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Frontier Resources International Plc (formerly Frontier Resources International
Limited)

Report of the directors

The directors of Frontier Resources International Pic are pleased to present their report together with the
audted financial statements for the year ended 31 December 2009

Highlights

The Group promotes the exploration for, and development of, hydrocarbons via curremt and innovative
nterdiscipknary technelogy in addition to providing consultancy services to the oil and gas industry The
Group, through its wholly owned US substdiary Frontier Resources International Inc (FRII), also owns
vanous interests in ol and gas producing properties onshore Texas

During the year the admission to PLUS-quoted Markets was successfully achisved on 30 January when
the Company's shares were admitted to trading This transaction resulted in restricted cash of $990k
being released for use within the business and 24,555,971 new shares being issued

The current volatility in commodity pnces, including ol and gas, has lead to widespread asset divestitures
within the global oil industry Expected high rates of return, shortages of cash and manpower and the high
cost of services 15 encouraging both major and independent ol companies to dispose of under-performing
andfor non-core assets This situation may provide a unique opportunity for smaller companies to acquire
exploration acreage with upside potential and producing properties at reduced prices and, potentially to
improve the properttes’ economics using technology such as horizontal and extended - reach drilling,
enhanced recovery techniques and 3D seismic

One of the mmediate objectives of the Group 15 to expand production in the United States and to
evaluate intemational exploration/production opportunities for acquisition and/or farm-in FRIl has
previously secured financing for all and gas acquisitions wia its existing banking relationships in Texas
and will continue to seek additional financing with current and new lenders

In keeping with its strategy of expanding #s existing US producton and evaluating intemational
opportunihes, FRII acquired a 50% interest in Bison Il LLP (BIS), on 20 March, 2009 BIS (a Texas
Limited Partnership) holds royalty and working interest nghts in multiple producing ot and gas wells
onshore Texas weighted towards overnding royalty interests in producing wells and leases that are
candidates for future dnlling and development The transaction was completed on the 20 March, 2008 for
a total cost of US $700,000 Acquistion payment compnsed of a combination of cash (U $ $575,000)
and 1,588,996 ordinary shares 1n the Company at a pnce of § 5p These shares were issued on 20
March, 2009 This acquisition adds approximately 5,200 barrels of oil and 126 milllon cubic feet of
currently producing oil and gas reserves to the Group's portfolio, in addition to behind-pipe reserves,
proved, yet undeveloped oil and exploration opportunities

The acquisition of royalty interests in long - Iife fields 1s part of the Group's future strategy Subsequent to
the acquisition of Bison |l a gas discovery has been made and additional dnilling will take place in the near
future including the dnlling of shale gas wells to be spudded mid-2010, thus adding to the Group's reserve
base

The Group wil continue to take advantage of its location and industry contacts by attempting to bulld an
asset portfolio through investment and the pursuit of intemational acquisitions The Board is particularly
interested in the Middle East and Afnca, however other intemational opportunities deemed to be
underexploited will also be considered Through the farm-in process, the Group hopas te reduce the time
required to acquire intemational assets and te benefit from the expenence gained by partnenng with an
established operator

It 1s the intention of the Board that future investment and acquisitions of U S assets andfor companies will
be made by FRII while international transactions will be made by the Company

The short and long term corporate outlook 1s positive The cumrent pnce of crude oil in conjunction with

the modest decrease In the cost of services should enhance our operating revenue The price of natural
gas should improve with the expected increase in demand as the economy recovers and the continued
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Frontier Resources International Plc (formerly Frontier Resources International
Limited)

Report of the dlrectors (continued)

trend towards environmentally fnendly fuels Since the Group's production 1s currently biased towards
natural gas, an Improvement in gas pnces would impact our cash flow The Group continues to seek the
acquisition of oNl-producing interests within the $5-10 million range Such an acquisition would support the
Group's objective of moving its listing from PLUS-quoted markets to AIM during the next twelve to

elghteen months

The executive team was strengthened during the year with the addition of Mr Kent Nelson as Vice-
President, Business Operations Mr Nelson holds a B B A degree from the University of Texas and an
M B A degree from the University of Houston and has over 25 years in the ol and gas industry

The Group successfully raised GB 251,351 by placing 4,570,027 ordinary shares at 5 5 pence per share
with existing and new shareholders

The directors are encouraged by the potential of the current portfalio, and future acquisition opportunities,
and are looking forward to further enhancement of portfolio value in line with expectations the Group is
reporting

Results and dividends

The results for the penod are set out on page 10

The directors do not recommend payment of a final dvidend (2008 nif)

Principal activity

The principal activity of the Group s that of oil and gas exploration and production.

Business review

The Group's loss for the penod after taxation was $640,000 (2008 $222,000)

A full review of the Group's activities in the penod, recent events, pnnciple nsks and uncertainties and
expected future developments is detailed in the highlights above and described below

Going concern

Note 23 to the financial statements includes the Group's objectives, policies and processes for managing
its capdal, its financial nsk management objectives, details of its financia! instruments, and its exposures
to credit nsk and liquidrty nsk

The company has sufficient financial resources to meet any future commitments As a consequence, the
directors believe that the Group 1s well placed to manage its business nsks successfully despite the
uncertain economic outiook

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

Reserve estimates

There are numerous unceriainties inherent in estimating reserves and assumptions that, whilst vald at
the time of estimation, may change significantly when new information becomes availlable Changes in
the forecast pnces of commodities, exchange rates, production costs or recovery rates may change the
economic status of reserves and may, ultimately, result in the reserves being restated Such changes In
reserves could impact on depreclation and amortisation rates, asset carrying values, deferred stnipping
calculations and provisions for close down, restoration and environmental clean up costs The Group
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Frontier Resources International Plc (formerly Frontier Resources International
Limited)

Report of the directors (continued)

utilses the expertise of third party consultants to report on its reserves estimates to increase the reliabllity
of ts estimations

Exploration and new projects

The Group may seek to identify new operations through active exploration and acquisition programmes
There 1s no guarantee, however, that such expenditure will be recouped or that existing ocil/condensate
and gas reserves will be replaced Failure to do so could have a material and adverse impact on the
Group's financial results and prospects

Risks and uncertainties

Exploration for oil and gas 1s speculative and involves significant degrees of risks Risks that prospect
areas will be acquired, that they will lead to the discovery of oil or gas and financial and cther resources
will be secured to exploit the opportunities are uncertain

Future outlook

The Group continues to evaluate a number of potential investment and acquisition opportunities to
increase its US production base, its existing reserve base and its intemational outlook

Political and charitable contributions
The Group made no charitable or political contributions dunng the year (2008 nil)
Financial instruments

Details of the use of financial instruments by the Group are contalned in note 23 to the financial
statements

Post balance sheet events

At the date these financial statements were approved the directors were not aware of any significant post
balance sheet events other than those set out in this report in note 25 to the financial statements

Key performance indicators

At this stage In the Group's development, the key performance indicators that the directors monitor on a
regular basis are management of hquid resources that is cash-flows and bank balances and also general
admunistrative expenses, which are tightly controlied Specific exploration-related key performance
indicators include the probability of geological success, the probability of commerciality or completion
and the probability of econemic success

Capital structure

Detalls of the authonsed and issued share capral, together with detals of the movements in the
company's 1ssued share capital dunng the year are shown in note 19 The company has one class of
ordinary shares which carry no night to fixed income Each share carnes the nght to one vote at general
mesatings of the company

There are no specific restrictions on the size of a holding nor on the transfer of shares, which are both
govermned 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 shares that may result in restrictions
on the transfer of securities or on voting nghts



Frontier Resources international Plc (formerly Frontier Resources International
Limited)

Report of the directors (continued)

No person has any special nghts of control over the company's share capital and all 1ssued shares are
fully paid

