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Sound Qil

Sound s an independent oil and gas exploration Company
hsted on the AIM market of the London Stock Exchange

Our strategy is to add significant value from a portfolio of
exploration and production assets

*See Chairman's Statement

Cover picture False colour LANDSAT image of the Sumedang and Majalengka areas in Citarum PSC which
are the focus of current seismic operations The image shows distinct WNW-ESE lineations reflecting the
recent thrust tectonics in the area
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Chairman's Statement

During the year the Company continued with the
planned B&0 km seismic program in the extensive
Citarum Production Sharing Contract (PSC} The
original PSC area was reduced by 35% as a result of
the mandatory relinquishment involving the non-
prospective, volcanic area in the southern part of the
PSC Currently more than 600km of seismic has been
recorded In the retained northern part of the onginal
area and the Operator has reported at least three new
prospects from the imtially processed snformation
Even so, the seismic acquisttion started in November
2008 and will not be finished until mid 2010, some 9
months late This delay has been caused by adverse
surface geology making shot-hole drilhing difficult
Since the project was a fixed cost contract the
Company's exposure to this overrun 1s imited We
expect that the first of the three-well program will
occur in the second half of 2010 depending on the
results from the final seismic data

In 2010, we have made considerable commercral
progress at Bangkanar in Kalimantan, our other non-
operated PSC in Indonesia We have farmed out part
of our 34 99% interest to the Operator, Elnusa
Bangkanai Energy (EBE), so that we are now carned
for 50 through the costs of all outstanding work
including the two forthcoming obligatory exploratron
wells We are also carned through the costs of
developing a gas accumulation on the PSC, including
the existing Kerendan gas field, up ta the point of the
first commercial production

For 8 number of reasons, EBE has not yet undertaken
the Bangkanai gbligation drilling programme which
was due to be addressed in the three years before end
2006 A number of extensions to the programme have
been granted by the authorities up to the end of 2009
Had we not farmed out but paid our way, our share of
these well costs and those costs needed to develop the
field would have been around €22 mitlion according to
our latest internal estimates and those of the

Operator The Bangkanai farm out also insulates the
Company from possible labihties that might have
been imposed by the Indonesian authonities because of
the partrership’s non-fulfillment of working
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obligations These penalties might have been more
than $4 million net

The farm out involves a write down of our carrying
value of the asset of £13 milhon which will appear in
the forthcoming Interim Accounts for 2010 but this 1s
more than offset by the £22 million reduction n
future capital expenditure Further details are provided
in the Financial Review, the Directors Report and Note
24 of the accounts

The Board estimates that our 5% carned nterest in
the Kerendan gas fietd 1s worth gver $4 5 million
assuming the development commences soon and that
a gas price has been negotiated in an offtake
agreement similar to the average for indonesia In
addition our 5% interest in the two anticipated

exploratory wells gives us an exposure to an unrisked
net 220 billion cubic feet gas at no cost or nisk to the |
Company

The Bangkanai farm out has removed a financial

burden from the company allowing it to consider
expansion During the year we have examined a .
number of opportunities for acguisition or merger and |
although none has came up to our requirements, we |
are currently evaluating projects for investment in |
South East Asia and elsewhere |

Again we have kept tight control of our overheads and
at year end had €11 million in cash and no debt at the
year end Based on the budget estimates of the
Operator of the Citarum PSC and on our own our
experience of the lead times for exploration activity,
the Board considers that we have sufficient funds to
conduct aur activities gver the next 12 months and to
expand the Company into good opportunities

Finally | wish to thank our staff, the members of
Sound's Board and our shareholders for their
continuing support | would especially like to thank
Siman Davies who 15 leaving the Board after 5 years
His support and advice have been invaluable

Gerry Orbell

Chairman
26 May 2010
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Board of Directors

Gerald Orbell

Chairman and Chief Executive

Gerald Orbell 1s a petroleum geologist with over 30
years of technical, managernal and director level
experience n the hydrocarbon and utihities sectors
Gerald has previously held the position of executive
director of Fina Exploration, Fina Development, Premier
01l plc and United Utilities ple Gerald s currently the
chairman of Antnm Energy Inc where he oversees the
Company's business in the UK He 15 also a member of
the board, and chairman of the audit committee, at the
compliance company Valpak Limited

Tony Heath

Finance Director

Tony Heath has over thirty years financial and general
management experience (n a variety of roles including
finance manager of Burmah Oil's North Sea
exploratian activity, Finance Director of Halfords
retailing group and Controller of the Burmah-Castrol
Group Tony was Finance Director of Premier Oil ple
the international o1l and gas exploration and
production group from 1990 to 1897

Jossy Rachmantio

Executive Director

Jossy Rachmantio obtained a2 BSc in Matenal
Engineering in the USA and a Masters in International
Management He has held a number of management
positions in Indonesia including with Repindo Nusa
Jaya [power project development), managing director
of Flotec (bandwidth optimization software} and
manageng director of Profescripta Wahana (company
restructuring) Jossy was a founding director of Mitra
Energia Ltd which merged with Sound Oil in 2006

Simon Davies

Non-executive Director

Chairman of Remuneration Committee

Member of Audit Commuttee

Simon Davies 1s Chairman of Threadneedie Asset
Management, which manages over £60 bilhon in
equities, bands, property and hedge funds for individual

and institutional investors Simon 1s also a director of
IP Morgan Overseas Investment Trust

Michael Nobbs

Non-executive Director

Chairman of Audit Committee

Member of Remuneration Committee

Michael Nobbs has a thirty year track record in
investment banking, with a focus on corporate and
project finance He was a managing directer and
sentor credit officer for Citigroup/Citibank and the
group finance director for Tishman International
Companies, a major global rea! estate development
and investment business

tlham Habibie

Non-executive Director

Member of Remuneration Comnuttee

llham is a co-founder and sharcholder of PT ILTHABI
Rekatama, a private investment company ¢n Indonesia,
which he Joined as a President Director in 2002
Through ILTHABI he invested in, and 1s director of,
various companies In the fields of energy, miming,
manufacturing and transpertation Illham’s previous
professional background is largely with aerospace
companies (IPTN, Indonesia, Boeing, USA) He holds a
Dr-ing (PhD) in Aeronautical Engineering from
Technical University of Munich, and a MBA from the
University of Chicago, USA

Patrick Alexander

Non-executive Director

Member of Audit Committee

Patrick Alexander has held a number of senior pasrtions
with Chase Manhattan in banking and other businesses
in New York, Indones:a and Hong Kong Patnick 1s
currently an Independent Commssioner of PT Astra
International and I1s managing director of Batavia
Investment Management Ltd where he has worked
since 1993 Patrick was a founding director of Mitra
Energia Ltd which merged with Sound Qil in 2006




Financial Review

Accounting standards

The Group has prepared i1ts 2009 ful! year accounts
under International Financial Reporting Standards
{IFRS)

Income statement
The Group made a loss after tax 1n 2009 of £2,620,000
compared with a profit of £45,000 in 2008

There was a trading loss of £1,930,000 which was
£2,175,000 lower than (n 2008 due to lower
exploration expenditure This reduction was more than
offset by an adverse foretgn exchange movement of
£4,703,000 due to the weakness in the US$ 1n the
period

Cash flow/financing

Net cash outflow before foreign exchange movements
was £3,086,000 (2008 £3,202,000) Of this, exploration
expenditure was £953,000 (2008 £1,638,000)
However, there was a foreign exchange loss of
£917,000 (2008 gain £4,204,000) due to the fall in the
USS reducing the sterling value of the cash deposits,
most of which are held in US$, as a result of which
the Group's cash balance was £4,003,000 lower at
£10,622,000 (2008 £14,625,000)

The Group continues to have no borrowings

Gaing concern - Forward cash flow calculations show
that the Group would have sufficient finanoial
resources for the foreseeable fuiure The Group's
financial statements have been prepared with the
assumption that the Group will be able o realise its
assets and discharge (s habilities 1n the normal course
of business rather than through a process of forced
hquidation The Group currently has no operating
revenues and duning the year ended 31 December
2009 generated a Group trading loss of £2 0 million
from continuing operations At 31 December 2009 the
Group held cash and cash equivalents of £11 million
The directors have considered the Group's cash flow
forecasts for the period to the end of June 2017
Forward cash flow projections show that forecast
expenditure (12 months through 30 June 2011) will be
less than the funds available as at 31 December 2009,
and as a result, the Group has sufficient cash
resources to undertake its work program In the next
12 months Management continues to pursue
farm-out and financing strategies to reduce/fund
Sound's future obligations
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Balance sheet

The reduction of £1,122,000 in the exploration and
evaluation asset value was due to expenditure of
£953,000 being more than offset by the weakness of
the US$ reducing the sterling value

Impairment - Under IFRS 6, the cost carried in the
balance sheet may be carred forward If exploration
activities have not reached a stage to allow reasonable
assessment of economically recoverable reserves As
this remains the situation with both of the Group's
licences, with only one exploration well having been
drilled and extensive prospective areas remaining to be
explored, no impairment charge has been recorded and
accordingly an update of the estimated monetary
value shows that the value exceeds the carrying value
of our intangible evaluation and exploration assets
and goodwiil

Due ta the currency movement, shareholders equity
has decreased from £38 mullion to £33 million

Post balance sheet event

The value of the Bangkanat assets, as assessed by the
Competent Person in November 2009, was based on
the eventual development of the Kerendan gas field
and the risked value of the exploration prospects This
value was 1n excess of their carrying value in the
Batance Sheet at end 2009 as indicated 1n Note 10
Subsequently in the Spring of 2010, although the
value of the assets had not changed, the hikelihood of
the continuing delays by the operator in progressing
the Kerendan development and exploration wells has
led the Board to the conclusion that 1t is to the
Company's benefit for its interest 1n the PSC to be
reduced The opportunity to assign a 29 99% interest
teaving the Company with a 5% carned interest has
freed the Company from 1ts financial expenditure
commitments which, together with the operator's
Inactivity, have hindered the Company's fund raising
capability and restrained its ability to develop
elsewhere While this will involve an imgairment
reduction of £13 million in the Balance Sheet value of
the asset as will appear in the Intenim Accounts, the
effect of this s offset by a £22 million reduction in
the capital expenditure which would have been
required to realise the value of the asset on an
operational basis
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Technical Review

Note The commentary in this Technical Review reflects
the recently annoeunced reduction of Sound's 1nterest in
the Bangkanal PSC from 34 99% to a 5% carried
interest as referred to in the Chairman’s Statement

Licence Interests

The Group participates in two Production Sharing
Cantract (PSC) areas in Java and Kalimantan, Indonesia
through 1ts subsidiary company Mitra Energia Limited

Our working Interests are 20% in the Citarum PSC and
5% carried in the Bangkanai PSC

Bangkanai PSC

The Bangkana! PSC came 1o the end of its six-year
Exploration Peried in December 2009 without the
outstanding firm commitment of two exploration wells
being fulfilled by the Operater The PSC remains in
force, however, by the validity of a Plan of
Development [POD) for the Kerendan gas field which 15
vahd untid July 201

