme value of money and its assessment of the
nsk associated with development and producing ol and gas assets in Ukraine

v Life of field — Management's estimate of recoverable amount 1s based on recovenng reserves beyond the validity of its
current production licences Management believes that an extension to the current licences wll be granted upon application

See Note 16 for further details

{b) Decommussioning

The Group has decommissioning obligations in respect of its Ukraing asset The full extent to which the provision 1s required
depends on the legal requirements at the time of decommussioning, the costs and timing of any decommissioning works and the
discount rate applied to such costs

{c) Depreciation of Qil and Gas Assets

Ol and gas assets held in property, plant and equipment are mainly depreciated on a unit of producton basis at a rate
calculated by reference to proven and probable reserves and incorporating the estimated future cost of developing and
extracting those reserves Future development costs are estimated using assumptions about the number of wells required to
produce those reserves, the cost of the wells, future production facilities and operating costs, together with assumptions on

oll and gas realisations, and are revised annually The reserves estimates used are determined using estimates of ol In place,
recovery factors, fuiure ol prices and also take into consideration the Group's latest devetopment plan for the associated ol and
gas asset

(d) Timing of recovery of purchase tax receivable

The Group has signficant receivables from the State Budget of Ukraine relating to reimbursement of purchase tax ansmg on
purchases of goods and services from external service and product providers  The Group recognises recoverable purchase tax
only to the extent that it 1s probable that the purchase tax payable ansing on the sales of gas and condensate production will
be sufficient to offset the purchase tax due from the State within a reasonable perod Estimating the recoverability, net present
value and classification (current asset versus non-current asset) of purchase tax recevable requires management to make an
estimate of the tming of future revenues in order to calculate the amount and timing of the purchase tax payable avaiable for
offset See Note 19 for further detaills
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2. Critical Accounting Estimates and Assumptions continued

(e) Recoverability of matenals inventory

The maenty of the Group’s matenals inventory balance comprises tems to be used in the Ukraine dnlling programme Where
there 1s uncertainty whether the matenials will be realised through the dnilling programme, or through sale, the materials are
recorded at seling pnce, less any associated costs Where matenials inventory 1s intended for sale, management uses current
market rates to estimate the recoverable amount through sale

(f) Recognition of deferred tax asset

The recognition of deferred tax assets Is based upon whether it 1s more hikely than not that sufficient and suttable taxable profits
will be avalable in the future against which the reversal of temporary differences can be deducted This requires jJudgment for
forecasting future profits

3. Segmental Information

In ine with Group’s internal reporting framework and management structure, the key strategic and operating decisions are made
by the Board of Directors, who review internal monthly management reports, budget and forecast imformation as part of this
Accordingly the Board of Directors 1s deemed to be the Chief Operating Decision Maker within the Group

The Group's only class of business activity 1s oit and gas exploration, development and production The Group's primary
operations are located in Ukraine, with its head office in the United Kingdom These geographical regions are the basis on
which the Group reports its segment information The segment results as presented reprasent operating profit/{loss) before
depreciation, amortisation and share based charges

Details of the discontinued operations can be found in Note 12

Total Total

United continuing discontinued
Ukraine Kingdom operations operations” Total
2012 2012 2042 2012 2012
$000 $000 $000 $000 $000

Turnover

Gas sales 30,893 - 30,893 213 31,106
Condensate sales 10,210 - 10,210 - 10,210
Total sales (inc! sales to third parties) 41,103 - 41,103 213 41,316
Segment result 25,240 (3,790) 21,450 (176) 21,274
Depreciation and amertisation (11,244) - {11,244)
Operating profit 10,206 (176) 10,030
Segment assets 272,878 26,876 299,754 - 299,754
Capital additions 19,433 —_ 19,433 - 19,433

* Discontinued operations dunng 2012 all relate to operations n Romania

There are no inter-segment sales within the Group and all products are sold in the geographical region in which they are
produced The Group's gas sales from continuing operations were $30,893,000 (2011 $13,961,000) Gas sales to the
Group's two largest customers amounted to $10,833,000 and $4,711,000 Durng 2011 the Group's gas sales from continuing
operations were with one single external party Total revenue generated from operating revenue and interest ncome 1s
$42,159,000 (2011 $198,322,000)
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3. Segmental Information continued

Total Total
Unied continuing discontinued
Ukraine Kingdom operations Egypt Romania  operations Total
2011 201 2011 2011 2011 2011 2011
$000 $000 $000 $000 $000 $000 $000
Turnover
Gas sales 13,961 - 13,961 — 473 473 14,434
Condensate sales 5,108 - 5,108 — - - 5108
Total sales (incl seles to third parties) 18,069 — 19,069 — 473 473 19,542
Impaiment loss — — - (655) (655) (655)
Segment result 8,228 (11,098)" (2,870) 360 (1,752) {1,392) (4,262)
Depreciation and amortisation (4,285) - (4,285)
Share-based charge {780) — (780)
Cperating loss (7.935) {1,392) {9,327)
Segment assets 262,966 20,192 283,158 — 786 786 283,944
Caprtal addrtions 894 15 1,009 7 294 301 1,310

Inclucing transaction costs of $4 3 mulkon (see Note 5)