Directors
The directors of the Company during the year were

Michael J Keyes

Joseph E Warren

David R Gardner (resigned 16 Qctober 2009)
John O’'Donovan*

* On incomoration of the Company, M H Nominees Limited subscnbed for one share, which was
transferred to Joseph O'Donovan on 1 September In consideration for $2 (£1)

Directors’ interests
The directors who held office at 31 December 2009 had the following interests in the ordinary shares of

the company

Name of 31 December
director 2009
Michael J Keyes 23,377,004 38 0%
Josaph Warren 1,106,894 18%
John O'Donovan 1,600,000 2 4%

Directors’ remuneration
Directors’ remuneration during the year totalled $56,000 (2008 nil)
Directors’ indemnitles

The company has made quakfying 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

Share option scheme

In order to provide incentive for the management and key smployees of the Group the directors intend to
set up a share option scheme The directors will also consider setting up a share option scheme which
will be open to other employees

Policy and practice on the payment of creditors

The Group follows its code on payment practice, known as "Bill Code” This code 1s available at our
registered office It sets out the Group's policy of setting terms of payment with ts suppliers when
agreeing the terms of transactions and of ensunng supphers are made aware of them The Group has a
successful record of abiding by the terms of "Bill Code™ and this Is expected to continue Trade payables
at 31 December 2009 were equivalent to 22 days costs (2008 67 days costs)




Frontier Resources International Plc (formerly Frontier Resources International
Limited)

Corporate Governance Statement

Corporate Governance

It 1s the Board's policy to support the pnnciple of good corporate govemance and the code of best
practice as set out in the FRC Combined Code on Corporate Governance i1ssued in June 2008 (‘the
code’), the Company I1s not required to comply with the Code, however It 1s recommended best practice to
do so The bhoard considers that it has adopted the pnnciples outlined in the Code for corporate
governance insofar as it 1s practical and appropnate for the company's size

The Group i1s controlled by a Board consisting of one executive director and three non executive directors
There 1s a clear dvision of responsibilihes between the chairman and the chief executive officer and the
Board considers the non executive director who s charrman to be independent of management

The Board 15 responsible for the Group's corporate strategy, monitonng financial performance, approving
capital expenditure, treasury and nsk management poliies The Board meets regularly with Board
meetings occumng once a month (some meetings were conducted by conference call} Dunng the year
ended 31 December 2009 the Board met six tmes A schedule is circulated to the directors preceding a
Board meeting that consists of an agenda, matters for approval and management accounts Formal
munutes of Board meetings are produced and circulated for comment and formally approved

Due to the size of the company and Board, the directors do not consider it necessary to have a
remuneration committee, an audit committee or a nomination committee as suggested by the Code The
whole Board considers such matters that these committees would undertake were they to exist The
directors evaluate the balance of skills, knowledge and expenence on the Board when defining the role
and capabihties required for new appointments

The Code requires the Board to review the need for an nternal audit function from time to tme The
Company does not consider that an internal audit function I1s appropnate given the current size of the
business and structure of its operations

The Board 1s responsible for the Group's system of internal control and reviewing its effectiveness Such
a system Is designed to manage rather than eliminate nsk of failure to achieve business objectives, and
can only provide reasonable and not absolute insurance against material misstatement or loss The
system of internal financial control compnses of controls established to provide reasonable assurance of

1) The safeguarding of assets against unauthornised use or disposal and,

) The rehabiity of financial information used within the business and for publication and the
maintenance of proper accounting records

In addition the key procedures on the intemat financial controi of the group are as follows

1) The Board reviews and approves budgets and monitors performance against those budgets on a
monthly basis with any vanance being fully investigated and,

il) The group has clearly defined reporting and authorisation procedures relating to the key financial
areas

The annua! general meeting 15 the pnincipal forum for dialogue with shareholders, the Company also has
a dedicated electromic communication line specifically for shareholders enquiries



Frontier Resources International Plc (formerly Frontier Resources International
Limited)

Statement of Directors’ Responsibilities

Directors® responsibilities

The drrectors are responsible for preparng the financial statements In accordance with the Companies
Act 2006 and for being satisfied that the financial statements give a true and farr view The directors are
also responsible for preparing the financial statements in accordance with Intermational Financial
Reporting Standards (IFRSs) as adopted by the European Union

Company law requires the directors to prepare financial statements for each financial penod which give a
true and far view of the state of affairs of the Company and the group and of the profit or loss of the
Company and the group for that pernod In prepanng those financial statements, the directors are
required to

+ select suitable accounting policies and then apply them consistently,
» make judgements and estimates that are reasonable and prudent,

» state whether applicable accounting standards have been followed, subject to any material
departures disclosed and explained Iin the financial statements, and

= prepare the financlal statements on the going concern basis unless it 1s inappropriate to presume
that the Company and the group will continue in business

The directors are responsible for keeping adequate accounting records that show and explain the
Company's transactions disclose with reasonable accuracy at any time the financial position of the
Company and the group, and to 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 uregulanties

Webslte Publication

The directors are responsibie for ensuring the annual report and financial statements are made available
on a website Financial statements are published on the group's website in accordance with legislation in
the United Kingdom goveming the preparation and dissemination of financial statements, which may vary
from legislation in other junsdictions The maintenance and integnty of the group’s website 1s the
responsibility of the directors The directors’ responsibility also extends to the ongomg integnty of the
financial stalements contained therein

Audltors

All of the current directors have taken ali the steps that they ought to have taken to make themselves
aware of any information needed by the Group’s auditors for the purposes of their audit and to establish
that the auditors are aware of that information The directors are not aware of any relevant audit
information of which the auditors are unaware

Mazars LLP have expressed their willilngness to continue in office and a resolution to re-appoint them will
be proposed at the annual general meeting

By order of the Board
ﬂ b /%yq
= Michael Jack Keyas
[ Chief Executive Officer
25th May 2010




Frontier Resources International Plc (formerly Frontier Resources International
Limited)

Report of the independent audlitors

Independent auditor's report to the members of Frontier Resources International Ple

We have audited the financial statements of Frontier Resources International plc for the 31 December
2009 which compnise the Group Statement of Comprehensive Income, the Group and Parent Company
Statements of Financlal Position, the Group and Parent Company Cash Flow Statements, the Group and
Parent Company Statements of Changes in Equity and the related notes The financial reporting
framework that has been apphed in their preparation 1s applcable law and Intemational Financial
Reporting Standards (IFRSs) as adopted by the European Union and, as regards the parent company
financial statements, as applled in accordance with the provisions of the Companies Act 2006

Respective responsibllities of directors and auditors

As explained more fully in the Directors’ Responsibiities Statement set out on page 7, the directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true and
far view

Our responsibility 15 to audit the financial statements In accordance with applicable law and International
Standards on Auditing (UK and Ireland) Those standards require us to comply with the Auditing Practices
Board's (APB's) Ethical Standards for Auditors This report Is made solely to the company's members, as
a body, in accordance with Chapter 3 of Part 16 of the Compames 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 our audit work, for this report, or for the opinions we have formed

Scope of the audit of the financial statements
A descniption of the scope of an audit of financial statements 1s provided on the APB’s web-site at
www frc org uk/apb/scope/UKNP

Opinion on the financial statements
In our opinion

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

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

+ the parent company financial statements have been properly prepared in accordance with IFRSs
as adopted by the European Union and as applied in accordance with the provisions of the
Companies Act 2006, and

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

Opinion on the other matters prescribed by the Companies Act 20086
In our opinion the information given in the Directors' Report for the financial year for which the financial
statements are prepared 1s consistent with the financial statements




Frontier Resources International Plc (formerly Frontier Resources International
Limited)

Report of the independent auditors

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Companies Act 2006 requires us
to report to you if, in our opinfon

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

+ the parent company financial statements are not in agreement with the accounting records and
retumns, or

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

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

Mar s l/t,lo

Mazars LLP, Chartered Accountants (Statutory auditor)
Stephen Bullock (Senior statutory auditor)