The Kerendan field, first discovered n the 1980s, will
be developed to supply gas to a local, new-build
integrated power plant The POD calls for the supply of
133 Bscf over 20 years at a maximum rate of

20 MMscfd® The development plan wil include
re-entry of existing weils and up to five new
development wells

Independent assessment of Kerendan Field contingent
recoverable resources by Senergy 1n December 2009
are

Gross Net to Sound

(5%]
Gas Contingent Resources (Bscf)
Low Estimate 1891 95
Best Estimate 2432 122
High Estimate 3108 155
01l & Liguids Contingent Resources (MMbo®)
Low Estimate 198 010
Best Estimate 250 012
High Estimate 317 014

Progress on implementation of the POD has been
delayed by scheduting difficulties for PLN (the state
electncity company) to install the necessary
transmissson link to export the power from Kerendan
to the existing gnd connection at Tanjung As a result,
discussions are in progress to examine the field
development and electricity production costs and gas
price structure that may be necessary to finance and
accelerate construction of the transmission link
Formal negotiations for a Gas Sales and Purchase
Agreement with PLN are ongoing Assuming a
suceessful conclusion to these negotiations, it 15 now
estimated that first gas could be delivered by 2012 In
any event the project is recognised by PLN as part of
Its ‘Phase 2 10,000 MW Crash Program' for
implementation across Indonesia, 2010-2014

Senergy \n a Competent Person's Report or Sound Oil's
assets in December 2009 identified gross P50
prospective resource potential on Bangkanai PSC of
4550 Bscf (220 Bscf net to Sound) in four prospects
These resources Include the Kerendan Deep prospect
(P50 1425 Bef gross potential) located beneath the
Kerendan field which can be drilled cost-effectively by
the deepening of a planned development well as
already appraved by BPMigas as part of the
outstanding firm commitment A separate larger,
shallower structure 1dentified as the Jupol prospect
(P50 2964 Bscf gross potential} will form the target
for the other commitment well




Citarum PSC

Figure 1 Map of 1020 krm 2D seismic survey on Citarum PSC

A further extension of the First Exploration Penod
{Contract Years 1-3) to October 2010 has been
successfully negotiated with BPMigas' This will allow
completion of outstanding firm work commitments
comprising 2D seismic survey and three wells during
the coming year

Work 15 ongoing on an extensive 2D seismic survey
covenng a large part of the northern areas of the
block (Fig 1} This survey includes the outstanding 750
km firm commitment for Years 1-3 and additional
commitment brought forward from the second
exploration pertod In view of planning and logistical
constraints of working in heavily populated areas the
scope of the survey has been reduced to 1020 km on
the advice of BPMigas The survey will initially acquire
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867 km in the east of the block in the Subang,
Sumedang and Majalengka areas, close to a number of
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Technical Review

continued

Figure 2 Preliminary processed seismic line from the Subang area of Citarum PSC This structural lead located m front of the
northeasterly directed thrust sheet shows a number of seismic amplitude anomalies (red arrows) indicative of hydrocarbon charging

existing o1l and gas discoveries and In the area of an
active oil seep A second phase of 153 km will focus
on the west of the block Recording in the Subang and
Sumedang areas has been completed and initial results
show some interesting leads close to the Pasirjadi gas
field immediately north of the block (Fig 2)

The first phase of seismic survey 1s anticipated to be
completed n the second guarter 2010 enabling plans
to be presented to BPMsgas for dnliing the remaming
three exploration commitment wells on the PSC (n the
second half of 2010

Senergy? in a Competent Persen’s Report on Sound
Oil's assets identified gross P50 prospective resource

potential® on Citarum PSC of 304 Bscf* (61 Bscf net to

Sound) in three prospects in the Jonggol area covered
by existing seismic surveys These resources are
recognised mainly in shallow reservoir objectives and
previde addittanal drilling options to supplement any
prospects established by the new survey In eastern
areas of the block (Fig 3)
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Figure 3 Seismic line from the Jonggol area of Citarum PSC over the Mojang Prospect The structure shows seismic amplitude anomalies
{red arrows) at several structural levels semilar to those associated with the nearby Tptjauh-1 gas discovery

' BPMigas (Badan Pelaksana Kegitan Hulu Minyak Dan Gas Bumi) is the indonestan Government regulatory authorty for petroleum exploration
and production activities

! Senergy (GB) Lirnited 15 an independent petroleum consultancy company providing resource and reserve assessments

* Prospective respurces consistent with SPE {The Socicty of Petroleurn Engineers) guidelines are quantified in terms of the statisticat
probability to find a given recoverable hydrocarhon (o1l or gas) volume in a prospective structure consideriag all the geological vanables
involved The P50 figure indicates a 509% chance of finding a given volume and 15 generally considered as the best or most-hkely estimate The
P10 figure indicates a 10% chance of finding a given volume and 1s generally used to express the high estimate The figures quoted in this
report have been venfied by Sound Oil's Head of Exploration Dr M ] Cope B5c PhD CGeol FGS a qualified petroleum geologist

" Billion standard cubie feet of gas

* Miliien standard cubic feet of yas per day

 Million barrels of ail

"PLN (PT Perusahaan Listrik Negara) 1s the Indonesian state electricity campany
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Report of the Directors

The directors submit their report and the audited accounts
for the year ended 31 December 2009

Results and dividends

The Group's loss after tax for the year amounted to
£2,620,000 (2008 profit £45,000) A dividend 5 not
proposed

Activities

The principal activities of the Group are ol and gas
exploration, development and production A review of
activities, prospects for the future and key performance
indicators 5 included 1in the Chairman's Statement and
Technical Review

Post balance sheet event

It 1s impartant to note that the value of the Bangkanai
assets in the balance sheet at 31 December 2009 was
based on the eventual development of the Kerendan gas
field and the nisked value of the exploration prospects
Subsequently in the Spring of 2010, although the value of
the assets had not changed, the Board decided to assign a
29 99% interest 1n the PSC, leaving the Company with a
5% carried interest

The decision to assign the interest has freed the Company
from its financial expenditure commitments in relation to
the PSC so that a write down in the carrying value of the
asset of £13 million will be reflected in the ferthcoming
Interim Accounts, the effect of this s offset by a

£22 milhon reduction in the future capital expendsture
which would have been required to realise the value of the
asset on an operational basis

Key performance indicators

The Campany's main business Is the acquisition of interests
in prospective exploration acreage, the discovery of
hydrocarbons in commercial quantities and the
crystallisation of value whether through production or
disposal of reserves The Company tracks its nan-financal
performance through the accumulation of licence Interests
n proven and prospective hydrocarban producing regions,
the level of success in encountering hydrocarboas and the
development of production facilities In parallel, the
Company tracks «ts financiat performance through
management of expendstures within resources available,
the cost-effective exploitation of reserves and the
crystallisation of value at the optimum point

Business nisk and uncertainties

Sound, Iike all expleration companies in the oil and gas
industry, operates in an environment subject to inherent
nsks Many of these risks are beyond the ability of a
company to control, particularly those associated with the
exploring for and developing of economic quantities of

hydrocarbons Principal nisks can be classified into four
main categories operational, commercial, regulatory and
financial Operational nsks include drilling complications,
delays and cost aver-run on major projects, well blowouts,
falure to encounter hydrocarbens, construction nsks,
equipment failure and accidents Commercial nsks inctude
access to markets, access to infrastructure, volatile
commodity prices and counterparty nsks Regulatory nsks
include governmental regulations, icence compliance and
environmental risks Financial nsks include access to equity
funding and credit

Share capital

The Campany's authonsed share capital consists of
£3,000,000 divided nta 3,000,000,000 Ordinary Shares of
01 pence each

At the end of the year 76 92 per cent of the authorised
Ordinary Share capital of the Company remained urussued

The authority given to the directors to allot shares at the
2009 Annual General Meeting was granted for a perod of
one year A resolution will be put to the Annual General
Meeting to renew this authonty

A resolution will also be put to the Annual General Mecting to
give to the directors authonty for ene year to allot shares for
cash as If statutory pre-emption did not apply, although at the
present time the directars do not have plans for any 1ssue of
shares

At the Annual General Meeting, authonty will be sought for
the directors to grant aptions up to 5% of the issued share
capital

The Notice of Meeting also includes resclution 7 to amend
the Company's articles of association  The amended articles
(the "New Articles") include amendments to ensure that they
fully comply with the pravisions of the Companies Act 2006
which have come inta force 1t s, therefore, propesed that
the Company adopts new artictes of association at the
Meeting to incorporate such key changes By way of a brief
summary, the pnincipal changes to be made to the current
articles include

The Company's objects The provisions regulating the
operations of the Company are currently set out in the
Company’s memorandum and articles of association The
Company's memorandurn contains, among other things, the
objects clause which sets out the scope of the activities the
Company 1s authorised to undertake This 15 drafted to give a
wide scope The Companies Act 2006 significantly reduces the
constitutional significance of a company's memorandum The
Companies Act 2006 provides that a memorandum will
record only the names of subscribers and the number of




shares each subscriber has agreed to take in the company Under
the Compantes Act 2006 the objects clause and all other
provisions which are currently contained in @ company's
memorandum, for existing companies at 1 October 2009, will be
deemed to be contained in a company’s articles of association
but the company can remove these provisions by special
reselution Further the Companies Act 2006 states that unless a
company's articles provide otherwise, a company's objects are
unrestricted This abolishes the need for companies to have
objects clauses For this reasen the Company 1s proposing to
remove 1ts objects clause together with all other provisions of its
memorandum which, by virtue of the Companies Act 2006, are
to be treated as forming part of the Company's articles of
association as of 1 October 2009 Resclution 7 confirms the
removal of these provisions for the Company As the effect of
this reselution will be to remove the statement currently in the
Company's memorandum of association regarding mited
liability, the New Articles also contain an express statement
regarding the lmited liability of the shareholders

Articles which duplicate statutory provisions Prowisions in the
current articles which replicate provisions contained In the
Companies Act 2006 are in the main to be removed 1n the New
Articles This 15 in Line with the approach advocated by the
Government that statutory provisions shoutd not be duplicated
I a company’s constitution

Change of name Currently, a company can only change 1ts name
by special resolution Under the Companies Act 2006 a company
will be able to change 1ts name by other means provided for by
its articles To take advantage of this provision, the New Articles
enable the directors to pass a resolution to change the
Company's name

Authonised share capital and unissued shares The Companies Act
2006 abolishes the requirement for a company to have an
authonised share capital and the New Articles reflect this
Directors will still be hmited as to the number of shares they can
at any time allot because allotment authority continues to be
required under the Companies Act 2006, save 1n respect of
employee share schemes

Redeemable shares At present if 3 company wishes to i1ssue
redeemnable shares, It must include in 1ts articles the terms and
manner of redemption The Companies Act 2006 enables
directors to determine such matters instead provided they are so
authansed by the articles The New Articles contain such an
authansation The Company has no plans to issue redeemable
shares but if it did so the directors would need shareholders'
authonty to 1ssue new shares in the usual way