4. Profit/(Loss) on Ordinary Activities before Taxation

Continuing operations

2012 2011
$000 $000
Profit/(loss) on ordinary activities before taxation is stated after charging
Included within cost of sales
Depreciation of development and producing asset (see Note 16) 11,014 4,032
Production based taxes 6,129 2,621
Cost of nventones recognised as an expense 777 538
Write downs of inventories recognised as an expense {see Note 18) 671 1,100
Staff costs (see Note 8) 1,060 1,225
Included within admirustrative expenses
Auditor's remuneration {see below) 458 458
Depreciation of cther assets (see Note 16) 174 199
Amortisation of ntangible assets (see Note 15) 56 54
Staff costs (see Note 8) 5,024 6,415
Transaction costs (see Note 5) - 4,266

30




www.regalpetroleum com

4. Profit/(Loss) on Ordinary Activities before Taxation continued

2012 2011

$000 8000
Audtt of the Company 176 162
Audtt of Company's subsidianes 40 42
Total audit 216 204
Audtt related assurances services — intenm review 66 56
Total assurance services 282 260
Tax compliance services 25 25
Tax advisory services 27 101
Corporate finance services 124 72
Total non-audit services 176 198
Total audit and other services 458 458

All amounts shown as Auditor's remuneration were payable to Delotte LLP and other member firms of Deloitte Touche Tohmatsu
Limited

The above does not Include fees for corporate finance services of $521,000 paid to Deloitte LLP in 2011 relating to transaction
costs for a potental acquisition, which were fully reimbursed by the counterparty

5. Transaction costs
Transaction costs of $4,266,000 included in adminstrative expenses in 2011 (2012 $nil), principally relate 10 advisers' fees as a
result of the partial acquisition of the Company by Energees Management Limited n March 2011

6. Other Net Gains and Losses

2012 2011
$000 $000
Losses on disposal of nventory (38) (35)
Foreign exchange {losses)/gans (718) 38
Cther income 525 111
(231) 114

Foreign exchange gains and losses anse due te the mutticurrency nature of the Group's trading activites The Group holds
currencies to match the expected underlying currencies of anticipated capital and eperational expenditure Other income maostly
comprises equipment rental Income
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7. Remuneration of Directors

2012 2011

$000 $000

Directors’ emoluments 1,046 1,456
The emoluments of the iIndividual Directors were as follows

Basic salary Total Total

and fees Bonus emoluments emoluments

2012 2012 2012 2011

$000 $000 $000 $000

Keith Henry 386 103 489 501

Robert Wilde — — - 369

Harry Verkuil — — - 154

Derus Rudev 22 - 22 a8

Adnan Coates 63 — 63 64

Alastair Graham 63 — 63 64

Alexey Timofeyev 238 59 297 168

Alexey Pertin 63 - 63 48

Sergel Glazunov 39 - 39 —_

884 162 1,046 1,456

According to the register of Directors’ interests, no nghts to subscnbe for shares in or debentures of Group companies were
granted to any of the Directors or ther immediate families dunng the financial year There were no outstanding options to Directors

at 31 December 2012 (2041 $ni)

8. Staff Numbers and Costs

The average number of employees on a full ime equvalent basis dunng the year {including Executive Directors) was as follows

Number of employees

2012 2011

Group
Management/operational 105 119
Administrative support 57 30
162 149
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8. Staff Numbers and Costs continued
The aggregate staff costs of these employees were as follows

2012 2011
$000 $000
Wages and salanes 4,943 5,549
Social secunty costs 253 379
Pension costs 888 932
Share option charge {see Note 26} — 780
6,084 7,640
9. Finance Income
2012 2011
$000 $000
Interest ncome 1,056 253
Unwinding of discount on long term raecevables (see Note 19) 2,485 1,085
3,541 1,338
10. Finance Costs
2012 2011
$000 $000
Interest on obligations under finance leases 7 34
Unwinding ¢of digcount on decommissioning provision (see Note 23) 390 248
397 282
11. Taxation
a) Analysis of charge/{credit) in period:
Continuing operations Discontinued operations Total
2012 2011 2012 2011 02 2011
$000 $000 $000 $000 $000 $000
Current tax
Overseas — current year 1,660 417 10 2,045 1,670 2,462
Deferred tax asset (see Note 24)
UK — current year (3,169) - — — (3,169) —
Deferred tax hability (see Note 24)
UK — current year 2,774 856 - — 2,774 856
UK — prior year (1,187} 4,733} - — {1,187) {4,733)
78 (3,460) 10 2,045 88 (1,415)
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11. Taxation continued
b) Factors affecting tax charge/(credit) for the period

The charge/(credit} for the penod from continued operations, can be reconciled to the profit/(loss) per the Income statement as
follows

2012 2011
$000 $000

Tax reconcihation
Profit/{loss) befare fax from continuing operations 13,119 (6.765)
Tax chargef{credtt) at UK tax rate of 24 5% (2011 26 5%) 3,214 (1,793)
Tax effects of:
The application of overseas tax rates (185) (342)
Expenses not deductible in determining taxable profit 4,504 5,400
Recognition of deferved tax on losses arising In previous penods {3,169) —
Losses utilised {2,809) (1,814)
Changes In tax rates (290) (178)
Prior year adjustments {1,187) 4,733
Tax charge/{credt) for the year 78 (3,460)

* Prmarly as a result of a decision to disclaim capital allowances and instead utiiss Group losses for which no deferred tax asset was previously recognised