Tower Bridge House

St Katharine’s Way

London

E1W 1DD

25 May 2010

Note The mamntenance and integnty of the Frontier Resources International plc website s the
responsibility of the directors The work carmed out by the auditors does not involve consideration of
these matters and accordingly the auditors accept no responsibility for any changes that may have
occurred to the financial statements since they were onginally presented on the website Leg:slation in the
United Kingdom governing the preparation and dissemination of financial statements may differ from
legislation in other Jurisdictions




Frontier Resources International Pl¢ (formerly Frontier Resources international
Limited)

Consoiidated statement of comprehensive income for the year ended 31 December 2009

Yearto Period 22 April

31 December 2008 to 31
December
Notes 2009 2008
$'000 $'000
Revenue 4 119 7
Cost of sales
mpairment (97) (163)
Other cost of sales {110) (18)
Total cost of sales (207) (181)
Gross loss (88) (174)
Other income 7 -
Administrative expenses (4186) (105)
Operating loss ] (497) (279)
Share of associate loss (149)
Finance income 7 4 1
Finance cost 8 () -
Loss before tax (651) {278)
Taxation credit ? 1 56
Loss for the year (640) (222)
Other comprehensive expense
Exchange differences on translating foreign operations (98) -
Total comprehensive loss for the year (738) (222)
Loss per share
From continuing operations
Basic and diluted 10 {0.01c) {0 05¢)

The results reflected above relate to continuing activities The losses for the year and for the pnor period
and the total comprehensive losses for the year and the prior perod are wholly attnbutable to equity
holders of the parent company, Frontier Resources Intemational plc

10




Frontier Resources Internationa! Plc (formerly Frontier Resources International

Limited)

Consolidated statement of flnanclal position as at 31 December 2009

Notes 2009 2008
§'000 $°000
ASSETS
Non-current assets
Property, plant and equipment 1 473 342
Investment in associate 12,13 533 -
1,006 342
Current assets
Trade and other receivables 14 46 103
Cash and cash aquivalents 780 1,120
826 1,223
Total Assets 1,882 1,565
EQUITY AND LIABILITIES
Equity attributable to the holders of the parent
Share capital 19 980 362
Share premium 1,139 96
Foreign exchange reserve (98) -
Retained eamings {862) (222)
1,159 236
Non-current liabllities
Provisions 17 73 28
Deferred tax liability 18 102 113
175 141
Current liabilities
Trade and other payables 15 218 1,188
Short term borrowings 22 280 -
498 1,188
TOTAL EQUITY AND LIABILITIES 1,882 1,565

These financral statements were approved and authorised for Issue by the board of directors on 25 May

2010 and were signed on its behalf by

/"1/473.4

Michael J Keyes
Director

"



Frontier Resources International Plc (formerly Frontier Resources International

Limited)
Registered in England and Wales number 06573154

Company statement of financial position as at 31 December 2009

Notss 2009 2008
$'000 $'000
ASSETS
Non-current assets
Investment in subsidiary 12 1,409 701
1,409 701
Current assets
Trade and other receivables 14 32 72
Cash and cash equivalents 449 633
481 705
Total Assets 1,890 1,406
EQUITY AND LIABILITIES
Equity attributable to the holders of the parent
Share capital 19 980 362
Share premium 1,138 96
Foreign exchange reserve (5) -
Retained earnings (408} (88)
1,706 370
Non-current liabilities
Payables 18 116 -
116 -
Current liabllities
Trade and other payables 15 68 1,036
68 1,038
TOTAL EQUITY AND LIABILITIES 1,890 1,406

These financial statements were approved and authorised for 1ssue by the board of directors on 25 May

2010 and were signed on its behalf by

s,

Michasl J Keyes
Director
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Frontier Resources international Plc (formerly Frontier Resources International

Limited)

Consolidated statement of changes in equity for the year ended 31 December 2009

Foreign
Share Capital Share Premlum Retained Loss Exchange Total
Reserve
$'000 $'000 $'000 $'coo $'000
Balance as 22 April 2008 - - - - -
Loss for the peried - - (222) - (222)
Total comprehensive loss for the period - - (222) - (222)
Issue of share capital 362 86 - - 458
Balance at 31 December 2008 362 96 (222) - 226
Loss for the year - - (640) - (640)
Other comprehensive income for the year - - - (98) (98)
Total comprehensive {oss for the year - - (640) {98) (738)
Issue of share capital 618 1,115 - - 1,733
Issue costs - (72) - - (72)
Balance at 31 December 2009 980 1,139 (862) (98) 1,159

The followmng describes the nature and purpose of each reserve within owners’ equity

Share capital
Share premium
Retained loss

Amount subscribed for share capital at nominal value
Amount subscribed for share capital in excess of nominal value
Cumulative net losses recogrised In the financial statements
Foreign exchange reserve Exchange differences on translating foreign operations
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Frontier Resources International Plc (formerly Frontier Resources International

Limited)

Company statement of changes in equity for the year ended 31 December 2009

Shars Foraign

Share Capital Premlum Retained Loss E;::ea;ge Total
$'000 $'000 $'000 $'000 $'000

Balance as 22 April 2008 - - - - -
Loss for the penod - - {88) - (88)
Total comprehensive loss for the perlod - - (88) - (88)
Issue of share capital 362 96 - - 458
Balance at 31 December 2008 362 96 (88) - 370
Loss for the year - - {320) - (320)
Other comprehensive income for the year - - - (5) (5)
Total comprehensive loss for the year - - (320) {5) (325)
tssue of share capital 618 1,115 - - 1,733
lssue costs - (72) - - (72)
Balance at 31 December 2009 980 1,139 (408) (5) 1,706
The following describes the nature and purpose of each reserve within owners' equity
Share capital Amount subscnbed for share capital at nominal value.
Share premium Amount subscnbed for share capital in excess of nominal value
Retained loss Cumulative net losses recognised in the financial statements

Foreign exchange reserve Exchange differences on translating foreign operations
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Frontier Resources International Plc (formerly Frontier Resources International

Limited)

Consolidated statement of cash flows for the year ended 31 December 2009

Year Period 22
ended April to 31
31 December December
2009 2008
Notes $°000 $°000
Net cash from operating activities 24 {330) {123)
Cash fiows from investing activities
Cash consideration for acquisition of associate (575) -
Purchase of property, plant and equipment (1 -
Interest receved 4 1
Dividends from associate 41 -
Contnbutions to associate (23) -
Net cash used In Investing activitles (554) 1
Cash flows from financing activities
Proceeds from issue of share capital 359 150
Preceeds from shares yet to be 1ssued - 090
Proceeds from borrowings 325 -
Loan from related party - 102
Repayment of borrowings (45) -
Interest paid (9) -
Net cash used In financing activities 630 1,242
Net {(decrease)/increase in cash and cash equivalents (254) 1,120
Cash and cash equivalents at the beginning of period 1,120 -
Effect of foreign exchange rate changes (88) -
Cash and cash equivalents at end of period 780 1,120
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Frontier Resources International Plc (formerly Frontier Resources International

Limited)

Company statement of cash flows for the year ended 31 December 2009

Year Period 22

ended April to 31

31 December Dacember

2009 2008

Notes $'000 $'000

Net cash from operating activities 2 (263) (78)
Cash flows from investing activities

Loans to subsidiary {280) {429)

Net cash used In Investing activities (280) {429)
Cash flows from financing activitles

Proceeds from 1ssue of share capial 358 150 !