Authenty to purchase own shares, consolidate and sub-divide
shares, and reduce share capital Under the law currently in
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force a company requires specific enabling provisions in its
articles to purchase its own shares, to consolidate or sub-divide
its shares and to reduce its share capital or other undistributable
reserves as well as shareholder authonty to undertake the
relevant action The current articles include these enabling
provisions Under the Compantes Act 2006 a company will only
require shareholder authonty to do any of these things and it
will no langer be necessary for articles to contain enabling
provisions Accerdingly the relevant enabling provisions have
been remaved in the New Articles

Provision for employees on cessation of business The Companies
Act 2006 provides that the powers of the directors of a company
to make provision for a person employed or formerly employed
by the company or any of 1ts subsidiaries In connection with the
cessation or transfer to any person of the whole or part of the
undertaking of the company or that subsidiary, may only be
exercised by the directors (f they are so authonzed by the
company’s artecles or by the company in general meeting The
New Articles pravide that the directors may exercise this power

Use of seals A company currently requires authonty in its
articles to have an offioal seal for use abroad After 1 October
2009 such authority 1s no longer required Accordingly the
relevant authonsation has been removed in the New Articles

The New Articles provide an alternative option for execution of
documents (other than share certificates) Under the New
Articles, when the seal 1s affixed to a document 1t may be signed
by one authonised person in the presence of a witness, whereas
previously the requirement was for signature by either a director
and the secretary or two directors or such other person or
persons as the directors may approve

Suspension of registration of share transfers The current articles
permit the directors to suspend the registration of transfers
Under the Compamies Act 2006 share transfers must be
registered as soon as practicable The power in the current
articles to suspend the registration of transfers is inconsistent
with this requirement Accordingly, this power has been removed
in the New Articles

General Generally the opportunity has been taken to bring
clearer language inte the New Articles

The new articles will, subject ta the passing of resolution 7,
come into effect at the conclusion of the AGM A full copy of
the amended articles of association are available from the
Company's website at WWW SOUNDOIL.COM or alternatively a
hard copy can be requested by telephoning Stephen Ronzldson,
the company secretary, on +44 {0)20 7580 6075
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Directors
Directors of Sound holding office during the year were

Patnick Alexander
Simon Davies
Ilham Habithe
Tony Heath
Michae! Nobbs
Gerald Oroell
Jossy Rachmantio

Substantial Shareholders
At 30 Apnl 2010 the Company had receved notification of
the following interests in excess of 3% of the Company's

1ssued ordinary shares
Notified Naotified
number of 9% of
voting rights veting fights

Pershing Norminees Limited 194 749,103 2813
Lynchwood Nominees Ltd 67995726 982
Fitel Nominees Ltd £3 000 000 765
Credit Suisse Chient

Nominees [UK) Ltd 39084290 564

Directors’ interests

The interests, all of which are beneficial, of directors
holding office at the year-end, and of their families, in
Grdinary Shares of the Company are set out below

Ordinary Shares

31 Dec 31 Dec 30 Apnl
Name 2008 2009 2010
Simen Davies 5,500,000 5,500,000 2,500,000
Tony Heath 1327 586 1327 586 827 586
Michael Nobbs 1,945,545 1945545 1,945,545
Gerald Osbell £808,N17 5879117 4,224,645
llham Habibie 147 288 696 147 288 6896 147 288 896
Patrick Alexander 18 411 155 18,411,155 16,236,155
Jusuf Rachmantro 35,522 309 261272,309 25797 309

" Shares registered in the name of lithatue SDN-BHD a company
jointly owned by llham Habibie and his brother Tharegq Habibie

Details of the remuneration and information on indemnity
pravisions of all directors who served during the pertod are
shown n the Report on Directors’ Remuneration on

page 12

Directors’ interests in share options are shown in the
Report on Directors Remuneration on page 13

10

Finanoial risk management objectives and policies

The Group's principal financial instruments comprise cash and
short term deposits The main purpose of these financial
instruments s te finance the Group's operations In addition
the Group has vanous financial habihties in the form of short
term, non interest bearing sundry payables The main nisks
ansing from the Group's financial instruments are interest
rate nisk and currency exchange rate risk The board reviews
and agrees policies for managing these risks The Group's
exposure to the nsk from changes in market interest rates
and changes in currency exchange rates relates primarly to
the Group's cash and term deposits which are subject to
floating interest rates and are mainly held in US Dollars A
high proportion of the Group's expenditure 1s in USS so the
Group's pelicy 15 to mintmize the risk of a fall in the value of
sterling by maintaining a high percentage of its cash in US$
The Group's exposure to commadity price sk and credit nsk
15 considered minimal at this stage of the Group's
development

Going concern
Details of going concern cansiderations are shown in the
Financial Review on page 3

Director election

Mr Gerald Orbell and Mr Patrick Alexander are the
Directors retiring by rotation and, being eligible, will offer
themselves for re-election at the Annual General Meeting

Payment policy

The Group's palicy in respect of 1ts supphiers 1s te estabiish
terms of payment when agreeing the terms of business
transactions and to abide by the terms of payment

Charitable contributions
During the period the Group made no chantable contributions

Auditors

Ernst & Young LLP resigned as auditors on 19 Apnl 2010
and the Directars have appointed Mazars LLP as the
Company's auditors until the next Anaual General Meeting
Mazars LLP have confirmed their willingness to continue in
office and a resolution to reappoint them as auditors will
be put to shareholders at the forthcoming Annual General
Meeting




Each of the persons who 1s a director at the date of
approval of this Annual Report and Financial Statements
confirms that

* so far as the director i1s aware, there 1s no relevant
audit information of which the Cempany's auditors
are unaware, and

* the director has taken all the steps that they ought
to have taken as director in order to make
themselves aware of any relevant audit information
and to establish that the Company's auditors are
aware of that information

This confirmation 1s given and should be interpreted 1n
accordance with the provisions of s418 of the Companies
Act 2006

By order of the Board
Stephen Ronaldson
Company Secretary
26 May 2010

Annual Report 2009
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Report on Directors’

Compliance
This report has been prepared in accordance with the
Directors’ Remuneration Repart Regulations 2002

The remuneration of all executive directors s
determined by the Remuneration Committee (the
‘Committee’} and ratified by the Board The Committee
1s composed entirely of nen-executive directors, and
comprises Mr Simon Davies, who chairs the
Committee, Mr Michael Nobbs and Mr Ilham Habibie
None of the executive directors of the Company 15

involved in determining his own remuneration

The Committee consults with the Chief Executive and
takes independent adwice from MM&K Limited, a leading
firm of remuneration consuliants, which 1s appointed as
an advisor to the Remuneration Committee in respect of
executive remuneration and share schemes MM&K
Limited does not provide any other services to the
Company No other person or company matenally
assisted the Committee during the year

Remuneration approach

The Company's remuneration pelicy 15 to provide
remuneration packages which ensure that directors
and senior management are fairly and responsibly

rewarded for their contributions

The Committee endorses the principle of mitigation of

damages on early termination of a service contract

12

Remuneration

It 15 the Committee's current intention to continue
with the above remuneration approach for 2010 and
subsequent years although the Commttee will keep
the matter under review The Committee's current
intention with regard to share optians (s that they

may be awarded but only in special circumstances

Remuneration structure

The executive directors’ remuneration 1s basic salary
There are no formal annual performance related bonus
schemes with a deferred etement, benefits, longer-

term INCENtIves or PeNsIOn provision

Base salary

Base salary 15 reviewed each year against other
comparable companies in the oil sector and general
market data on the basis of companies in similar
tndustries and those of a similar size The objective 1s to
ensure that the base salary provides a competitive
remuneration package The base salanes of the
execut:ve directors are currently positioned between the
median and the upper quartile While salary 1s reviewed
by reference 1o market conditions, the performance of
the Company and the perfarmance of the individual, the
Committee would not regard this element of
remuneration as directly performance related




Contracts of employment

The details of executive directors' contracts of

employment and non-executive directors’ letters of

appointment are set out below

¢ Gerald Orbell has a contract of employment with a
notice penod for termination of 12 months

Annual Report 2009

Summary of actual remuneration

Salary and fees
2008 2009
£'000's £'000's

Executive directors

Tony Heath has a contract of employment with a
notice period for termination of 3 months

Jossy Rachmantio has a contract of employment
with a notice period of 8 months

Non-executive directors have letters of
appointment with a natice period for termination
of 2 months

The Company has granted an indemnity to all its
directors under which the Company will, to the
fullest extent permitted by applicable law and to
the extent provided by the Articles of Association,
indemnify them against all costs, charges, losses

and hiabihities incurred by them in the execution of

their duties

In the event of a change of contral of the Company Tony
Heath has the option to give notice and receive a lump
sum equivalent to 6 months' salary Gerald Orbell, and the
non-executive directors have a ssimilar option but with an
entitlement of 12 months' salary or fees.

Gerry Orbell 175 184
Tony Heath 100 105
Jossy Rachmantio 141 137
Non-executive directors

Stmon Davies 25 25
Michael Nobbs 25 25
Ilham Habibie 25 25
Patrick Alexander 25 25
Total for all directors 516 526

Share Options

At 31 December 2009 the Directors held cptions over the Ordinary Shares of the Company as follows

Date of Grant

Exercisable
Dates

Acquisition Price
per share (pence)

Options held at Options held at
1 January 2009 31 December 2009

G Orbell 130706 61207 -130712
2830207 280208 - 280217
280207 280209 - 280217
280207 280210 -280217
J Heath 1307 06 261207 -130712
280207 280208 - 280217
280207 280209 - 280217
280207 280210-280217
J Rachmantig 280207 280208 -~ 280217
280207 280209 - 280217
280207 280210-280217

725 1,400,000 1,400,000
438 666,667 666,667
438 666,667 666,667
438 666,666 666,666
725 700,000 700,000
438 333,333 333,333
438 333,233 333333
438 333,334 333,334
438 416,667 416,667
438 416,667 416 667
438 416,666 416 666
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Corporate Governance Report

The Board recognises the importance of sound corparate
governance and the guidehines set out in the Combined
Code on Corporate Governance (the 'Combined Code”}
Companies on the AIM market of the London Stock
Exchange (“AIM") are nat required to comply with the
Combined Code, and due to its size, the Company Is not
in full compliance However, the Company intends to

comply so far as is practicable and appropnate

In accordance with the Combined Code for corparate
governance no director has an employment contract of

more than one year

The Board 15 responsible for overall strategy, acquisitron
policy, major capital expenditure projects, corporate
overhead costs and sigmificant financing maiters No
one individual has unfettered powers of decision There
are three expenenced executive directors and four non-

executive directors two of which are independent

Eleven board meetings were held during the year, all
of which were attended by Messrs Orbell, Heath,
Nobbs and Rachmantioc Mr Alexander attended ten,
Mr Habibwe nine and Mr Davies eight