12. Discontinued Operations

Regal Petroleum Romania SRL

On 30 May 2012, the Company entered into a conditional sale and purchase agreement with Zeta Petroleumn plc (“Zeta”) for the
sale of the Company’s whally-owned Romanian subsidiary, Regal Petroleum Romanta SRL, which held a 50% non-operated
interest In the Suceava concession In Romania

The consideration under the sale and purchase agreement was $650,000, which was payable n cash on completion The
consideration was subject to certain adjustments to be made on completion of the sale The adjustments principally related to
the apporttonment between Regal and Zeta of joint venture balances relating to the Suceava concession The agreement was
subject to certain conditions precedent which, amongst other things, related 1o the capitalisation of outstanding intra-group debt
owed to the Company The sale was completed on 31 July 2012 Following the adjustments, and other associated costs of the
sale, the net amount recerved by the Gompany on completion was approximately $764,000

Barlad concession iIn Romania

On 29 September 2010, the Company entered into a conditional sale and purchase agreement with Chevron Romania
Exploration and Production BV for the sale of Regal’s 100% owned Barlad Concession in Romania for a cash consideration of
$25 0 millon The sale was completed on 14 February 2011, with sales proceeds recewved, net of taxes and assoclated costs,
amounting to $22 7 million Associated recoverable purchase tax payments of $3 2 million were made, and recovered duning
2012 (net of subsequent exchange losses of $0 7 million)
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12. Discontinued Operations continued
East Ras Budran in Egypt

On 27 January 2011, the Group entered into a conditional sale and purchase agreement with Apache Fast Ras Budran

www regalpetroleum,com

Corporation LDC in respect of its 25% non-operated interest in the East Ras Budran Concession in Egypt The sale closed on

7 July 2011 resutting in net receipts to Regal of $640,344

The results of these discontinued operations are shown below

2012 2011
$000 $000
Regal Petroleum Romamia SRL*
Revenue 213 473
Expenses {136) {(1,508)
Profit/loss) before tax 77 (1,033}
Atinbutable tax expense (10} {29}
Other losses? (1,467) -
Net loss attnbutable to discontinued operation (1,400} (1,082)
Barlad (Romania)
Expenses - (719)
Profit on disposal of discontinued operation — 13,150
Attributable tax expense — (2,016}
Net profit attributable to discontinued operation - 10,415
East Ras Budran (Egypt)
fncome - 360
Net profit attributable to discontinued operation - 360

Excludes results associated with the Barlad concession, which are shown separately
tinclucing impaiment charge of $655 000
t Compnses exchange differences histoncally recogrisad i other comprehensive income
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12, Discontinued Operations continued
Cash flows for the pernods are summansed below

2012 2011
$000 $000
Regal Petroleum Romania SRL*
Operating actvties (129) {349}
Investing actvities
— net proceeds from sale of discontinued operation 764 -
— other (160} (224)
475 (573)
Barlad {(Romania)
Operating actvities - {719
Investing actvities
— net proceeds from sale of discontinued operation - 22,651
- purchase tax recovery/{payment) relating to sale of discontinued operation 2,522 {3.219)
2,522 18,713
East Ras Budran (Egypt)
Operating activibies - {29)
Investing actvities
— net proceeds from sale of discontnued operation - 632
— other — 7)
- 596
* Excludes cash flows associated with the Barlad concession, which are shown separatsly
The maor classes of assets and liabilities compnsing the operations classified as held for sale are as follows
Regal
Petroleum
Romania SRL
2012 2011
$000 $000
Assets classified as held for sale
Intangible exploration assets - 509
Inventory - 70
Trade and other recewables - 196
Cash and cash equivalents — 11
- 786
Regal
Petroleum
Romania SRL
2012 2011
$000 $000
Liabilities associated with assets classified as held for sale
Trade and other payables - 12
- 12
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13. Profit for the Financial Year

The Company has taken advantage of the exemption allowed under section 408 of the Companies Act 2006 and has not
presented its own Income statement in these financal statements The Group profit for the perod includes a parent Company
profit after tax of $13,328,000 for the year ended 31 December 2012 (2011 $2,904,000)

14. Earnings/(Loss) per Share

The caleulation of basic profit or loss per ordinary share has been based on the profit or loss for the period and 320,637,836
(2011 320,183,644) ordinary shares, being the weighted average number of shares inissue for the penod The mpact of
potentially dilutrve instruments (share options) 1s either msignificant or, for the penods for which there was a loss, anti-dilutive

15. Intangible Fixed Assets

2012 2011
Computer Exploration assets Computer
Software Romania Egypt Software Total
$000 $000 3000 $000 $000
Group
Cost
At beginning of year 401 12,054 5,477 504 18,035
Additions 37 294 7 24 325
Income from test production - (301) — — (301)
Reclassified as asset held for sale (see Note 12) - {11,681) - - {11,681)
Disposals - — (5,484) (127} {5.611)
Effect of movement in fareign exchange - {366) - — (366}
At end of year 438 - - 401 401
Amortisation and impairment
At beginning of year 317 10,928 4,376 384 15,688
Charge for year 56 - - 54 54
Impairment losses - 655 - — 655
Reclassified as asset held for sale (see Note 12) - (11,172) — — (11,172
Disposals - — (4,376) (121) {4,497)
Eifect of movement in forexgn exchange - {411) - - (411)
At end of year 373 — — 317 317
Net book value at 31 December 65 — = 84 B84
2012 2011
Computer Computer
Software Software
$000 $000
Company
Cost
At beginning of year 279 407
Disposals - {128)
At end of year 279 279
Amortisation
At beginning of year 238 316
Charge for year 36 44
Disposals - {122)
At end of year 274 238
Net book value at 31 December 5 41
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16. Property, Plant and Equipment