Proceeds from shares yet to be 1ssued - 980

Net cash used In financing activities 359 1,140

Net (decrease)/increase in cash and cash equivalents (184) 633

Cash and cash equivalents at the beginning of period 633 -

Cash and cash equivatents at end of period 449 633

16



Frontier Resources International Plc (formerly Frontier Resources International
Limited)

Notes to the consolidated financial statements for the year ended 31 December 2009

1 General Information

Frontier Resources International Pic Is a company incorporated in the United Kingdom The address of
the registered office 1s given in the officers and adwvisors section of thuis report The nature of the
Company's operations and its principal activities are set ocut in the Directors report

The presentational currency of the Company and Group Is the US Dollar (§) because that 1s the currency
of the pnmary economic environment in which the Group operates The Company is registered in the
United Kingdom

2 Adoption of new and revised standards

In the current year, the following new and revised Standards and Interpretations have been adopted and
have affected the amounts reported in these financial statements

n IAS 1 (rewised) ‘Presentation of financial statements’ prescribes the basis for presentation of
financial statements to ensure comparability both with the entity's financial statements of previous
pertods and with the financial statements of other entiies 1AS 1 {revised) introduces a number of
changes to the requwements for the presentation of financial statements, which include the
following the separate presentation of owner and non-owner changes in equity, requirement for
entities making restatements or reclassifications of comparative information to present a Statement
of Financial Position as at the begmning of the comparative penod, and voluntanly name changes
for certain primary statements

The adoption of this revised standard has resulted in presentational changes to the group's financial
statements |n addiion, the pnmary statements are named as follows Statement of Comprehensive
Income, Statement of Financial Position, Statement of Changes in Equity and Statement of Cash
Flows

- IFRS 8 'Operating segments’ requires operating segments to be identified on the basis of internal
reports about components of the group that are regulary reviewed by the chief oparating declsion
maker in order to assess ther performance and to allocate resources to the segments These
operating segments are then aggregated into reporting segments to combine those with similar
charactenstics In contrast, the predecessor standard, 1AS 14 'Segmental Reporting’, required the
group to dentify two sets of segments (business and gecgraphical), using a nsks and rewards
approach For further details regarding how the group now reports operating segments, refer to note
4

Standards not affecting the reported results nor the financial position.

The following new and revised Standards and Interpretations have been adopted in the current penod
Therr adoption has not had any significant impact on the amounts reported in these financial statements
but may impact the accounting for future transactions and arrangements

Amendments to |IAS 39 Financial instrument Recogrifion and Measurement and IFRS
7 Financial instruments Disclosures

IAS 38 (amended) intangible Assefs

IAS 40 (amended} investment property

IAS 20 (amended) Accounting for Government Grants and Disclosure of Government
Assistance
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Notes to the consolidated financial statements for the year ended 31 December 2009

2. Adoption of new and revised standards (continued)

IAS 23 (revised 2007) Borrowing Costs

|AS 32 (amended)/IAS 1 FPultable Financial Instruments and Obligations Ansing on
Liquldation

IAS 39 (amended) Financial Instruments Recognstion and Measurament — Eligible
Hedged items

IFRS 2 (amended) Vasting Conditions and Cancellations

IFRIC ¢ (amended)/ |AS 39 (amended) Reassessment of Embedded Derivatives and Financial
Instruments Recognifion and Measurement

IFRIC 15 Agreaments for the Construction of Real Estate
IFRIC 16 Hedges of a Net Investment in a Foreign Operation
IFRIC 18 Transfers of Assets from customers

At the date of authonsation of these financial statements, the following Standards and Interpretations
which have not been applied in these financial statements were In issue but not yet effective (and in some
cases had not yet been adopted by the EU):

IFRS 1 (amended)/|AS 27 (amended) Cost of an Invesiment in a Subsidiary, Jointly Controlled Entity or

Associate

IFRS 1 (amended) Additional Exemplions for First-ime Adopters

IFRS 1 (amended) Limited Exemption from Comparatve IFRS 7 Disclosures for
First-time Adopters

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

IFRS 3 (revised 2008) Business Combinations

IFRS 7 (amended) Improving Disclosures about Financial Instruments

IFRS 9 Financial Instruments

IAS 27 (revised 2008) Consohdated and Separate Financial Statemenls

|IAS 28 (revised 2008) investment In Associates

IAS 24 (revised 2009) Relatod Parties

IAS 31 (revised 2009) Interests in Joint Ventures

IAS 32 (amended) Classification of Rights Issues

IAS 39 (amended) Effective Date and Transition

IAS 39 (amended) Eligible Hedged Htems

IFRIC 9 (amended)/iIAS 39 (amended) Embedded Denvalives

IFRIC 14 (amended) Prepaymaents of a mimimum Funding Requirement

IFRIC 17 Distnbutions of Non-cash Assets to Owners

IFRIC 19 Extinguishing Financial Liablihes with Equity Instruments

Improvements to IFRSs (Apni 2008)

The directors do not expect that the adoption of these Standards and Interpretations m future pernods will
have a matenal impact on the financial statements of the Group
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3 Significant accounting policies
Basls of preparation

The financial statements of the Group and Company have been prepared in accordance with international
Financial Reporting Standards, Intemational Accounting Standards and Interpretations (collectively IFRS)
Issued by the Intemational Accounting Standards Board (IASB) as adopted by the Eurapean Union

The financial statements are prepared on a going concemn basis

Basis of consolidation '

The consoclidated financial statements incorporate the financial statements of the Company and entties
controlled by the Company (its subsidianes) made up to 31 December each year Control is achieved
where the Company has the power to govern the financial and operating policies of an investee entity so
as {o obtain benefits from its activities

The results of subsidianes acquired or disposed of dunng the year are included in the consclidated
statement of comprehensive Income from the effective date of acquisition or up to the effective date of
disposal, as appropnate Where necessary, adjustments are made to the financial statements of
subsidianes to brning the accounting policies used into line with those used by the group All intra-group
transactions, balances, income and expenses are sliminated on consolidation

The Company has taken advantage of Section 408 of the Companies Act 2006 in not presenting its own
income statement The Company's loss for the period was $320,000 (2008 $88,000)

Golng concern

The directors have, at the lime of approving the financial statements, a reasonable expectation that the
Company and the Group have adequate rescurces to contnue in operatonal existence for the
foreseeable future Thus they continue to adopt the going concern basis of accounting in preparing the
financial statements Further detail is contained in the Business Review on page 3

Business combnations

The acquisition of subsidianes 1s accounted for using the purchase method The cost of the acquisition 1s
measured at the aggregate of the fair values, at the date of exchange, of asssts given, liabilties incurred
or assumed, and equity instruments issued by the Group in exchange for control of the acquiree, plus any
costs directly attnbutable to the business combinatien The acquiree’s identffiable assets, habilites and
contingent kiabilies that meet the conditions for recognition under IFRS 3 are recognised at thelr far
value at the acquisition date

The Company’s investments in its subsidianes are camed at cost less provision for any impairments

Investments in assoclates

An associate 15 an enbty over which the group s In a position to exercise significant influence, but not
control or joint control, through participation in the financial and operating policy decisions of the investee
Significant influence s the power to participate in the financial and operating policy decisions of the
tnvestee but 1s not control or joint control over those policies
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3 Significant accounting policles (continued)

The results and assets and lhiabilities of assoctates are incorporated In these financial statements using
the equity method of accounting [nvestments In associates are carried In the balance sheet at cost as
adjusted by post-acquisition changes tn the group’s share of the net assets of the associate, less any
mpairment in the value of individual investments Losses of an assaociate in excess of the group's interest
in that associate (which includes any long-term interests that, in substance, form part of the Group's net
investment in the associate} are recognised only to the extent that the Group has incurred legal or
constructive obligations or made payments on behalf of the associate

Where a group company transacts with an associate of the group, profits and losses are ehminated to the
extent of the group's interest in the relevant associate Losses may provide evidence of an impairment of
the asset transferred in which case appropriate provision 1s made for impairment

Taxation
Income tax expense represents the sum of the current tax and deferred tax charge for the penod

The tax cumrently payable s based on taxable profit for the penod Taxable profit differs from profit as
reported in the statement of comprehensive income because it excludes tems of income or expense that
are taxable or deductible in other penods and i further excludes items that are never taxable or
deductible The Group and Company’s hability for current tax 1s calculated using tax rates that have been
enacled or substantively enacted by the balance sheet date