The Board has an Audit Cormmiitee comprising three
of the nan-executive directors The Audit Committee
receives and reviews reports from management and

external auditors relating to the published accounts
and the system of internal finanoial control

The Board has established levels of authonsation of
financial commitments and cheque signing procedures
appropriate to the size of the business The Boarg
receives monthly reports on income and expenditure

and on the Company's financial position

On the wider aspects of internal controi, relating to
operational and compliance controls and nsk
management as included in provision D 2 1 of the
Combined Code, the Board, in setting the control
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environment, now identifies and reviews the key areas

of business risk facing the Group

There is close, day-to-day involvement by the executive
directors in all of the Group's activities This includes
the comprehensive review of both management and
technical reports, the monmitoring of foreign exchange
and interest-rate fluctuations, government and fiscal-
policy 1ssues and cash-control procedures Regular
attendance at joint-venture meetings and frequent site
visits are made In this way, the key-risk areas can be
monitored effectively and specialist expertise applied 1n

a timely and productive manner

Any system of internal contro! can provide only
reasonable, and not absolute, assurance that the rnisk
of failure to achieve business objectives i1s eliminated
The directors acknowledge that they are respensible
for the Company's system cf internal control and for
reviewing its effectiveness The directors, having
reviewed the effectiveness af the sysiem of internal
controls and risk management, consider that the
system of internal control operated effectively
throughout the financial year and up to the date that
the financial statements were signed

The Company has less than twenty employees and the
drrectors do not believe the Company 1s sufficiently
complex to warrant the use of an internal audit
function The directors will review this policy as and

when the Company's circumstances warrant

The Board has a Remuneration Committee as
descnbed in the Report on Directors’ Remuneration In
addition to directors’ remuneration, the Committee is
responsible for assessing directors' performance,
planning succession for the Chairman and Chief

Executive and for new nominees to the Board
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Statement of Directors' Responsibilities

The directors are responsible for prepanng the Annual
Report and the Group and Company financial
statements in accordance with apphcable United
Kingdom law and those International Financial
Reporting Standards as adopted by the European Union

The directors are required to prepare Group and
Company financial statements for each financial year
which present fairly the financial position of the Group
and the Company and the financial performance and
cash flows of the Group and the Company for that
penod In preparing thase Group and Company

financial statements the directors are required to

* select suitable accounting policies in accordance
with [AS 8 Accounting Policies, Changes in
Accounting Estimates and Errors and then apply
them consistently,

* present information, including accounting policies,
in a manner that provides relevant, rebable,

comparable and understandable information,

* provide additional disclosures when compliance
with the specific reguirements in IFRSs 15
insufficient to enable users to understand the
impact of particular transactions, other events and
conditions on the Group's and Company's financsal
position and financial performance, and

* state that the Group and the Company have
complied with IFRSs, subject to any material
departures disclosed and explained in the financial
statements

The directors are responsible for keeping proper
accounting records which disclose with reasonable
accuracy at any time the finanaial position of the
Group and Company and enable them to ensure that
the Group and Company financial statements comply
with the Companies Act 2008 They are also
responsible for safeguarding the assets of the Group
and the Company and hence for taking reasonable
steps for the prevention and detection of fraud and
other wregularities

The directors are responsible for the maintenance and
integrity of the corporate and financial information
included on the Company's website Legislation in the
tUnited Kingdom goverming the preparation and
dissemination of the financial statements may differ

from legislation in other junisdictions

As far as each of the directors are aware there 15 no
information of which the auditors have not been
made aware and all steps have been taken by all
directors to make themselves aware of any matters
that should be disclosed
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Independent Auditor’'s Report
To the members of Sound Ol plc

We have audited the financial statements of Sound
Qil plc for the year ended 31 December 2009 which
compnse the Consolidated Income Statement,
Consclidated and Parent Company Balance Sheet,
Company Statement of Changes in Equity and
Consolidated and Paremt Company Cash Flow
Statement and the related notes The financial
reporling framework that has been applied in their
preparation s applicable law and International
Financial Reporting Standards (IFRs) as adopted by
the European Umon and, as regards the parent
company financial statements as appled in
accordance with the provisions of the Companies Act
2006

Respective responsibiities of directors and
auditors

As explamed more fully in the Directors’
Responsibiities Statement set out on page 15, the
directors are responsible for the preparaton of the
financial statements and for being satisfied that they
give a true and farr view

Our responsibility 1s to audit the financial statements
in accordance with applcable law and International
Standards on Auditing {UK and lreland} Those
slandards require us to comply with the Auditing
Practices Board's (APB’s) Ethical Standards for
Auditors 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 Our audit work
has been undertaken so that we might 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 description 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

» 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,

= 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
apphed in accordance with the provisions of the
Companies Act 20086, and

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

Opinion on the other matters prescnbed by the
Companies Act 2006

In our opinion the information given in the Directors’
Report for the financial year for which the financial
statements are prepared is consistent with the
financial statements

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 opimion

= adequate accounting records have not been kept
by the parent company, or returns adequate for
our auddt have not been recewved from branches
not visited by us, or

= the parent company financial statements are not
in agreement with the accounting records and
returns, or

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

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

Maras LLP

Mazars LLP, Chartered Accountants
(Statutery auditors}

Stephen Bullock {Senior Statutory Auditor)
Tower Bndge House

St Kathanne's Way

Londen E1W 1DD

26 May 2010

Note The maintenance and integnty of the Sound Ol plc
website 1s the responsibility of the directors The work
carned out by the auditors does not involve consideration of
these matters and accordingly the auditors accept no
responsibibty for any changes since they were onginally
presented on the website Legisiation n the United
Kingdom governing the preparation and dissemination of
financial statements may differ from fegislabon in other
Junsdictions




Consolidated Income Statement

far the year ended 31 December 2009

Annual Report 2008

2008 2009
Notes E'000's £'000's
Expioration costs (2,926) (334)
Gross loss {2926) (334}
Administrative expenses (1,179]) {1,5986)
Group trading loss (4,108) (1.830)
Other income 10 50
Graup operating loss fram continuing operations (4,095) (1,880}
Finance revenue 250 19
Foreign exchange gain/{loss) 397 (786)
Profitf(loss) before income tax 72 (2,647)
Income tax (charge) ar credit (27) 27
Profit/(loss} for the period attributable to the equity holders
of the parent 45 {2,820)
Other comprehensive incomef(foss)
Foreign currency translation income/(loss) 6,494 (2,258)
Total comprehensive income/{loss) for the period
attnibutable to the equity holders of the parent 6,539 {4,878)
Earnings per share basic and diluted for the period attrnibutable
to the equity holders of the parent {pence)} 8 oo {0 38)

The Campany has elected to take the exemption under section 408 of the Companies Act 2006 to not present the parent

Company mcome statement
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Consolidated Balance Sheet

as at 31 December 20089

Group 2008 2009
Notes £000%s E'000's
Non-current assets
Property, plant and equipment 9 65 32
Intangible assets 10 5277 4,797
Explarahon and evaluation assets n 23,307 22,185
QOther debtors 13 651 792
29,300 27.806
Current assets
Other debtors 13 414 192
Prepayments 75 108
Current tax receivable 7 - 27
Cash and short term deposits 14 14,625 10,622
15,114 10,949
Total assets 44,414 38,755
Current habilities
Trade and other payables 15 1,188 897
Current tax payable 7 27 -
1,215 897
Non=-current liabilities
Deferred tax habilities 16 5,277 4,797
Provistons 17 104 105
5.381 4,902
Total liabihties 6,596 5,798
Net assets 37.818 32956
Capital and reserves attributable to
equity holders of the Company 18
Equity share capital 36,458 36,456
Fareign currency reserve 5289 3,030
Accumulated defieit (3.927) {6,530
Total equity 18 37,818 32,956

Approved by the Board on 26 May 2010

G Orbell

Director

The accounting policies on pages 24 to 29 and notes on pages 24 to 46 form part of these financial statements
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Company Balance Sheet

as at 31 December 2009

Annual Report 2009

Company 2008 2009
Notes £'000' £'000"s
Non-current assets
Property, plant and equipment 9 3 -
nvestment in subsidiares 12 22,631 24,633
22,634 24,833
Current assets
Other debtors 13 k)] 34
Prepayments 37 33
Current tax recervable - 27
Cash and short term deposits 14 13,779 9,854
14,137 9,948
Total essets 38,771 34,781
Current habilitres
Trade and other payables 15 255 313
Current tax payable 27 -
Total hizbilitres 282 333
Net assets 36,489 34,448
Capital and reserves ie
Equity share capital 16,956 36,456
Retained carnings/{accumulated deficit) 33 {2,008}
Total equity 16 36,489 34,448

Appraved by the Board on 26 May 2010

G Orbell
Director

- S —o

The accounting polictes on pages 24 1o 29 and notes on pages 24 to 46 form part of these finanaial statements.
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Consolidated Statement of Changes in Equity

for the year ended 31 December 2009

Group Foreign
Share Share Accumulated currency Total
capital premium deficit reserve equity
Note £000's £'000's £'000's £'000's £'000's
At 1 January 2009 692 35,764 (3.927) 5,289 37.818
Total loss for the year - - (2.620) - {2.620)
Total comprehensive loss - - - (2,259) (2,259)
Total comprehensive income/(loss) - - (2.620) (2,259) (4,879)
Share based payments 22 - - 17 - 17
At 31 December 2009 692 35,764 (6.530) 3.030 32,956

Foreign
Share Share Accumulated currency Total
capital premium deficat reserve equity
Note £'000's £'000's £'000's £'000's £'000's
At 1 January 2008 692 35,764 (4.015) (1,205) 31,236
Total profit for the year - - A5 - 45
Total comprehensive income - - - 6,494 6,494
Total comprehensive income/(loss) - - 45 6,494 6,539
Share based payments 22 - - 43 - 43
At 31 December 2008 692 35,764 (3927 5.289 37.818
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Company Statement of Changes in Equity

for the year ended 31 December 2009
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Company Accumulated
retained
Share Share earnings/ Total
capital premium (deficit} equity
Note £'000's £000's £'000's £'000'
At 1 January 2009 692 35,764 33 36,489
Total loss for the year - - {2,058) (2,058)
Other comprehensive (loss)fincome - - - -
Jotal income and expense for the year - - {2,058) (2,058)
Share based payments 22 - - 17 17
At 31 December 2009 692 35,764 (2,008) 34,448
Accumulated
retained
Share Share earnings/ Total
capital premium {defiait) equity
Note £'000's £'000%s £'000's £'000's
At 1 January 2008 692 35,764 (2,997) 33.459
Total profit for the year - - 2,987 2,987
Other comprehensive (loss)/income - - - -
Total income and expense for the year - - 2.987 2,987
Share based payments 22 - - 43 43
At 31 December 2008 692 35,764 33 36,489
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Consolidated Cash Flow Statement

for the year ended 31 December 2009

2008 2009

Notes €'000's £'000's
Cash flow from operating activities
Cash flow from operations (1,652) {2,145)
Interest receved 6 250 19
Net cash flow from operating activities (1 402) (2.126)
Cash flow from investing activities
Capital expenditure and disposals 9 (26) 7
Explaration expenditure (1638) (953)
Investment 1n associate n (136} -
Net cash flow from nvesting activities {1800) (960)
Net decrease in cash and cash equivalents (3.202) (3.086)
Net cash flow from financing activities - -
Net foreign exchange difference 4,204 (917)
Cash and cash equivalents at the beginning of the year 13,623 14,625
Cash and cash eguivalents at the end of December 14 14,625 10,622
Notes to cash flow