2012 2011
Development Development
and and
Production Production
assets Other fixed assets Other fixed
Ukraine assets” Total Ukraine assets” Total
$000 $000 $000 $000 $000 $000
Group
Cost
At beginming of year 241,969 1,025 242,994 242 141 1,676 243,817
Additions 19,204 192 19,396 832 53 985
Reclassified as asset held
for sale (see Note 12) - - - - {57) {57}
Disposals - (84) (84) (1,104) (647) {1,751)
At end of year 261,173 1,133 262,306 241,969 1,025 242,994
Depreciation
At beginning of year 16,935 759 17,694 12,803 1,239 14,142
Charge for year 11,014 174 11,188 4,032 199 4,23
On disposals - {84) (84) - {622} {622)
Reclassified as asset held
for sale (see Notg 12) - - - — (57) (57)
At end of year 27,949 849 28,798 16,935 759 17,694
Net book value at 31 December 233,224 284 233,508 225,034 266 225,300

In accordance with the Group’s accounting policies, ol and gas development and producing assets are tested for an impairment
loss at each balance sheet date In assessing whether an impairment loss has occurred, the carrying amount of the asset, I1s
compared to the value In use The Group estimates value in use of 1ts development and producing assets using a discounted
cash flow model

An updated reserves report, prepared by ERC Equipoise Limited, revealed a revised estimate of the Group’s 2P reserves on

the Mekhedmiska-Golotvshinska (“MEX-GOL") and Swyrydivske (“SV") gas and condensate fields in Ukraine, of 31 6 MiMboe,
compared 1o the previous estimate of 151 3 MMboe, calculated by Ryder Scott n 2010 This revised reserves report has not
resutted 1n an impairment loss for 2012, as there continues to be headroom i e the difference between the value in use and the
carrying value of the asset)

The calculation of value In use was based on the following assumptions

i} Commodity pnces — The model assumes gas prices of $350/Mm?, which 1s $70 lower than the $420/Mrm? currently being
recetved by the Group from its gas sales

1) Discount rate — The Group has estimated the discounted cash flows using a pre-tax discount rate of 15% This discount
rate 15 denved from management’s assessment of the relevant business nsks associated with the MEX-GOL and SV fields A
1% Iincrease In the discount rate would not result in an impairment charge but would result in a 34% reduction in headroom,
whilst & 1% reduction in the discount rate would result in a 37% increase in headroom

) The current kcenses, which are due to expire n July 2024, would be extended until at least the end of December 2029 No
application for such an extension has been made at the date of this report, however management consider the assumption
1o be reasonable based on therr mtention to seek such an extension n due course and that the Group 1s legally entitled to
request one If it 1s assumed the extension I1s not granted, this would not resutt In an impairment charge, but would reduce
headroom by 52%
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Other Other
fixed fixed
assets" assets*
2012 2011
$000 $000
Company
Cost
At beginning of year 173 758
Addrtions - 15
Disposals — (800}
At end of year 173 173
Depreciation
At beginning of year 88 613
Charge for year 40 54
On disposals - (579)
At end of year 128 88
Net book value at 31 December 45 85
* Other fixed assets include fixtures fithings and equipment, motor vehsles and plant and machinery
17. Fixed Asset Investments
Shares In Loans to
subsidiary subsidiary
undertakings undertakings Total
$000 $000 $000
Company
Cost
At 1 January 2011 17,279 240,352 257,631
Additions — 24,112 24,112
Repayments - (18,747) (18,747
Provision aganst subsidiary loans — (5,460) (5,460)
At 31 December 2011 17,279 240,257 257,536
Cost
At 1 January 2012 17,279 240,257 257,536
Addiions —_ 16,610 16,610
Repayments - {11,274) {11,274)
Provision aganst subsidiary loans — (837) {837)
At 31 December 2012 17,279 244,756 262,035

in accordance wiath the Company's accounting policias loans to subsidianes have been reviewed to assess recoverability As a
result, a provision was recorded aganst the carrying value of loans between the Company and its subsidianes
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17. Fixed Asset Investments continued

Subsidiary undertakings

At 31 December 2012, the Company's subsidiary undertalengs, all of which are included in the consolidated financial
statements, were

Country of Country of % of shares

ncorporation operation Principal activity held

Regal Petroleumn (Jersey) Limited Jersey Ukraine Holding company 100%
Regal Petroleum Corporatron Limited Jersey Ukraine Oil & Natural Gas Extraction 100%%
Regal Petroleum Ukraine Limited Ukraine Ukraine Service Company 100%
Regal Petroleumn Corporation (Ukraine) Limited Ukrane Ukraine Serwice Company 100%
Regal Group Services Limited United Kingdom  United Kingdom Service Company 100%
Regal Egypt Limited i United Kingdom __ Not applicable Dormant 100%