Deferred tax is recognised on differences between the carrying amounts of assets and habiities in the
financial statements and the corresponding tax bases, and is accounted for using the balance sheet
liability method. Deferred tax liabilities are recognised for all taxable temporary differences and deferred
tax assets are recognised to the extent that it 1s probable that taxable profits will be available agalnst
which deductible temporary differences can be utiised

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

Deferred tax is calculated at the tax rates that have been enacted or substantively enacted and are
expected to apply In the peniod when the liability ts settled or the asset realised Deferred tax is charged
or credited to the income statement, except when it relates to tems charged or credited directly to equity,
in which case the deferred tax is also dealt with in equrty

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

Foreign currencles

The financial statements are expressed in US dollars ($), the presentational currency as the Group
operates in a sector where prices are commonly pegged to the US dollar

Transactions In foreign curmencies are translated at the exchange rate niling at the date of the
transactions Gains and losses arising from the setttement of such transactions at different exchange
rates are recognised in the income statement Monetary assets and habilties in foreign cumencies are
translated at the rates of exchange ruling as at balance sheet date Translaton gains and losses are
recognised in the income statement
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3 Significant accounting policies (continued)

In the consolidated and company financial statements, the net assets of the Company are translated into
its presentational currency at the rate of exchange at the balance sheet date Income and expense items
are translated at the average rates for the period The resulting exchange differences are recogmsed in
equity and included in the foreign exchange reserve

Leases

Rent paid on operating leases i1s charged to the statement of comprehensive income on a straight kne
basis over the term of the lease

Borrowing costs

Borrowing costs that are directly attributable to the acquisition, construction or production of a qualifying
asset form part of the cost of that asset All other borrowing costs are recognised in profit or loss in the
period 1in which they are incurred

Revenue recognition

The Group has working Interests in vanous oll and gas properties and recognises revenue from therr
interests in producing wells as oil and gas 1s produced and sold from these wells

Financial instruments

Financial assets and financial habilities are recognised in the Group's balance sheet when the Group
becomes a party to the contractual provisions of the instrument.

Financial Assets
All financial assets are classified as 'loans and receiwvables’

Loans and receivables

Trade recewables, loans, and other receivables that have fixed or determinable payments that are not
quoted in an active market are classified as ‘loans and recevables’ Loans and receivables are measured
at amortised cost using tha effective interest method, less any impairment

Cash and cash equivalents

Cash and cash equivalents comprise balances on bank accounts, cash in transit and cash floats held in
the business Interest bearing bank loans are recorded at the proceeds received, net of issue costs
Finance charges are accounted for on an accruals basis and charged to the statement of comprehensive
income when payable.

Derecognition of financial assets

The Group derecognises a financial asset only when the contractual nights to the cash flows from the
assel expire, or it transfers the financial asset and substantally all the nsks and rewards of ownership of
the asset to another entity If the Group neither transfars nor retains substantially all the risks and rewards
of ownership and continues to control the transferred asset, the Group recognises its retained interest in
the asset and an associated hability for amounts it may have to pay If the Group retains substantally all
the risks and rewards of ownership of a transferrad financial asset, the Group continues to recegnise the
financial asset and also recognises a collateralised borrowing for the proceeds received

21




Frontier Resources International Plc (formerly Frontier Resources International
Limited)

Notes to the consolidated financial statements for the year ended 31 December 2009

3 Significant accounting policies (continued)

Impairment of financfal assets

Financial assets are assessed for indicators of impairment at each balance sheet date Financial assets
are impaired where there 15 objective evidence that, as a result of one or more events that occurred after
the initial recogmton of the financlal asset, the estmated future cash flows of the investment have been
affected

For financial assets carmed at amortised cost, the amount of the impairment 1s the difference between the
asset's carrying amount and the present value of estimated future cash flows, discounted at the financial
asset’s onginal effective interest rate

The carrying amount of the financial asset 1s reduced by the impairment loss directly for all financial
assets with the exception of frade receivables, where the carrying amount Is reduced through the use of
an allowance account When a trade recelvable Is considered uncollectible, it 1s wntten off against the
allawance account Subsequent recoveries of amounts previously wntten off are credited against the
allowance account Changes in the carrying amount of the allowance account are recognised in profit or
loss

if, in a subsequent penod, the amount of the impairment loss decreases and the decrease can be related
objectively to an event occumnng after the impairment was recognised, the previously recogmsed
Impairment loss 1s reversed through profit or loss to the extent that the carrying amount of the Investment
at the date the impairment i1s reversed does not exceed what the amortised cest would have been had the
impairment not been recognised

Financial liabliities and equity

Financial liabilittes and equity instruments are classified according to the substance of the contractual
arrangements entered into

Equity instruments

An equity instrument 1s any contract that evidences a residual interest in the assets of an entity after
deducting all of its habilites Equity instruments issued by the Group are recognised at the proceeds
received, net of direct i1ssue costs

Financial lHabilitles
All financial habilities are classified as ‘other financial hiabiltes’.

Other financlal liabilities

Other financial habilities, including borrowings, are inthally measured at fair value, net of transaction costs

Othﬁr dfinancial habiittes are subsequently measured at amortised cost using the effective interest
metho

Derecognition of financial liabifities

The Group derecegmises financial iabilities when, and only when, the Group's obligations are discharged,
cancelled or they expire
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3 Significant accounting policles (continued)}
Valuation of Investments

The Group and Company’s investments held as non-current assets are stated at cost less any provision
for impairment

Property Plant and Equipment

All property, plant and equipment is stated at cost less accumulated depreciation with the exception of the
proven ol and gas assets Proven ol and gas assets are accounted for using the successful efforts
method

Proven oll and gas assets

For evaluated properties with economic vaiues exceading the exploration and development costs incurred
after the grant of the licence, these costs, which may include geological and geophysical costs, costs of
driling exploration and development wells, costs of field production facllities, Including commissioning and
infrastructure costs, are capitalised These expenditures are combined into asset groups reflecting the
anticipated useful lives of individual assets and subsequently are depreciated over the expecled
economic lives of those asset groups The expenditure within the asset group with a useful life equal to
the producing life of the field 1s depleted on a unit-of-production basis The assets formed by
capitalisation of these costs are referred to as oil and gas asssts

Exploration and evaluation expenditures

The Group has continued to apply the ‘successful efforts’ method of accounting for Exploration and
Evaluation ("E&E") costs, having regard to the requiremanis of IFRS 6 ‘Exploration for the Evaluation of
Mineral Resources’

The successful efforts method means that costs of productive wells, developmental wells and productive
leases are capitaised into the appropriate groups based on geographical and geophysical similarities
These capitalised costs are amortised using the unt-of-production method based on estimated proved
reserves Proceeds from sales of properties are credited to property costs, and a gan or loss 1s
recognised when a significant portion of an amortisation base s sold or abandoned

Exploration costs, including geological and geophysical expenses and delay rentals are charged to
expense as incurred Exploratory dniling costs including the cost of stratigraphic test wells are initially
capitalised but charged to exploration expense if and when the well is determined to be non-productive
The determination of an exploratory well's ability to produce must be made within ong year from the
completion of drilling activities The acquisition costs of unpreoved acreage are initially capitalised and are
carned at cost, net of accumulated imparment provisions, until such leases are transferred to proved
properties or charged to impairment of unproved properties

Impairment review

The camrying amounts of the Group and Company's assets are reviewed at each balance sheet dats and,
if there 1s any indication that an asset may be impaired, ts recoverable amount 15 estimated The
recoverable amount 1s the higher of its net selling price and its value in use

Any impairment loss ansing from the review 1s charged to the statement of comprehensive income under
costs of sale whenever the carrying amount of the asset exceads its recoverable amount
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3 Significant accounting policles {continued)