2008 2009

Notes £000's £'000's
Cash flow from operations reconcihatien
Profit{{loss) after tax 45 (2,620)
Finance revenue 6 (250} (19)
Foreign exchange (gain)floss (3.917) 786
Exploration expendsture wrtten off 2,295 (63}
income tax charge [credst) 27 (27}
Increasef(decrease) n accruals and short term creditors 700 {210}
Depreciation 3 58 36
Share based payments charge 22 43 17
{Decrease)/increase in long term provisions N 11
Increase in long term debtors {259) (204)
{Increase)/decrease in short term debtors {387) 148
Cash flow from operations {1.652) (2.145)
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Company Cash Flow Statement
for the year ended 31 December 2009
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2008 2009

Notes £'000's £000's
Cash flow from operating activities
Cash flow from operations (5 330) (961)
Interest recewed 248 19
Net cash flow from cperating activities {1,082) {942)
Cash flow from investing activities
Capital expenditure and disposals g - _
Investment in subsidiary undertakings (2,083) (2,202)
Net cash flow frem investing activities {2.083) {2202)
Cash flow from financing activities
Proceeds from equity issue - -
Net cash flow used in financing activities - -
Net increase/(decrease) in cash and cash equivalents (3.165) (3,144)
Net foreign exchange difference 3,925 {781)
Cash and cash equivalents at the beginning of the year 13.019 13,779
Cash and cash equivalents at the end of December 13,779 9.854
Notes to cash flow

2008 2009

Notes £'000's £'000's
Cash flow from operations reconciliation
Profit/{loss) after tax 2,987 {2.059)
Finance revenue {248) (19}
Foreign exchange (gain)floss (3,925) 782
Income tax charge (credit) 27 (27}
Income tax payments - 27
Increase/(decrease] in accruals and short term creditors 96 78
Depreciation 9 3 3
Share based payments 22 43 17
Decreasef{increase) in short term debtors (313) 237
Cash flow from operations (1,330) (961)
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Notes to the Financial Statements

1 Accounting polictes

(a) Basis of preparation
The financial statements of the Group and 1ts parent have
been prepared in accordance with

(1) International Financial Reparting Standards (IFRS)
1ssued by the International Accounting Standards Board
(1ASB) and interpretations issued by the International
Financial Reporting Interpretations Committee [IFRIC) as
endorsed by the European Comnussion (EC) for use in the
European Umon (EU), and

(2] those parts of the Companies Act 2006 applicable to
compantes reporting under IFRSs

The consolidated financial statements have been prepared
under the histonical cost cenvention

The Group and 1ts parent company's financial statements are
presented in sterling (€) and all values are rounded 1o the
nearest thousand (€000} except when otherwise nthcated

The principal accounting policies set out below have been
consistently applied to all financial reporting periods
presented in these consolidated financial statements and
by all Group entities, unless otherwise stated All amounts
classified as current are expected to be settled/recovered
in less than 12 months unless otherwise stated in the
notes to these financial statements

The Group and its parent company's financial statements
for the year ended 37 December 2008 were authorised for
1ssue by the board of directors on 28 May 2010

The financial position of the Group its cash flows and
avallabie debt facilities are described in the Financial
Review above As at 31 December 2009 the Group had
£11 mitlign of avarlable cash The Directors are required to
consider the avallability of resources to meet the Group
and Company's hatuhties for the foreseeable future As
described above, the current business environment 1s
challenging and access to new equity and debt remains
uncertain Based on current management plan,
management believe that the Group will remain a going
concern for the next 12 months from the date of the
authonsation of the financial statements on the basis of
forecast expenditure (12 maonths through 30 June 2011)
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will be less than the funds available as at 31 December
2009 Management wili also continue to pursue farm-out
and financing strategies to reduce/fund Sound's future
obligations

Use of estimates and key sources of estimation

uncertainty

The preparation of financial statements (n conformity
with IFRS requires management to make estimates and
assumptions that affect the reported amounts of assets
and liabiNities as well as the disclosure of contingent
assets and habilities at the balance sheet date and the
reported amounts of revenues and expenses during the
reporting penod Actual outcomes could differ from those
estimates

The key sources of estimation uncertainty that has a
sigificant nisk of causing matenal adjustment to the
carrying amounts of assets and liabilities within the next
financial year are the impairment of intangible
exploration assets (E&E assets), investments and goodwill
and the estimation of share based payment costs

The Group determines whether E&E assets are impaired in
cost pools when facts and circumstances suggest that the
carrying amount of a cost pool may exceed its
recoverable amount As recoverable amounts are
determined based upon risked potential or where
relevant, discovered o1l and gas reserves, this involves
estimations and the selection of a suitable discount rate
The capitahisation and any write off of E&E assets
necessanly involve certain judgements with regard to
whether the asset wil! ultimately prove to be recoverable

in determining the treatment of E&E assets and
investments the directors are required to make estimates
and assumptions as to future events and circumstances
There are uncertainties inherent in making such
assumptions, especially with regard to ol and gas
reserves and the hfe of an asset, recovery rates,
production costs, commodity prices and exchange rates
Assumptions that are valid at the time of estimation may
change significantly as new information becomes
avallable and changes in these assumptions may alter the
economic status of an E&E asset and result in resources
or reserves being restated The estimation of recoverable
amounts, based on nsked potential and the application of




value in use calculations, are dependent upan finance being
avallable to fund the development of the EHE assets

Goodwill 1s tested annually and at other times when
impairment indications exist When value in use calculations
are undertaken, management estimates the expected
futures cash-flows from the asset and chooses a suitable
discount rate in order to calculate the present value of
those cash-flows In undertaking these value in use
calculations, management 1s required to make use of
estimates and assumptions similar to those described in the
treatment of E&E assets above Further details are given in
Note 10

The estimation of share-based payment costs requires the
selection of an appropriate valuation model, consideration
as to the inputs necessary for the valuation model chosen
and the estimation of the number of awards that will
ultimately vest, inputs for which arise frem judgements
relating to the continuing participation of key employees
(see note 22)

(b) Basis of consolidation

The Group financial statements consolidate the Income
Statements and Balance Sheets of the Company and its
subsiciary undertakings Joint venture undertakings are
accounted for using the proportionate consolidation
method from the date that significant influence or joint
control {respectively) commences until the date this ceases
Associates are accounted for using the equity method

Investments rn subsidianies

Subsidiaries are ali entities over which the Group has the
power to govern the financial and operating policies Such
power generally but not exclusively, accompanies a
shareholding of more than one half of the voting rights
Subsicianes are fully consolidated from the date on which
contrel s transferred to the Group, untif the date that
control ceases

The Group uses the purchase method of accounting for the
acquisition of subsidiaries The cost of an acquisition 15
measured as the far value of the assets given equity
instruments issued and habilities incurred or assumed at
the date of exchange plus costs directly attributable to the
acquisition
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Joint ventures

The Group conducts oil and gas exploration and production
activities jointly with other venturers who each have direct
ownership 1n and jointly control the assets of the ventures
These are classified as jointly controlled assets and
consequently, these financial statements reflect only the

Group's propertionate interest in such activities

Associates

Entities, ather than subsidiary undertakings ar joint
arrangements 1n which the Group has a participating
interest and over whase operating and financial pohicies the
Group exercises a significant influence are treated as
associates In the Group's financial statements associates
are accounted for using the equity method

Separate financial statements

Investments in substdiaries , joint ventures and associates
are recorded at cost, subject to impairment testing in the
Group's financial statements

(c) Foreign currency translation

The functional currency of the Company 15 pound sterling
The functional currency of the Indonesian subsidiaries 15
US dallars

Transactions in foreign currencies are initially recorded in
the functional currency by applying the spot exchange rate
ruling at the date of the transaction Monetary assets and
liabilities denominated 1n foreign currencies are
retranslated at the functional currency rate of exchange
ruling at the balance sheet date All differences are taken
to the income statement

The assets and habilities of foreign operations are
translated into sterling at the rate of exchange ruling at
the balance sheet date Income and expenses are translated
at waighted average exchange rates for the year The
resulting exchange differences are taken directly to a
separate component of equity On disposal of a foreign
entity, the deferred cumulative amount recogrised in equity
relating to that particular foreign operation 15 recogmised 1n
the income statement
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Notes to the Financial Statements

continued

(d) Oii and gas assets

The Group's entire capitalised o1l and gas costs relate to
properties that are in the exploration and evaluation
stage

As allowed under (FRS 6 the Group has continued to
apply 1ts existing accounting policy to exploration and
evaluation activity, subject to the specific requirements of
the standard

The Group will continue 1o monitor the apphcation of
these policies i the light of expected futere guidance on
accounting for o1l and gas activities

The Group applies the successful efforts method of
accounting for exploration and evaluatian {E and E) costs

Exploration and evaluation assets

Under the successful efforts method of accounting, all
licence acquisition exploration and appraisal costs are
initially capitalised in well, field or specific exploration
cost centres as appropriate, pending determination

Expenditure incurred during the vanous exploration and
appraisal phases is then wntten off unless commercial
reserves have been established or the determination
pracess has not been completed

Expioration and evaluation costs

Costs are init:ally capitalised as exploration and
evaluation assets Payments to acquire the Jegal right to
explore, costs of technical services and studies, seismic
acquisition exploratory dnlling and testing are capitalised
as exploration and evaluation assets

Treatment of exploration and evaluation expenditure

at the end of appratsal activities

Intangible E and E assets relating to each exploration
ticencefprospect are carried forward, untid the existence
(or otherwise) of commercial reserves has been
determined subject to certain hmitations including review
for indications of impairment If commercial reserves have
been discovered and development has been approved, the
carrying value, after any impairment loss, of the relevant
E and E assets s then reclassified as development and
production assets If, however, commercial reserves have
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not been found, the capitalised costs are charged to
expense after conclusion of appraisal activities

Development and production assets

Development and production assets are accumulated
generally on a field-by-field basis and represent the cost
of developing the commercial reserves discovered and
bringing them into production, together with the Eand E
expenditures incurred in finding commercial reserves
transferred from intangible E and E assets as outhned in
the accounting pohcy above

The cost of development and production assets also
includes the cost of acquisitions and purchases of such
assets, directly attnbutable overheads finance costs
capitalised, and the cost of recagnising provisions for
future restoration and decommussioning

Imparrment of development and production assets
An impairment test 1s performed whenever events and
circumstances ansing during the development or
production phase indicate that the carrying value of a
developmert or production asset may exceed its
recoverable amount