The parent Company holds indirect interests of 100% of the share capital of Regal Petroleum Corporation Limited, Regal
Petroleun Ukraine Limited and Regal Petroleum Caorporation (Ukraine) Limited with all other companies owned directly by

the parent Company Regal Petroleum Corporation Limited and Regal Petroleum Ukramne Limited are controlled through their
100% ownership by Regal Petroleum (Jerseyl Limited Regal Petroleum Corporation (Ukraine) Limited s controlled by its 100%
ownership by Regal Petroleum (Jersey) Limited and Regal Group Services Limited

Dunng 2012, the Company disposed of its interest in Regal Petroleum Romania SRL (see Note 12)

18. Inventories

Group
2012 2011
$000 $000
Non-current
Matenals 2,390 —
Group
2012 2011
$000 $OO0
Current
Matenals 7,467 8,990
Condensate stock 153 149
7,620 9,139

The majority of the Group's matenals inventory 1s held at written down value, due to histonc iImparment charges, as a result of
the curtalment of the 2010 dnling programme in Ukraine The write down recorded on the total inventory balance above, was
$3,523,000 for 2012 (2011 $4,665,000)

A review of the mventory at 31 December 2012 resulted in a further wiite down of materials inventory of $67 1,000, which has
been recorded within cost of sales in the Income statement (2011 $1,100,000) Dunng 2012 certain items of matenal inventory
were sold resulting in a $104,000 (2011 $45,000) reversal of a prior year impairment

Non-current inventory Includes matenal which will not be used in the dnling of the next development well
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Group Company
2012 2011 2012 2011
$000 $000 $000 $000
Non-current
Purchase tax recenable 7,014 11,158 - —
Other recevables - 1,049 — 1,049
7,014 12,207 - 1,049
Group Company
2012 201 2012 2011
$000 $000 $000 $O00
Current
Trade recemvables 597 2,595 - -
Prepayments and accrued income 3,952 3,072 329 651
Corporation tax recevable 374 34 - —
Purchase tax recevable 10,538 10,727 180 3,021
Other recevables 2,074 308 2,074 306
17,535 16,734 2,583 3,978

Neone of the Group's trads recevables are past due or impared All trade receivables are considered to be of high credit quality

Current purchase tax recevable in respect of the Group includes $9,699,000 (2011 $7,710,000) relating to capital expenditure
in Ukraine which 1s expected to be recovered wa an offset against purchase tax payable on future sales in that country There
1s an additional $7,014,000 (2011 $11,158,000) which 1s included within non-current trade and other receivables as, based on
the Group's future sales projections, 1t 1s not expected to be recoverable within one year The Directors are satisfied that all such
amourts are fully recoverable The balance 1s shown at net present value, using a discount rate based on an appropnate long
term Ukraine Government bond Thss resufted in corresponding finance income dunng 2012 of $2,485,000 (2011 $1,085,000),

for the unwinding of the discount

Purchase tax recevable by the Company in 2011 of $2,820,000 (2012 $nil) was recorded In relation 10 the disposal of the
Barlad concession in Romania, and net of subsequent foreign exchange losses $2,522,000 was recovered during 2012
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20. Cash and Cash Equivalents

Group Company
2012 2011 2012 2011
$000 $000 $000 $000
Cash at bank and on hand 2,506 2,373 61 350
Short-term deposits 25,947 17,321 20,938 12,547
28,453 19,694 20,999 12,897

Cash at bank earns interest at floating rates based on dally bank deposit rates  Shert-term deposits are made for varying pencds
of between one day and three months, depending on the immediate cash requirernents of the Group and earn interest at the
respective short-term depostt rates

21. Trade and Other Payables

Group Company
2012 2011 2012 2011
$000 $000 $000 $000
Trade payables 443 267 94 133
Taxation and social securrty 216 323 62 —
Accruals and deferred income 2,385 1,780 491 505
3,044 2,370 647 638

Management consider that the carrying amount of trade payables approximates to ther farr value

22. Obligations Under Finance Leases

Group

2012 2011
$000 $000

Amounts payable under finance leases
Within one year 11 22
In the second to fifth years inclusive - 12
11 34
Less future finance, service and insurance charges (3) (11)
Present value of lease obligations 8 23
Amount due for settlement within 12 months (shown under current habiities) 8 14
Amount due for settlement after 12 months — 9

The finance leases relate to motor vehicles in Ukraine The average lease term 1s three years For the year ended 31 December
2012, the average effective borrowing rate was 12 94% (2011 13 19%) Interest rates are fixed at the contract date All leases
are on a fixed repayment basis and no arrangements have been entered into for contingent rental payments All lease obligations
are denominated in Ukrainian Hrywnia and translated to US Dollars The Group’s obligations under finance leases are secured

by the lessor's charge over the leased assets At 31 December 2012, the carrying value of these assets was $16,000 (2011
$60,000)

Management consider that the far value of the Group's lease obhgations approximates their carrying amount
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23. Provisions for Liabilities and Charges
Provision for

decommussioning Other* Total
$000 $000 $000
Group
At beginming of year 6,089 737 6,826
Amounts provided 297 24 321
Unwinding of discount (see Note 10) 390 - 380
At end of year 6,776 761 7,537
Other* Total
$000 $000
Company
At beginring of year 609 809
Amounts utitsed (87) {87)
At end of year 522 522