Critical accounting estimates and judgments

In the application of the Group's accounting policies, which are descnbed in note 3, the directors are
required to make judgemnents, estimates and assumptions about the carrying amounts of assets and
labdites that are not readily apparent from other sources The estimates and associated assumptions are
based on histoncal expenence and other factors that are considered to be relevant. Actual results may
differ from these estimates

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

Critical judgements In applying the group’s accounting policles

The following are the cntical judgements, apart from those involving estimations (which are dealt with
separately below), that the directors have made in the process of applying the Group’'s accounting
policies and that have the most significant effect on the amounts recogmised in financial statements

Decommissioning

The decommissioning provision represents the present value of decommussioning costs for existing
assets in the Group's ol and gas operations These provisions have been generated based on the Group
and Company’s internal esttmates and where available external data Assumptions based on the current
economic environment have been made which management believes are a reasonable basis upon which
to estimate the future habiity These esbmates are reviewed penodically to take into account any material
changes to those assumptions However actual decommissioning costs will ultimately depend upon future
market prices for the necessary decommissioning work required at the tme the assets are
decommissioned and abandoned Furthermore, the timing of decommissioning 1s likely to depend on
when the fields cease to produce at economically viable rates which in tum 1s dependent on future oIl and
gas pnces which are inherently uncertain

Reserves

Proved and probable reserve estimates are based on a number of underlying assumpttons including oil
pnces, future costs, oii In place and reservoir performance, which are inherently uncertain Management
uses established industry techniques to generate its estimates and regularly references its estimates
against those of joint venture partners or external consultants However, the amount of oil and gas that
will uitimately be recovered from any field cannot be known with certamnty until the end of the field's Iife

Carrying value of property plant and equipment

Depletion and depreciation for o1l assets i1s calculated on a unit-of-production basis, using the ratio of oll
production in the penod to the estimated quantities of proved and probable reserves at the end of the
penod plus production in the pericd Oll and gas assets are tested periodically for imparment to
determine whether the net book value of capitahised costs relating to the cash generating unit exceed the
associated estimated future discounted cash flows of the related commercial ol and gas reserves If an
impairment i1s identrfied, the depletion 1s charged through the statement of comprehensive income in the
penod incurred
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3 Significant accounting policles (continued)

Allowance for impalrment of investment In subsidiaries

Reviews are made periodically by management on investments in subsidianes for decline in net
realisable value below cost and management record an allowance against the investment in subsidianes
for any such declines These reviews require the use of judgements and estimates Possible changes in
these estimates could result in revisions to the valuation of investment in subsidiaries.

Provisions

Provisions are recogmised when the Group has a present obligation {legal or constructive) as a result of a
past event, It is probable that the Group will be required to settle that obhgation and a reliable estimate
can be made of the amount of the obligation

The amount recognised as a provision is the best estimate of the consideration required to settle the
present obhigation at the balance sheet date, taking into account the risks and uncertaintes surrounding
the obligation Where a provision is measured using the cash flows estimated o settle the prasent
obligation, its carrying amount is the present value of those cash flows

4 Segmental Analysis — Group

In the opimon of the directors, the operations of the group companies comprise one single class of
business, ol and gas producton The group operates In one geographic area being the United States
The financial information presented reflects all the activities of this single business Segments are
determined by reference to the Group’s internal organisation which bases its structure on products and
geographical areas

All revenues are derived from the sale of ail and gas produced by wells in which the Group has an
interest All the oil and gas producing wells are located in the United States and it 1s from here that all
sales are made Therefore all revenue conginates from the United States No single customer accounts for
more than 10 per cent of the Group's total external revenue

All non-current assets are held in the United States

The accounting policies of the reportable segments are the same as the Group’s accounting policies
descrnbed in note 3
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5 Loss from operations

Operating loss for the year has been amved at after charging

Perlod 22
Year ended Apri! 2008 to
31 December 31 December

2000 2008
$'000 $'000
Operating lease rentals - 1
impairment of property, plant & equipment a7 183

Auditors remuneration:
Fees payable to the company's auditors for the audit
of the company’s annual accounts 15 22

Fees payable to the company’'s auditors and their

associates for other services to the group
- Corporate finance services - 33

Fees payable for corporate finance services include an amount of $nll (2008 $19,000) which 1s included
within prepayments (see note 14) This was offset against the share premium account upon the issue of
the shares

6 Employees

The average number of employees (including executive directors) duning the year was 1 (2008 1) Therr
aggregate remuneration compnsed

Period 22
Year endsd April 2008 to
31 Dacember 31 Dacember

2009 2008
$'000 $'000
Wages and salanes 56 -

Directors’ and key management personnel remuneration

Key management perscnnel are those persons having authonty and responsibility for planning, directing
and controlling the activities of the Group, including the directors of the Company listed in the directors’
report on page 5 Directors’ remuneration for the year was $56,000 (2008 $nil) All of this amount was
paid to Mr Keyes as his salary

The Group does not operate a pension plan for directors or employees
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7 Finance income

Perlod 22

Year ended April 2008 to

31 December 31 December

2009 2008

$°000 $'000

Bank interest recelvable____ _ j 4 1
8 Finance costs

Perlod 22

Year anded April 2008 to

31 December 31 December

2009 2008

$'000 $'000

Interest payable on short-term borrowings 9 -
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9 Taxation

Pariod 22
Year endad April 2008 to
31 December 31 Dacember
2009 2008
$'000 $'000

Corporation tax
Current year - -
Deferred fax 11 56
Taxation credit 11 56

Corporation tax I1s calculated at 28 per cent (2008 28 per cent) of the estimated taxable profit for the year

The actual tax credit for the year and the preceding penod differs from the current rate for the reasons set
out i the below reconcihation

Period 22
Year ended April 2008 to
31 Decembeor 31 Decamber

2009 2008

$'000 $'000
Loss before tax on ordinary activities (651) (278)
Tax at the UK corporation tax rate of 28% (2008 28%) (182) (78)
Tax effect of losses carried forward 182 78
Deferred tax movements (11) (56)
Tax credit for the year (11) (56)

The effective tax rate for the year is 1 69% (2008 25 23%)

The Group has incurred tax losses for the penod and a corporation tax charge is not antcipated The
potential benefit of these taxation losses calculated at the rates of tax prevailing in the countnes in which
the losses were incurred amount to approximately $640,000 (2008 $222,000) This gives nse to an
unrecognised deferred tax asset at the balance sheet date of $241,000 (2008 $62,000)

Deferred tax assets related to these losses have not been recognised in the financial statements as the
recovery of this benefit is dependent on the future profitability of Group entities, the timing of which cannot
ba raasonably foreseen
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10 Loss per share

Basic loss per share amounts are calculated by dividing the loss for the pencd attnbutable to ordinary
equity holders of the parent by the weighted average number of ordinary shares outstanding dunng the
period. As the Group has made a loss in the penod and there were no options or warrants no dilutive loss
per share has been calculated The calculation of the basic and dituted earnings per share Is based on

the following data

Perlod 22

Year ended April 2008 to

31 December 31 December

2009 2008

Net loss attnbutable to shareholders of the company ($'000) (640) (222)
Weighted average number of erdinary shares 54,172,443 4,260,833
Basic and diluted loss per share (cents) (0.01) {0.05)
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11 Property, plant and equipment

Computer Proven Qil and
Equipment Gas assets
$'000 $'000
Cost
At 22 Apnl 2008 - -
Acquisition of subsidiary - 505
At 31 December 2008 - 505
Additions 1 226
At 31 December 2009 1 731
fmpairment
At 22 Apnl 2008° - -
Impairment loss - (163)
At 31 December 2008 - (163)
Impairment loss - {24)
At 31 December 2009 - (187)
Depreciation
At 22 April 2008 and 31 December 2008 - -
Charge for year - (72)
At 31 December 2009 - (72)
Carrying value
At 31 Dacember 2009 1 472
At 1 January 2009 - 342