The carrying value 1s compared agamnst the expected
recoverable amount of the asset, generally by reference to
the present value of the future net cash flows expected
to be derived from production of commercial reserves The
cash generating unit applied for impairment test purposes
1s generally the field except that a number of field
interests may be grouped as a single income generating
unit where the cash flows of each field are inter-
dependent

Acqusitions, asset purchases and disposals
Acquisitions of o1l and gas properties are accounted for
under the purchase methed where the transaction meets
the defintion of a business combination or joint venture

Transactians involving the purchase of an wndiwmdual field
Interest, or a group of field interests, that do not qualify
as a buseness combination are treated as asset purchases,
irrespective of whether the speaific transactions involve
the transfer of the field interests directly, or the transfer
of an (ncorporated entity Accordingly, no goodwill arises,




and the consideration is allocated to the assets and
labdities purchased on an appropriate basis

(e) Expenses recognition
Expenses are recognised on the accruals basis unless
otherwise stated

(f) Property, plant and equipment
Fixtures, fittings and equipment are recorded at cost as
tangible assets

The straight-line method of depreciation 15 used to
depreciate the cost of these assets over their eshmated
useful hives, which is estimated to be four years

(g) Goodwill

Goodwill on acquisition 15 initially measured at cost being
the excess of the cost of the business combination over
the acquirer's interest in the net fair value of the
identifiable assets, habiities and contingent habilities
Following imitial recognition goodwili 1s measured at its
ongmal value, less any accumulated impairment fosses
subsequently incurred

Goodwill 1s not amortised Goodwill 15 reviewed for
impairment annwally, or mare frequently If events or
changes in circumstances indicate the carrying value may
be impaired Impairment Is determined by assessing the
recoverable amount of the cash-generating unit to which
the goodwill relates Where the recoverable amount of
the cash-generating unit or group of cash generating
units 1s less than the carrying amaunt, an impairment loss

1s recognised

(h} Income tax

Current tax

The current tax expense 15 based on the taxable results
for the year, using tax rates enacted or substantively
enacted at the Balance Sheet date, including any
adjustments in respect of prior years

Amounts are charged or credited to the Income
Staternent or cquity as appropnate
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Deferred tax

Deferred tax 15 provided using the Balance Sheet hability
method, on tempaorary differences arising between the tax
bases of assets and liabilities and their carrying amounts
In the consolidated financial statements Deferred tax
assets are recognised to the extent that 1t 1s probable
that futuse taxable results will be available against which
the temporary differences can be utilised The amount of
deferred tax provided is based on the expected manner of
realisation or settlement of the carrying amount of assets
and habilites

Temporary differences arnising from investments in
subsidiaries give nse to deferred tax in the Company
Balance Sheet only to the extent that it s probable that
the temporary difference wiil reverse in the foreseeable
future or the Company does net control the timing of the
reversal of that difference

Deferred tax 1s provided on un-remitted earnings of
subsidiaries to the extent that the temporary difference
created 15 expected to reverse in the foreseeable future

Deferred tax 1s recognised in the Income Statement
except when it relates to 1tems recognised directly in the
Statement of Changes in Equity in which case it 1s
credited or charged directly to Retained Earnings through
the Statement of Changes in Equity

(1) Cash and cash equivalents
Cash and cash equivalents include cash in hand and
deposits held at call with banks

())  Financial instruments

Financial instruments comprise of financial assets and
habilities and are held at amortised cost Financial assets
are classified as !oans and recoverables

(k) Share based payments

The Group 15sues equity-settled share-based payments to
certain employees The fair value of each option at the
date of the grant 1s estimated using the binomial option-
pricing model based upon the option pnce the share
price at the date of 1ssue volatility and the life of the
option The estimated fair value of the aption 1s amorused
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to expense over the options’ vesting penod with a

corresponding increase to equity No expense 15

recognised for awards that do not ultimately vest, except

for awards where vesting 1s conditional upon a market

condition, which are treated as vesting irrespective of

whether or not the market condition 15 satisfied, provided

that all other performance andfor service conditions are

satisfied

{)
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Standards, interpretations and
amendments to published standards
that are not yet effective and have
not been early adopted by the
Group

IFRS 3 (Rewised} ‘Business Combinotions’ and IAS 27
{Revised) ‘Consohdoted und Separote Financiol
Statements’, issued in January 2008 and becomes
effective for financial years beginning on or after

1 July 2009 IFRS 3R introduces a number of
changes 1n the accounting for business
combinations occurning after this date and will
impact the amount of goodwill recognised, the
reported results in the penod that an acquisition
occurs, and future reported results 1AS 27R
reguires that a change in the ownership Interest af
a subsidiary (without loss of control) 1s accounted
for as an equity transaction Therefore, such
transactions will no longer give nise to goodwill,
nor will it give nse to gamn or loss Furthermore,
the amended standard changes the accounting for
losses incurred by partially-owned subsidiares as
well as the loss of control of a subsihary Other
consequential amendments were made to IAS 7
‘Stotement of Cash Flows', IAS 12 ‘Income Toxes'
IAS 21 ‘The Effects of Changes in Foreign Exchonge
Rates', |AS 28 'favestment m Associates” and 1AS 31
‘Interests in Joint Ventures' The changes to IFRS 3R
and IAS 27R will affect future acquisitions or lass
of control and transactions with minonty interests
The standards will not be adopted early

IAS 33 ‘Rinancial instruments Recognition ond
measurement ~ Eligible Hedged ltems’, 1ssued in
August 2008 and become effective for financial
years beginning on or after 1 July 2009 The

amendment addresses the designation of a one-
sided risk in a hedged item, and the designation of
inflation as a hedged risk or portion in particular
situations It cfarifies that an entity is permitted ta
designate a portion of the fair valug changes or
cash flow vanability of a financial instrument as a
hedged item The adoption of this standard will not
have any effect on the financial performance or
position of the Group

IFRIC 17 Distribution of Non-cosh Assets ta Owners’,
issued in November 2008 and becomes effective for
financial years beginning on or after 1 July 2009
{FRIC 17 clanfies that a dividend payable should be
recognised when the dividend 1s approprately
authorised and 1s ne longer at the discretian of the
entity It also clanfies that an entity should measure
the dividend payable at the fair value of the net
assets to be distributed and that an entity should
recognise the difference between the dividend paid
and the carrying amount of the net assets
distributed n profit or loss The adoption of this
standard will not have any effect on the financial
performance or position of the Group

{FRS 2 Shore-bosed Payment Amendment relating
to Group cash settled share-based payments
effective for financial years beginming on or after
1 January 2010

{FRS 9 Financial instriments, Classification and
Measurement Effective for financial periods
beginning an or after 1 January 2013

1AS 24 Reloted Party Disclosures Revised defimitions
of related parties effective for financial years
beginning on or after 1 lanuary 2011

1AS 32 financiol Instruments Presentation
Amendments relating to classification of rights
1ssues, effective for financial years beginning on or
after 1 February 2010

IFRIC 19 Extinguistung Financial Liobiity with
Equity Instruments Effective for financial years
beginning on or after 1 July 2010
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(m) Earnings per share

Earnings per share are calculated using the weighted average number of ordinary shares outstanding during the period per
IAS 33 Diiuted earnings per share are calculated based on the weighted average number of ordinary shares outstanding
duning the peniod plus the weighted average number of shares that would be 1ssued on the conversion of all potentially
dilutive shares to ordinary shares It 1s assumed that any proceeds cbtained on the exercise of any options and warrants
would be used to purchase ordinary shares at the average price during the period Where the impact of converted shares
would be anti-dilutive, these are excluded from the calculation of diluted earnings

(n) Prowisions

Provisions are recognised when the Group has 2 present legal or constructive cbligation as a result of past events, it 1s
probable that an outflow of resources embodying ecanomic benefits will be required to settle the cbligatien, and a reliable
estimate of the amount of the obligation can be made

2 Segment information
The Group has adopted {FRS 8, Operating Segments which requires information on the separate segments of a business

The Group's actvity consists of a single operating segment, being the exploration for o1l and gas in Indonesia The Group's
exploration activities are carned out under two Production Shanng Contracts (PSC s), Bangkanat and Citarum To date there has
been no development activity, production or turnaver Per [FRS 8 operating segments are based on internal reports about
components of the group which are reqularly reviewed and used by Chief Qperating Decision Maker ["CODM") fer strategic
decision making and resource allocation, in order to allocate resources to the segment and to assess its performance The Chief
Operating Decision Maker 1s considered to be the Board of Directors Capitalised exploration expenditure in the Balance Sheet s
£22 2 milhion, which 1s compnsed of £3 8 million for the Bangkanai PSC £2 4 mullion for the Citarum £5C and £16 0 million for
the fair value uphft which arose on acquisition of the company which owned the PSC's, (at end 2008 £4 2 million, £1 5 milion
and £17 6 million respectively} The decreases were due to the effect of the weakness of sterling in translation from US$

The non current assets 2!l relate to the one geographical location (n which the Group operates, which is Indonesia

The Group have not provided (nformation on revenue and products and services as it 1s not yet trading

3 Operating loss

Operating loss 1s stated after charging/{crediting)

2008 2009

Notes £'000's €'000's

Auditors' remuneration 4 200 19

Depreciation 9 58 30

Employee costs 5 970 952

Impairment chargef{write back) 12 2,295 (63)

VAT recovered {245) -
4 Auditors' remuneration

2008 2009

Notes £000's £000's

Audit of financial statements 160 14

Other services relating to taxation 40 5

All other services - _

Charged to income statement 3 200 1na
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5 Employee costs

2008 2009
Notes £'000"s £'000's
Staff costs, ncluding executive directors
Share based payments 22 43 18
Wages and salares 792 824
Social security costs 135 10
Total 3 970 952
Number of employees (including executive directors) at the end of the year
Technical and operations 5 5
Management and administration n 1
Total 16 16

Details of the directors’ emoluments are shown in the Report of Directors Remuneration on page 12

6 Finance revenue

2008 2009
£°000s £000's
Interest on cash at bank and short-term deposits 250 19
Total 250 19
7 Taxation
{a) Analysis of the tax charge for the year
2008 2009
£'000's £000's
Group Group
Current tax
United Kingdom corporation tax (charge)fcredit (27) -
Adjustment to tax expense In respect of prior years - 27
Overseas tax - -
Total current tax (charge)feredit (27) 27
Deferred tax
Deferred tax income ansing in the current year - -
Total deferred tax - -
Total tax (charge)/credit (27) 27
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{b) Reconciliation of tax charge

2008 2008

£'000's £000's

Group Group

(Loss)profit before tax 72 [2,647)

Tax {chargel/credit at UK corporation tax rate of 29% (2008 28 5%) (21) 769
Effects of

Expenses not deductible for tax purposes {13) (6)

Temporary differences not recognised - (559)

Utilisation of previously unrecognised deferred tax assets 844 -

Differences in overseas tax rates (837) (v77)