* Other prowisions includs a number of immaatenal ems Ncluding affice dilapidation costs of $291 000 to be paid 1N 2013 (2011 $278,000)

Group Company
2012 2011 2012 2011
$000 $000 $000 $000
Current 761 454 522 324
Non-current 6,776 6,372 — 285
7,537 6,826 522 609

The provision for decommissioning 1s based on the net present value of the Group's estimated hability for the removal of the
Ukraine production faciimes and site restoration at the end of the production Iife These costs are expected to be incurred
by 2029
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24. Deferred Tax

Group Company
2012 2011 2012 2011
$000 $000 $000 $000
Deferred tax asset
At beginrung of year - - - —
Credited to Income statement — current year 3,169 — 3,169 —
At end of year 3,169 — 3,169 —
Group Company
2012 2011 2012 201
$000 $000 $000 $000
Deferred tax hability
At beginning of year 2,468 6,345 — -
Charged to income statement - current year 2,774 856 — —
Credited to income statement - prior year {1,187) (4,733) - —
At end of year 4,055 2,468 — —

At 31 December 2012 and in gross terms, there were unrecognised deferred tax assets in respect of estimated UK tax losses
carned forward of approximately $94 million {31 Dacember 2011 $119 milhon), which can be carmed forward indefinitely, subject
to certan rules regarding capital transactions and changes in the trade of the Company The Drrectors constder it appropnate to
recognise defesred tax assets resulting from accumulated tax losses at 31 December 2012 to the exdent that it is probable that
there will be sufficient future taxable profits

The deferred tax lability at 31 December 2012 1s recogrised due to the tax effect of the temporary differences betwean the
carrying value of the Group's development and producing assets in Ukraine, and their tax base

Factors affecting future tax charge

in December 2010, the Ukraimian Government adopted the tax code of Ukraine which has replaced all previously existing tax
laws and introduced a number of major changes Into Ukraiman tax legislation As part of these changes, the corporate income
tax rate was reduced on 1 January 2012 to 21% and then further in 2013 to 19% On 1 January 2014, the rate wilt further
reduce to 16%

In July 2012, the UK Government announced that the main rate of corporation tax would reduce to 23% with effect from 1 April
2013 Subseqguently, n March 2013, the UK Government announced further reductions in the main rate of UK corporation tax to
21%n 2014, and 20% n 2015 This Is not expected to have a matenal effect on the Group's tax balances The effect of these
tax rate reductions on deferred tax balances will be accounted for in the peniod in which the respective tax rate reduction 1s
substantively cr fully enacted The Group has recognised deferred tax at 23%, which s the rate that was enacted by the balance
sheet date
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25. Called up Share Capital

2012 2011
Number $000 Number $000
Allotted, called up and fully pad
Opening balance at 1 January 320,637,836 28,115 318,366,876 27,932
Issued dunng the year
— Exercise of share options — - 2,270,960 183
Closing balance at 31 December 320,637,836 28,115 320,637,836 28,115

There are no restrictions over ordinary shares 1ssued

Share Option Schemes
There were no share options granted or outstanding during 2012

During 2011, the Company operated an LTIP scheme for certain Directors and senior employees of the Group These LTIP
awards were time and performance based, vested over specified perods of tme and were 1 the form of a nght to acquire
ordinary shares at their nominal value, being a price of 5 pence per ordinary share The performance condittons were non-
market based, being linked to certan pre-defined operational milestones

As a result of the unconditional offer by Energees Management Limited to shareholders of the Company (see Note 5) all LTIP
awards held at this date automatically vested and were exercised during 2011 There are no LTIP awards currently outstanding

The 2004 Share Cption Scheme 1s still in operation, however there are no options outstanding Dunng 2010 the scheme applied
to past Non-Executive Directors whose remasning options granted under the 2004 Share Option Scheme vested and expired
dunng 2010

For both schemes, options are normally forfeited if the employee leaves the Group before the options vest

The following table llustrates the number and weighted average exercise price (WAEP) of, and movements in, all share options
dunng the year

2012 2011
WAEP WAEP
Number £ Number £
Outstanding at beginning of year - - 3,117,560 0442
Exercised durning the year - —  (2,270,960) {0 050)
Expired dunng the year - - (846,600) {1 500)

Outstanding at end of year - - — —
Exercisable at end of year - - - —

The Company recogrised a total charge of $780,000 dunng 2011 in respect of cash and equity settled share-based awards
(2012 $nil) An amount of $11,956,000 was also transferred between the equity share option reserve and the retained deficit
upon the exercise or lapse or certain awards All options automatically vested in 2011, and no new share-based awards were
issued dunng 2012
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26. Other Reserves

Ciher reserves, the movements in which are shown in the statements of changes in equity, comprise the following

Equity share option reserve

The balance held n the equity share option reserve relates to the farr value of the share options that have been expensed
through the profit and loss account less any amounts that have been transferred to the retained deficit reserve upon exercise
or expiry

Capital contnbutions reserve
The capital contnbutions reserve 1s non-distnbutable and represents the value of equity invested in subsidiary entities prior to the
Company ksting

Merger reserve

The merger reserve represents the difference between the nominal value of shares acquired by the Company and those issued
to acquire subsidary undertakings This balance relates wholly to the acquisition of Regal Petroleum (Jersey) Limited and that
company's acquisition of Regal Petroleumn Corporation Limited during 2002