At 22 Apnl 2008

The balance wmcludes a deferred tax habiity of $102,000 calculated on the fair value uplift on the

acquisition of the subsidiary

The directors considered that the stable global ol price indicated that an impairment had not ansen on the
ol and gas assets The drectors performed a value in use calculation with a 10% discount rate and
reassessed the key inputs into the valuation model, including oil price to reflect the market conditions
prevaiing at 31 December 2009 The drrectors reviewed the sensitvity of the impairment catculabon and
are confident that the carrying value represents the directors’ best estimate of the final carrying value of

the asset at 31 December 2009

The company has no property, plant and equipment
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12 Fixed asset investments

Associatas
(a) Group $'000
At 22 Apnl 2008 and 31 December 2008 -
Additions 723
Dividends received (41)
Share of retained loss 1n associate (149)
At 31 December 2009 533
See note 13 for detalls of the associate
Subsidiary
Undertakings
(b) Company US$'000
At 22 April 2008 -
Additions 308
Amounts due from subsidiary 393
At 31 December 2008 701
Amounts due from subsidiary 708
At 31 December 2009 1,408

The principal subsidiary undertaking of the Company during the year and preceding period was Frontier
Resources International Inc which i1s incorporated in the United States of Amenca 100% of ordinary
share capital and voting nghts I1s held

The share of retaned loss in the associate compnses the Group's share of the associate's loss ($1,000)
and a wnte down n the esttmated proved reserves and future cash flows of the associate's properbes
{$148,000) This impairment is to satisfy IFRSs which require estimated cash flows from working interests
to be discounted, and for an impairment review to be based on the discounted cash flows A cumulative
discount factor of 10% over a 16 year penod was appled

The impact has been to reduce the carrying value of the investment in the associate and to increase the
loss for the year Cash flows with no discount did not show an impairment in the carrying value

13 Investment in assoclate

On the 20 March 2009 the company acquired a 49 5% interest In the activties Bison Investments I
Limited ("Bison®), a Texas Limited Partnership which holds a portfolio of producing oil and gas propertles
in Texas, USA FRIl and Gardner Energy Corporation, a related party, each have a 50% interest in
Repetrol LLC, the Genera! Partner of Bison, which has exclusive management powers over the business
and affairs of Bison and holds a 1% interest in Bison

Per IAS 28, ‘Investments in associates’, the acquisition of the associate, Bison Investments Il Limited has
been accounted for using the equity method of accounting, being that the parent company's share of the
profit or loss of the assoclates 1s shown in the statement of comprehensive income and dividends
received from the associate are shown as investing or operating activities tn the consolidated statement
of cash flows

Details of consideration transferred for the acquisition are as follows
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$'000
Purchase considaration

Cash pad 875
Shares 1ssued 125
Total 700

14 Trade and other receivables
Group Company
2009 2008 2009 2008
$000 $'000 $'000 §'000
Trade receivables 14 31 - -
Prepayments 11 72 114 72
Other receivables 21 - 21 -
46 103 32 72

All amounts are due within three months No amounts are past due and no amounts are impaired
Amounts due from Group undertakings are repayable on demand

The average credit period taken on sales of goods 1s 43 days (2008 1125 days) The directors consider
that the carrying amount of trade and other recevables approximates to their far value

Credit risk

The Group's principal financial assets are bank balances, cash, trade and other recewvables The Group’s
credit risk is primarily attributable to its trade receivables Recevables are regularly monitored and
assessad for racoverability

The Group has no significant concentration of credit risk, with exposure spread aver a number of
customers

Exposure to credit risk
The carrying amount of financial assets represents the maximum credit exposure The maximum
exposure to credit risk at the reporting date was

Group Company

2009 2008 2009 2008

$'000 $'000 $'000 $'000

Trade and other receivables excluding prepayments 35 31 1,122 393
Cash and cash equivalents 780 1,120 449 633
815 1,151 1,571 1,026
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15 Trade and other payables

Group Company

2009 2008 2009 2008

$'000 $'000 $'000 $'000

Trade payables 36 64 14 19
Director's current account 144 102 16 -
Cash received for shares to be 1ssued - 990 - 990
Accruals 38 32 38 27
218 1,188 68 1,036

Trade payables and accruals principally comprise amounts outstanding for trade purchases, and ongoing
costs and are payable within 3 months The average credit penod taken for trade purchases is 63 days
(2008 129 days)

The drrector's cumrent account relates to Michael J Keyes and represents in part the distribution of net
current assets of Fronher Resources International Inc immediately pnor to the acquisiton As part of the
share purchase of FRIl, the Company agreed to collect the net current assets pnor to acquisition on
behalf of the vendor, Michael J Keyes, a director of the Company At 31 December 2009, this balance
totalled $mil (2008 $58,000). In addition the director's current account balance includes trade payables
and pre Initial Public Offenng costs funded by the director on behalf of the Group The directors’ current
account is non-interest bearing and repayable on demand

The Group's trade payables balance at 31 December 2009 includes $rul (2008 $15,000) that relates to
the balances of net current assets that have not been paid on behalf of Michael J Kaeyes

The directors consider that the carrying amount of trade payables approximates to their far value

16 Non-current liabilities - Payables

Company 2009 Company 2008
$'000 $'000
Amounts due to Group undertakings 118 -
116 -
17 Provisions

Group
$'000

Decommissioning provision
At 1 January 2009 28
Additional provision in the year a5
At 31 December 2009 73

The provision for habilites and charges represents asset retirement obligations associated with the
Group's future abandonment of o and gas properties. The timing of the economic outflows relating to this
provision are uncertain

The company has no provisions
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18 Deferred tax

Deferred tax is calculated in fult on the far value uplift on business combinations at the prevailing tax rate
that relates to the acquired business assets of 34% (the US tax rate)

The movement on the deferred tax account 1s as shown below

$'000
At 22 Apr! 2008 -
Arising on business combination 169
Credited to statement of comprehensive ncome (56)
At 1 January 2009 113
Credited to income statement (11)
At 31 December 2009 102

Deferred tax liabiliies were recognised In respect of business combinations entered into by the Group
The release of deferred tax to the iIncome statement represents the deferred tax effect of the impairment
of fair value of the tangible fixed assets acquired with the subsidiary

Deferred tax assets in respect of unutilised tax losses have not been recognised at the balance sheet
date Such assets will only be recogrnised to the extent that their recovery is reasonably certain during the
foreseeable future based on the projected future profits of the related subsidiaries

At the balance sheet date the Group had $241,000 of unprovided deferred tax assets (2008 $62,000)
relaling to tax losses which would become recoverable if taxable profits were made in the future Tax
losses may be carmed forward wath no time limit

19 Share capital
2009 2008
$'000 $'000
Authorised:
200,000,000 {2008 200,000,000) ordinary shares of 2 cents each 2,894 2,894
Issued and fully paid
61,514,408 (2008° 22,922 ,559) ordinary shares of 2 cents each 980 362

The Company has one class of ordinary shares which carry no right to fixed income

7,876,871 shares were issued on 30 January 2009 as consideration for property rights at a price of 3
cents per share 24555955 shares were 1ssued on 30 January 2009 upon the admission to PLUS-
quoted markets at a pnce of 4 cents per share 1,588,996 shares were 1ssued on 20 March 2009 as
consideration for the acquisition of Bison {l LLP at a pnce of 8 cents per share 4,570,027 shares weare
1ssued on 7 December 2009 at a price of 8 cents per share

in 2008, 1 share was Issued upon incorporation on 22 Apnl 2008 This share was subdivided into 100
shares on 12 August 2008 On 26 November 2008, 19,468,631 shares were issued as consideration for
the acquisition of FRII, 2,580,118 shares were issued at a price of 5 cents per share and 873,650 shares
were issued at a price of 3 cents per shara
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20 Commitments