Total tax (charge)fcredit 27 27

8 Profit/(loss) per shar\e

The calculation of basic profitf{loss) per Ordinary Share is based on the profitf{loss) after tax and on the weighted average
number of Ordinary Shares in issue during the period Baste profit/(loss) per share is calculated as follows

2008 2009

£'000%s £'000's

(Loss)fprofit after tax 45 (2,620)

2008 2009

million million

Wetghted average shares in i1ssue 692 692

2008 2009

Pence Pence

{LossMprofit per share {basic) 001 (o 38)
Profit per share (diluted} oo

The diluted profit per share for 2008 includes the potential ordinary shares resulting from the exercise of the share options
and 15 calculated on the profit of the year of £45,000 divided by 699 million dilutive potential ordinary shares

Duluted loss per share has not been disclosed for 2009 as inclusion of unexercised options would be anti-diutive
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9 Property plant and equipment

Group
Fixtures,
fittings and
office
equipment Total
Notes £'000's £'000's
Cost
At 1 January 2008 216 216
Exchange adjustments {19) (19)
Additions 7 7
At 31 December 2009 204 204
Depreciation
At 1 January 2009 151 151
Exchange adjustments (15) (15])
Charge for the year 3 36 36
At 31 December 2009 172 172
Net book ameunt at 31 December 2009 32 32
Fixtures,
fittings and
office
equipment Total
Notes £'000's £'000's
Cost
At 1 January 2008 134 134
Exchange adjustments 55 55
Additions 27 27
At 31 December 2008 216 216
Depreciation
At 1 January 2008 57 57
Exchange adjustments 36 16
Charge for the year 3 58 58
At 31 December 2008 151 151
Net book amount at 31 December 2008 65 65
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Company
Fixtures,
fittings and
office
equipment Total
£'000's £'000's
Cost
At 1 January 2009 9
At 31 December 2009 9
Depreciation
At 1 January 2009 6 [
Charge for the year 3 3
At 31 December 2009 9 9
Net book amount at 31 December 2009 - -
Fixtures,
fittings and
office
equipment Total
£'000's £'000's
Cost
At 1 January 2008 9 9
At 31 December 2008 9 9
Depreciation
At 1 January 2008 3 3
Charge for the year 3 3
At 31 December 2008 6 b
Net book ameunt at 31 December 2008 3 3
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10 Intangible assets

Goodwill
2008 2009

£'000's £'000's
Cost
At 1 January 3.825 5.277
Exchange adjustments 1,452 {480)
Acquisitions - -
At 31 December 5,277 4 797
Impairment losses
At 1 January - -
Impairment in the year - -
At 31 December - -
Net book amount at 31 December 5,277 4,797

Group

The goodwill balance that had arisen on the acquisibon of the Mitra group 1n July 2006 has been allocated to the cash
generating umt ('CGU') sdentified according to business segment In assessing whether goodwill has been impaired, the
carrying ameunt of the CGU, including goodwill, 1s compared with the recaverable amount of the CGU

The recoverable amount of each CGU is based on value in use calculations The methedology to arrive at the value in use
calculation was based on Net Present Value (NPV) for proven contingent resources, in this case the Kerendan Field, and
Estimated Maonetary Value (EMV) for prospective resources on Bangkanal PSC and Citarum PSC In addition, EMV includes
an assessment of risk for the geological uncertainties of undnibled prospects as indicated in the Competent Person's Report
in respect of Sound's assets in December 2009

The calculation of value in use s most sensitive to the assumptions for productian and operating expenditure and is entirely
rehiant on the avalability of finance to fund capital expenditure on the development of EGE assets

These assumptions are based on the assumptions as defined in the Plan of Development for the Kerendan gas field

The 2007 fair value less costs to sell calculations are based on a gas price of $2 98/MMBtu which was obtained from the
Heads of Agreement (HOA) of the sales contract between Elnusa and PT Medco Power A final sales agreement has not yet
been signed The 2009 calculations are based on a significantly higher expected gas price of $4 75 per MMBtu, which 15
based on current negotiations between the Bangkanar Partners and PLN, the Indonesian state electricity utility, and
corresponding Capex revisions

Estimates of the NPV of any project, and particularly of projects like the Group's interests in the Bangkanal PSC and the
Citarum PSC, are always subject to many factors and wide margins of errer The directors beheve that the estimates and
calculations supporting their conclusions have been carefully considered and are a fair representation of the projected
financial performance of the projects

The NPV calculations have been prepared over the period of the PSC and the duration of the sales contract A discount rate
of 10% has been used (2008 10%), which 15 standard industry practice

The EMV for unappraised and undiscovered resources 1s a nsked estimate of the value of prospective resources at $0 25 per
mcf for gas

Company
The Company has no goodwill
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11 Exploration and evaluation assets

2008 2009
E'000's £'000's
Cost
At 1 January 15,428 26248
Additions 3,800 953
Exchange adjustments 7.020 {2,078)
At 31 December 26,248 25,123
Impairment
At 1 January - 2941
Charge for the year 2,295 (63)
Exchange adjustments 646 60
At 31 December 2,943 2,938
Net book amount at 31 December 23,307 22,185

The impairment cost durmng 2008 of £2,295 000 (2009 £63,000 write back adjustment) related to the cost of the dry well
Pasundan 1 well wntten off Its exceptionally high cost resulted from technical problems which occurred duning dnlling
The write-back in the current year represents a carrection to the estimate made in the prior year Comparative figures have
not been restated as the amount involved 15 not considered material The impairmentfwrite back has been included i the
line item, exploration costs’ in the consolidated income statement

The recoverable amount s the value in use of the asset A discount factor of 10% has been used in the current estimate of
value in use

Considerations in relation to potential impairment of E&E assets are similar to those in relatien to potential impairment of
goodwill described in note 10 above

The Parent Company has no exploration and evalution assets

12 Investment in subsidiaries

Company
2008 2009
£000's £'000's
At 1 January 20 548 22,63
Additans 2083 2,202
At 31 December 22,631 24,833
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The subsidiary undertakings of the Company at 21 December 2009 which are all 100% owned by the Company are

Name Incoerporated Principal activity

Sound O1l International Limited British Virgin Islands Holding company

Sound O1f Asia Limited” British Virgin Islands Holding company

Mitra Energia Limited” Maurntius Holding and services company
Mitra Energia Crtarum Limited® Mauritius Exploration company

Mitra Energia Bankanar Limited® Mauritius Exploration company

*The investments 1n Mitra Energia Limited, Mitra Energia Citarum Limited, Mitra Energia Bankanai Limited and Sound G
Asia Limited are held indirectly via Sound Ol International Limited through nen-current, non-interest bearing loans from
Sound Od plc Given that Sound Qil plc has no intention to call on the loans in the foreseeable future, the loans are

treated as "permanent as equity” As a result, Sound Qil plc has classified these loans as investments which represent the

carrying value of the investment in the Mitra group of companies

13 Other debtors

Group
2008 2009
Current Non-current Current Non-current
£'000's £'000's E'000"s E'000's
Indones:an VAT recoverable from future production - 565 - 692
UK VAT recoverable 315 - 28 -
QOther receivables 99 86 164 100
Total 414 651 192 792
Currency analysis
2008 2009
Current Non-current Current Non-current
£'000's £'000°s £'000's £'000's
US Daollar 93 651 131 792
GBP Sterling 321 - 61 -
Total 414 651 192 792
Company
2008 2008
Current Non-current Current Non-current
£'000's £'000's £000s £'000's
UK VAT recoverable 315 - 28 -
Other recevables [ - 6 _
Total n - 34 -
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2008 2009
Current Non-current Current Non-current
£'000's £'000's £'000's £'000's
US Dollar - - - -
GBP Sterling a - 34 -
Total kyal - 34 -

Indonesian VAT 1s recoverable on commencement of production

Other current receivables are due within tharty days and non-current recewvables are due within one to two years

14 Cash and short term deposits

Group
2008 2009
£'000's £'000's
Cash at bank and in hand 9,560 1,627
Cash equivalents
Short term deposits 4,281 8,699
13,841 10,326
Cash in hands of joint venture operators 784 296
Carrying amount at 31 December 14,625 10,622
Company
2008 2009
£'000’s £'000's
Cash at bank and i1n hand 9,498 1,155
Cash equivalents
Short term deposits 4,281 8,699
Carrying amount at 31 December 13,779 9854
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15 Trade and other payables

Group
2008 2009
Current Current
£000s £'000's
Trade payables 318 328
Payroil taxes and social secunty 78 78
Accruals 316 226
Other payabies 476 265
Total 1.188 897
Currency analysis
2008 2009
Current Current
£000s E£'000's
US Dollar 933 564
GBP Sterling 255 333
Total 1,188 897
Company
2008 2009
Current Current
£'000's £'000's
Trade payables 71 149
Payroll taxes and social security 19 20
Accruals 165 164
Other payables - -
Total 255 333
All current liabalities are due within thirty days and are carried at amortised cost
2008 2008
Current Current
£'000's £'000's
Currency analysis
US Dollar - -
GBP Sterling 255 333
Total 255 333
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16 Deferred tax assets and labilities

2008 2009

E'000’s E'000's

1 January 3,82% 5,277
Acquisitions - -
Unrealised foreign exchange {decreaselfincrease 1,452 (480)
31 December 8,277 4,797

The deferred tax ltability arese on the tax difference between the carrying value of the exploration and evaluation assets
and the tax value of those assets

Unrecognised deferred tax assets
Deferred tax assets have not been recognised in respect of the following items

2008 2009
£'000's £'000's
Tax losses - 551

Deferred tax assets have not been recogmised in respect of the losses due to uncertainty of utilisation of these losses

17 Non-current provisions

2008 2009
Employee post employment benefits £'000's £'000's
At 1 January 82 104
Addrition 22 1
Utihsed - -
At 31 December 104 105

The Group's principal subsidiary provides emplayee post employment benefits in accordance with Indonesian law This
provision Is measured using a projected unit credit method The hability for long service and annual leave 15 recognised in
the prowvision for employee benefits and measured as the present value of expected future payments to be made in respect
of services provided by employees up to the reporting date Consideration 15 given to expected future wage and salary
levels, experience of employee departures, and periods of service Expected future payments are discounted using market
yields at the reporting date on national government bonds with terms to matunty and currencies that match, as closely as
possible, the estimated future cash outflows

There are no provisions in the parent Company
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18 Capital and reserves

Group
Number of Number of
shares 2008 shares 2009
Ordinary shares - Q 1p £'000s £'000s
Authonsed 3,000,000,000 3,000 3,600,000,000 3000
Issued 692,427,348 592 692,427,348 692
Company
Number of Number of
shares 2008 shares 2009
Ordinary shares - 0 1p E'000s £'000s
Authonsed 3,000,000,000 3,000 3,000,000,000 3,000
Issued 592,437,348 692 692,427,348 692