Foreign exchange reserve

Exchange reserve movement for the year atinbutable to currency fluctuations

27. Operating Lease Arrangements
The Group as lessee

Group Company
2012 2011 2012 2011
$000 $000 $000 $000
Minimum lease payments under operating leases recognised
as an expense for the year 399 588 274 466

At the balance sheet date the Group had outstanding commitments for future minmum lease payments under non-cancellable
operating leases which fall dus as follows

Land and buildings

2012 2011
5000 $000
Group and Company
Amounts payable due
— Within one year 338 6855
— In the second to fifth years inclusive - 113
338 768

Operating lease payments represent rentals payable by the Group for office properties, which were negotiated and fixed for an
average of five years
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27. Operating Lease Arrangements continued

The Group as lessor

There was no property rental ncome recognised as mcome from subleasing during the year (2011 $31,000)

At the balance sheet date, the Group had cantracts with tenants for the following future minimum sublease payments

Land and buildings

2012 2011
$000 $O00
Group and Company
Amounts receivable due
— Within one year 107 410
— In the second to fifth years inclusive — 102
107 512
28. Reconciliation of Operating Profit/{Loss) to Operating Cash Flow
2012 2011
$000 $000
Group
Operating profit/{loss) from continuing operations 10,206 (7.935)
Operating loss from discontinued operations {(176) (1,392)
Depreciation, amortisation and imparment charges 11,244 4,940
Loss on disposal of ntangble assets - 6
Loss on disposal of property, plant and equipment - 21
Write down of inventory (including discontinued operations) (see Note18) 671 1,307
Reversal of wnte down of inventory (104) —
Movement in provisions 21 693
Share option charge - 780
(Increass)/decrease in condensate stock (79) 163
Decrease in debtors 10,786 956
Increase/(decrease) in creditors 550 (20,904)
Cash from/(used in) operations 33,119 (21,365)
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28. Reconciliation of Operating Profit/(Loss) to Operating Cash Flow continued

2012 2011

$000 $000
Company
Operating loss (4,520) (17,269)
Depreciation, amortisation and impairment charges 76 a8
Loss on disposal of intangble assets — 6
Loss on disposal of property, plant and equipment - 21
Share option charge - 780
Movement in provisions (including against subsidiary loans) 751 6,069
Decrease/(increase) in debtors 148 (B66)
Increase/{decrease) in creditors 9 (12,455}
Cash used n operations {3,536) (23,416}

29. Financial Instruments

Capital Risk Management

The Group manages its capital to ensure that 1t 1s able to continue as a going concern whilst maximising the return to
stakeholders

The caprital structure of the Group consists of equity attributable to the equity holders of the parent, comprising 1ssued share
capital, share premium, reserves and retaned deficit

There are no capital requirements imposed on the Group

The Greup’s financial instruments compnse cash and cash equivalents and various tems such as debtors and creditors that
anse directly from its operations The Group has bank accounts denominated in British Pounds, US Dollars, Euros, and Ukraine
Hryvnia The Group does not have any borrowings  The main future nisks ansing from the Group's financial Instruments are

currently currency nisk, interest rate nsk, hquicity nsk and credit nsk

Currencies held m Hryvnia are held outside the Company The Group’s financial assets and financial habilities compnse the
following

Financial Assets

2012 2011
$000 $000
Group
Cash and cash equivalents 28,453 19,694
Trade and other receivables 2,671 3,950
31,124 23,644
2012 2011
$000 $000
Company
Cash and cash eguvalents 20,999 12,897
Trade and cther receivables 2,074 1,355
23,073 14,252
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29. Financial Instruments contnued
Financial Liabilities

2012 201
$000 $000
Group

Trade and other payables 443 443
Accruals 1,554 1,312
1,997 1,755
2012 2011
$000 $000

Company
Tracle and other payables 94 153
Accruals 296 193
390 346

Currency Risk

The functional cumrency of the majonty of enties in the Group 1s US Dollars The following analysis of net monetary assets and
abilities shows the Group's currency exposures Exposures compnse the monetary assets and labilites of the Group that are
not denominated in the functional currency of the relevant entity

2012 2011
$000 $000

Currency
Canadan Dollars 5 —
Briish Pounds 267 1,041
Euros 1,830 1,441
Ukraing Hryvnia 7,115 8,059
9,217 10,541

Foreign Currency Sensitivity Analysis
The Group 1s mainly exposed to the currency of Ukraine (Hryvnia) and the currency of United Kingdom (Sterling)

The following table details the Group's sensitmvity to a 10% increase and decrease in the US Daollar against the stated cumrencies
10% 1s the sensitivity rate used when reporting foreign currency risk internally to key management personnel and represents
management's assessment of the reasonably possible change in foreign exchange rates The sensitvity analysis principally
arises on money market deposits held at the balance sheet date A positive number below indicates an increase in profit and
other equity where the US Dollar weakens 10% against the relevant currency For a 10% strengthening of the US Dollar against
the relevant currency, there would be an equal and opposite impact on the profit and other equity, and the balances below
would be negative
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29. Financial Instruments continued

Hrywnia currency Sterling currency
change change

2012 2011 2012 2011

$000 3000 $000 $000
Profit/{loss)
— 10% strengtherning of USD (718) {648) {34) (147)
— 10% weakening of USD 718 648 34 147
Cther equity
— 10% strengthening of USD {718) (648) (34) (147)
— 10% weakening of USD 718 648 34 147