Due to the nature of the Group's business, some contamination of the real estate property owned or
leased by the Group 1s possible Environmental site assessments of the property would be necessary to
adequately determine remediation costs, f any Management does not consider the amounts that would
result from any environmental site assessments to be significant to the financial position or result of
operations of the Group Accordingly no provision for potential remediation costs 15 reflected in the
financial statements for the year

21 Assoclate
Perlod 22
Year ended April 2008 to
31 Decamber 31 Decamber

2009 2008
$'000 $'000
Aggregated amounts relating to assoclates
Total assets 1,080 -
Total liabilities (14) -
Net assets 1,086 -
Group's share of net assets of associate 533 -
Total revenue 248 -
Loss (298) -
Group's share of loss (149) -
See note 13 for further information on associates
22 Borrowings
Group Company
2009 2008 2009 2008
$'000 $'000 $'000 $'000

Unsecured borrowings at amortised cost
Bank loan 280 - - -

All borrowings are denominated in US Dollars

The Group has one principal bank loan with a balance of $280,000 at the reporting date The loan for
$325,000 was advanced on 3 March 2009 and 1s repayable on 3 March 2010 Repayments commenced
tn April 2009 and will continue unti! March 2010 The loan cames a fixed Interest rate of 3 5% across the
life of the loan
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23 Financial instruments
The Group has exposure ta the following key nsks related to its financial instruments

{1 Credit nsk
(n) Market risk
()} Liquidity risk

This note presents information about the Group's exposure to each of the above rnisks, the Group's
objectives, policies and processes for measunng and managing risk, and the Group's management of
capital Further quantitative disclosures are included throughout these consolidated financial statements

The Board of Directors determine, as required, the degree to which 1t 1s appropnate to use financial
instruments or other hedging contracts or techniques to mitigate risk The main risk affecting such
instruments 1s foreign currency risk which 1s discussed below Throughout the year ending 31 December
2009 no trading In financial instruments was undertaken (2008 none)

Capital risk management

In managing its capital, the Group's primary objective 1s to maintain a sufficient funding base to enable
working capital and strategic investment needs to be met. In making decisions to adjust its capital
structure to achieve these aims, through new share issues, the Group considers not only its short-term
position but also its long-term operational and strategic objectives

The capital structure of the Group consists of cash and cash equivalents, bank loans as disclosed in note
22 and equity attnbutable to equity holders of the parent, compnsing 1ssued capital, reserves and retained
eamings as disclosed In note 19 and the statement of changes in equity

The Group Is not subject to any externally imposed capital requirements

Significant accounting policles

Details of the significant accounting policies and methods adopted including the crnitena for recognition,
the basls of measurement and the bases for recogntion of income and expenses for each class of
financial asset, financial hability and equity instrument are disclosed in note 3

Categortes of financial instruments

Group Company
2009 2008 2009 2008
$'000 $°000 $°000 $'000

Financial Assets
Loans and receivables 815 1,151 853 705
{iIncluding cash and cash equivalents)

815 1,151 553 705

Financlal Liabllities
Amortised cost 498 1,188 184 1,036
498 1,188 184 1,036

Market risk

The Group's activities expose it pnmanly to the financial nsks of changes in foreign currency exchange
rates and interest rates (see below)
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There has been no change to the Group's exposure to market nsks or the manner in which these nisks
and managed and measured

Forelgn currency risk management
The Group undertakes transactions denominated in foreign currencles, consequently exposures to
exchange rate fluctuations anse

The carrying amount of the Group's foreign currency denominated monetary assets and monstary
habilities at the reporting date are as follows

Group Company
2009 2008 2009 2008
$'000 $'000 $'000 $'000
Assets

Sterling 470 633 553 705
US Dollars 345 518 - -
815 1,151 553 705

Liabllities
Sterling 184 1,036 184 1,036
US Dollars 314 152 - -
498 1,188 184 1,036

A 10% increase or decrease In the sterling/dollar exchange rate, and (f all other vanables were constant
would result in reported losses being $21,000 higher or lower respectively with a corresponding impact on
net assets

Interest rate risk management

The Group is exposed to interest rate risk because entities in the Group borrow and deposit funds at both
fixed and floating interest rates The risk 1s managed by the Group by mantaining an approprate mix
between fixed and floating rate cash deposits and borrowings

The Group's exposures to interest rates on financial assets and financial liabilities are detalled in the
liquidity risk management section of this note

Interest rate sensitivity analysis

The losses recorded by both the Group and the Company for the year ended 31 December 2009 would
not matenally increase/decrease If interest rates had been significantly tigher/lower and all other
variables were held constant All of the group’s borrowings are at fixed interest rates

Credit risk management

Credit nsk refers to the nsk that a counterparty will default on its contractual obligations resulting in
financial loss to the Group

The Group seeks to hmit credit risk on hquid funds through trading only with counterparties that are banks
with high credit ratings assigned by internaticnal credit rating agencies

Disclosures related to credit risk associated with trade receivables are presented in notes 14 and 16
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Liqulidity risk management

The Group and Company’s practice is to regularly review cash needs and to place excess funds on fixed
term deposits for penods not exceeding one month The Group manages liquidity risk by maintaining
adequate banking facilities and by continuously monitoring forecast and actual cash fliows The Group
and Company have sufficient funds to continue operations for the forthcoming pernod and have no
perceived iquidity nsk

The followming tables detall the Group's remaming contractual maturty for ts non-denvative financial
abihties with agreed repayment penods The tables have been drawn up based on the undiscounted
cash flows of financial liabilitles based on the earllest date on which the Group can be required o pay
The table includes both interest and principal cash flows

0-& months 6-12 months »12 months Total
Group $'000 $'000 $'000 $'000
2009
Non-interest beanng 74 144 144 218
Fixed interest rate instruments 280 - - 280
354 144 144 498
2008
Non-interest bearing 1,086 102 - 1,188
Fixed interest rate instruments - - - -
1,086 102 - 1,188
0-8 months 6-12 months »12 months Total
Company $'000 $'000 $'000 $'000
2009
Non-interest bearing 52 16 1186 184
Fixed interest rate instruments - - - -
52 16 116 184
2008
Non-interest beanng 1,036 - - 1,036
Fixed intarest rate instruments - - - -
1,036 - - 1,036

The Group and Company have no denvative financial instruments

The directors consider that the carrying amounts of financial assets and financial labiities recorded at
amortised cost in the financial statements approximate to their farr values
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24 Notes to the statement of cash flows

Net cash inflow from operating activities

Perlod 22
Year anded April 2008 to
31 December 31 December

2009 2008

Group $°000 $'000
Operating loss (497) (279)
Impawrment loss on property, plant and equipment a7 163
Decrease/(Increass) in recelvables 57 (103)
Increase m payables 10 96
Increase in provisions 3 -
Net cash from operating activities before tax {330) (123)
Period 22

Yoar ended April 2008 to
31 December 31 December

2009 2008
Company $'600 $'000
Operating loss (320) (88)
Decrease/(increase) in receivables 40 (35)
Increase in payables 17 45
Net cash from operating activities {263} {78)

25 Events after the balance sheet date
There are no events after the balance sheet date to report.

26 Related party transactions

Balances and transactions between the company and its subsidiary, which is a related party, have been
elimmnated on consolidation and are not disclosed In this note Transactions between the group and its
assoclate are disclosed in note 12

Remuneration of key management personnel
The remuneration of Michael J Keyes, who 1s the key management personnel of the Group, is set out
below in aggregate for each of the categones specified in IAS 24, ‘Related Party Disclosures’

2009 2008
$'000 $'c00
Short term employment benefits 56 -

At the balance sheet date, the Group owed Mr Keyes $144,000 (2008 $102,000)

The amounts outstanding are unsecured and will be settled in cash No guarantees have been given or
received No provisions have been made for doubtful debts in respect of the amounts owed by related
parties
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