Share option schemes

Options to subscrive for the Company's shares were granted to certain executives in 2006 and 2007 (note 22) No options

were granted (n 2008 and 2009

Reserves
Group
Foreign Accumulated
currency Share Share retained
reserve capital premium  earningsf{deficit) Total
£'000's £000's £000's £'000% £'000's
At 1 January 2009 5,289 692 35,764 (3.927) 3z.g1g
[Loss) for the year - - - (2,620) (2,620}
Foreign currency translation {2,259) - - - (2,259)
Share based payments - - - 17 17
At 31 December 2009 3,030 692 35,764 (6,530) 32,956
At 1 January 2008 (1,208) 692 35,764 {4,015) 31,236
Profit for the year - - - 45 45
Foreign currency translation 6,494 - - - 6,494
Share based payments - - - 43 43
At 31 December 2008 5.289 692 35,764 (3.927) 37.818
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18 Capital and reserves - continued

Foreign currency reserve Exchange differences relating to the translation of net assets of the Group's foreign operations
from therr functional currency to the Group's presentation currency are recognised directly in other comprehensive income

and accumulated in the foreign translation reserve

Company

Accumulated

Share Share retained
capital premium  earningsf(deficit) Total
£'000's £000's £000% £°000s
At 1 January 2009 692 35,764 33 36,489
(Loss) for the year - - (2,059) {2,059)
Share based payments - - 18 18
At 31 December 2009 692 35,764 (2,008) 34,448
At 1 January 2008 692 35,764 (2,997) 33.459
Profit far the year - - 2,987 2,987
Share based payments - - 43 43
At 31 December 2008 692 35,764 33 36,489

19 Related party disclosures

For the year ended 31 December 2009

The financial statements include the financial statements of Sound Qil ple (the parent) and the subsidianes isted in the
following table

Name Country of incorporation % equity interest
2008 2009
Sound Oil International Limited British Virgin Istands 100 100
Sound Oil Asia Limited British Virgin Islands - 100
Mitra Energra Limited Mauntius 100 100
Mitra Energia Bangkanar Limited Mauritius 100 00
Mitra Energia Citarum Limited Maurttius 100 100

The Company s only direct subsidiary 1s Sound Oil International Limited and 1ts investment (s carried at cost

The Group has investments in joint venture undertakings which operate the Bangkanai PSC and the Citarum PSC in
Indonesia The Group's interest (n the former at the end of 2009 was 34 99% (2008 34 99%) and in the latter 20%
(2008 20%])

Terms and conditions of transactions with related parties

There were no sales or purchases to or from related parties (2008 none) There have been no guarantees provided or
receved for any related party receivables or payables For the year ended 31 December 2009, the Group has not recorded
any impairment of receivables relating to amounts owed by related parties (2008 none) This assessment 1s undertgken
each financial year through examining the finanaial position of the related party and the market in which 1t operates

There were no transactions with other related parties, directors’ loans and other directors' interests

41




Sound Chl

Notes to the Financial Statements

continued

Compensation of key management personnel of the Group
There are no key management personnel other than directors of the Company, details of whose remuneration are set out In
the Report of Directors Remuneration (page 12)

Directors” interest in employee share options
Share options held by the executive members of the Board of Directors have the following expiry dates and exercise prices

Issue Expiry Exercise price Number Number Number Number
date date pence 2006 2007 2008 2009
2006 2012 725 2,100,000 - - -
2007 2017 438 - 1,416,667 - -
2007 2017 438 - 1,416,667 - -
2007 2017 438 - 1,416,666 - -

20 Finanaial instruments risk management objectives and policies

Capital Management

The Group's objectives when managing capital are to safequard the Group's ability to continue as a going concern in order
to provide returns for shareholders, benefits for other stakeholders and to maintain optsimal capital structure to reduce the
cost of capital Management considers as part of its capital, the financial sources of funding from shareholders and third
parties In order to ensure an appropriate return for shareholder capital invested in the Group, management thoroughly
evaluates all matenal projects and potential acquisitions and has them approved by the Board where applicable

The Group's principal financial instruments compnse of trade payables recewvables, cash and short term deposits The fair

value of the financial instruments 1s their carrying value

The main nisks arnsing from the Group's financial instruments are interest rate nsk and foreign currency nsk The Board of

Directors reviews and agrees policies for managing each of these risks which are summarnsed below

Interest rate nisk
The Group's exposure to the risk of changes in market interest rate risks relates primarily to the Group's deposit accounts
and short term debt instruments

The Group's policy 1s to manage this exposure by investing in short term low rnisk bank deposits
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20 Financial instruments risk management objectives and policies - continued

Interest rate risk table
The following table demonstrates the sensitivity to a reasonably possible change in interest rates, with all other vanables
held constant, of the Group's profit before tax There is no impact on the Group's equity

Increasef Effect on prafit
(decrease) before tax
(%)} £'000's
2009
Sterling 10 1
Us Dollar 10 :
Sterling (0) (1)
US Dollar (10) (1)
2008
Sterhing 10 1
US Dollar 10 23
Sterling (10) (1)
US Dollar o) (23)

Foreign currency risk

As a result of the bulk of the Group's operations being denominated in US dollars, the Group's balance sheet can be
impacted by movements in the GBP/SUSD exchange rates Such movements will result in book gans or losses which are
unrealised and will be offset If the currencies tnvolved move In the opposite direction The sterling cost of the assets being
acquired with the US dollar deposits nses or falls pro rata to the currency movements, so the purchasing power of the US
dollar deposits remains the same

The following table demonstrates the sensitivity to a reasonably possible change in the US dollar exchange rate, with all
other vanabtes held constant, of the Group's profit or loss before tax

Increase/  Effect on profit or

(decrease) in loss before tax
US dollar rate £'000's

2009
500 {306)
(5%) 339

2008
5% (456)
(5%) 504

Credit risk

The Group currently has no sales or customers The maximum credit exposure at reporting date of each category of
financial assets above 15 the carrying value a5 detailed in the relevant notes The Group only holds deposits in highly rated
financial institutions There are no significant cancentrations of credit nsk within the Group or the Company

Ligudity risk
The Group and Company have significant hquid assets and are not materially exposed to liquidity risk All financial
labilities are expected to mature within one year
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21 Financial instruments

Interest rate risk and currency risk profiles

The interest rate risk profile and the currency risk profile of the financial assets of the Group as at 31 December were

Floating rate Interest-free Total  Weighted average
Currency £'000's £'000's £'000's interest rate
2009
Cash and short term deposits
GBP Sterling 3,413 - 3413 053%
uss 5,286 1,627 6,913 015%
Total 8,699 1,627 10,326
2008
Cash and shert term deposits
GBP Sterhing 4,209 - 4,209 3 300
uss 12 9,660 9,632 22%%
Total 4,281 9,560 13,841

US$ cash balances have been converted at the exchange rate on 31 December 2002 of US$1 5328/£1 00

{2008 US$1 447921 00)

The floating rate cash and shert-term deposits comprise of cash held in interest bearing accounts and deposits placed on

the money markets for periods ranging from overnight to three months

Financial instruments exposed to interest rate risk (e g US Federal Rate and UK Base Rate) were floating rate cash assets
maturing within 3 months £8,689,000 (2008 £4,281,000)

Cash on which no interest 1s receved of £1,627,000 (2008 £9,560,000) relates to balances available to meet immediate
operating payments and was therefore only held for short periods interest-free
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22 Share based payments

The Group has no formal share options plan but share options have been granted to senior executives The exercise prices
of the options were equal to the market pnices of the shares on the date of grant The options vested in tranches up to
three years after award The contractual life of each option granted ranged between five and mine years

The expense recognised for employee services received in the Consolidated Income Statement 1s as follows

Group
2008 2009
E'000's £000's
Expense ansing from equity settled share options 43 17
Company
2008 2009
E'000's £000's
Expense ansing from equity settled share options 43 17

The fair value of equity-settled share options granted 15 estimated at the date of grant using a binormial model, taking into
account the terms and condstions upon which the options were granted No options were granted in 2008 or 2009

The expected life of the options 1s based an the maximum option penod and 1s not necessarly indicative of exercise
patterns that may occur The expected volatility reflects the assumption that histonical volatility 1s indicative of future
trends, which may not necessanly be the actual outcome

No other features of optiens grant were incorporated (nto the measurement of fair value

No share options were granted forfeited or exercised in 2008 or 2009 Share options outstanding at end December 2008
and 2008 were 6,350,000 The weighted average exercise prices at end 2009 and 2008 were 6 3 pence The weighted
average contractual Lives were 56 years at end 2009 and 6 6 years at end 2008
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23 Commitments and guarantees

At 31 December 2009 the Group had capital commitments of £10,552,000 (2008 £4,900,000) on exploration and
development licences The Company had no capital commitments in 2009 (2008 Nil)

Under the terms of a farm-out agreement dated 1 October 2004 with Elnusa Bankanal Energy Limited (Efnusa), the
Company has agreed to carry Elnusa’s share of the inittal mimimum work obligation costs Under the terms of the Bankana
PSC the Campany 15 required to spend US$15,100,000 to fulfil its minimum work obligations Under the terms of the
Citarum PSC the Company 1s required to spend US$5,650,000 to fulfil its three year mimimum work abligations

The agreement in relation to the Bangkanai PSC referred to in nate 24 below entered into after the reporting date includes
the assignment of capital commitments of approximately £6 1 million at 31 December 2009 and of the commitment to
spend US$15,100,000 to fulfil the Group s minimum work obligations on the Bangkanai project

The Company has granted RAB Octane (Master) Fund Limited (' RAB') the option to put to the Company the entire
issued and allotted share capital, namely two ordinary shares, of Sound Oil Bangladesh Limited at any time up to
17 May 2086 If the put option 15 exercised, the maximum price payable by the Company will be 2,195,222
Ordinary Shares of the Company or, with the consent of both the Company and RAB, US$300,000 in cash

24 Post balance sheet event

On 25 May 2010, the company announced that it had entered into an agreement under which it has assigned part
of its interest in the Bangkanal PSC to Elnusa Bangkanai Energy Limited, the operator of the PSC Under the
agreement, the Group s existing 34 99% interest s reduced to 5% on a carry basis such that the Group s carried
through the costs of two farthcoming abligatery exploration wells and atso through the costs of developing the

Kerendan gas field up te the point of the first production of gas

The book value of the Company’s 34 99% interest in the Bangkana) PSC was approximately £14 9 million as at
31 December 2009 Since the Group will not receive any cash consideration pursuant to the farm out agreement
(other than i1ts share of future net revenues receivable under the retained 5% carry) the carrying value of the
Company s interest in the Bangkanar PSC wll be wntten down accordingly in the first hatf of the financial year
ending 3t December 2010 The directors estimate the write down will be approximately £13 milhon

However the assignment agreement entered into after the balance sheet date removes the Group's future financial
obhgation to fund its share of the exploration programme and Kerendan development, which the directors
estimate to be approximately £22 milhion, resolves several areas of potential legal conflict between the partners to
the PSC and insulates the Company from potential liabihties arising from the failure to complete the obligated
work programme The removal of this financial burden allows Sound 01l to consider expansion and the Group 15

currently evaluating projects for investment in South East Asia and elsewhere
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