Interest Rate Risk Management
The Group 1s not exposed to Interest rate risk on financial labilities as none of the entities i the Group have any external
borrowings The Group does not use interest rate forward contracts and mterest rate swap contracts as part of its strategy

The Group 1s exposed to interest rate nsk on financial assets as entrties in the Group hold money market deposits at floating
interest rates The ngk 1s managed by fixing interest rates for a pencd of time when indications exist that interest rates may move
adversely

The Group's exposure to interest rates on financial assets and financial labilities are detalled in the hquidity nsk management
section below

Interest Rate Sensrtivity Analysis

The sensitmty analysis below has been determined based on exposure to interest rates for non-derivative instruments at
the balance sheet date A 0 5% ncrease or decrease 1s used when reporting interest rate nsk internally to key management
personnel and represents management's assessment of a reasonably possible change in interest rates

If interest rates earned on money market deposits had been Q 5% higher/lower and all other vanables were held constant,
the Group’s

e profit for the year ended 31 December 2012 would increase by $127,000 in the event of 0 5% higher interest rates and
decrease by $76,000 in the event of 0 5% lower interest rates {2011 increase with higher rate by $90,000, and decrease with
lower rate by $83,000) This 1s mannly attnbutable to the Group's exposure to interest rates on its money market deposits, and

o other equity reserves would not be affected (2011 not affected)

Interest payable on the Group's habilities would have an immatenial effect on the profit or loss for the year

Liquidity Risk

The Group's objective throughout the year has been to ensure continuity of funding Operations have primanty been financed
through revenue from Ukraine operations, the recovery of purchase tax recevable retating to the sale of the Group's Barlad
Concession, and proceeds from the sale of Regal Petroleum Romania SRL

Detalls of the Group’s cash management are explained in Note 20

Ligquidity nsk for the Group 1s further detailed under the Going Concern section of the Directors’ Report
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29. Financial Instruments continued

Credit risk

Credit nsk pnncipally anses in respect of the Group's cash balance In the UK, where the majonity (321 0 million) of the overall
cash 1s held, the Group only deposits cash surpluses with major banks of high quality credit standing

None of the Group's trade recevables are past due or imparred All trade receivables are considered to be of high credit quality

Interest Rate Risk Profile of Financial Assets
The Group had the following cash and cash equivalent balances which are included in financial assets at 31 December 2012
with an exposure to interest rate risk

Floating rate Fixed rate Floating rate Fixed rate
financial financial financial financial
Total assets assels Total assets assets
2012 2012 2012 2011 2011 2011
$000 $000 $000 $000 $00C $000

Currency
Canadian Dollars 5 5 - -— - —
Euros 483 483 - 392 392 —
British Pounds 339 339 - 1,470 1,470 -
Ukraing Hryvria 7,184 7,184 - 6,480 8,480 -
US Dollars 20,442 20,442 — 11,352 11,352 —
Total 28,453 28,453 e 19,694 18,694 —

Cash deposits included in the above balances compnse short term deposits

Interest Rate Risk Profile of Financial Liabilities
The Group had no interest bearing financial habilities at year end (2011 $nil)

All the Group's creditors faling due within one year are excluded because they are not interest beanng

Matunty of Financial Liabiities
The maturity profile of financial labilities, on an undiscounted basis, s as follows

2012 2011
$000 $000
Group
In one year or less 1,997 1,755
Within two to five years - —
in more than five years - —
Total 1,997 1,765
2012 2011
$000 $000
Company
In one year or less 390 346
Within two to five years — —
In more than five years - —
Total 390 348
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Notes continued

forming part of the financial statements

29. Financial Instruments continued
Borrowing Facilities
The Group did not have any borrowing facilities available to 1t at year end (2011 nil)

Fair Value of Financial Assets and Liabilities
The fair value of all financial instruments 1s not matenally different from the book value

30. Capital Commitments

Amounts contracted in relation to the Group's 2013 investment programme in the Mekhedmska Golotvshinska and Svyrydivske
gas and condensate fields in Ukraine, but not provided for in the financial statements at 31 December 2012 were $14,579,000
(2011 $16,239,000)

31. Related Party Disclosures
Key management personne! of the Group are considered to comprse only the Directors Details of Directors’ remuneration are
disclosed in Note 7

During the year, Group companies entered into the following transactions with related parties who are not members of
the Group

Services provided Purchase of goods

2012 2011 2012 2011

$000 $000 $000 $000
Subsidianes of ulimate parent Company 140 44 — 2

The following amounts were outstanding at the balance sheet date

Amounts owed by

related parties
2012 2011
$000 $000
Subsidianes of ultmate parent Company - 28

The amounts outstanding were unsecured and will be settled in cash

Curng the year, the Group also held cash deposits with a related party bank, which was not related dunng 2011 Interest
receved totalled $966,000, and bank charges ncurred were $18,000 The Group's closing cash balance comprnses $7,186,000
held with this bank

32. Post Balance Sheet Events

As announced on 15 Apnl 2013, the Company engaged independent petroleum consultants, ERC Equipoise Limited, to prepare
an updated assessment of the remaming Reserves and Contingent Resources attnbutable to the Company’s MEX-GOL and SV
fields Further details are included in the Review of Operations
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