






Circle Oil Plc

Opinion

In our opinion:

•	 the Group financial statements give a true and fair 
view, in accordance with IFRSs as adopted by the 
European Union, of the state of affairs of the Group 
as at 31 December 2010 and of its profit for the year 
then ended; 

•	 the Group financial statements have been properly 
prepared in accordance with the Companies Acts, 
1963 to 2009.

•	 the Parent Company statement of financial position 
gives a true and fair view, in accordance with IFRSs 
as adopted by the European Union, of the state of 
the parent company affairs as at 31 December 2010; 
and

•	 the Parent Company statement of financial position 
has been properly prepared in accordance with the 
Companies Acts, 1963 to 2009.

Emphasis of Matter

•	 Without qualifying our opinion we draw your 
attention to:

•	 Notes 12, 13 and 16 to the financial statements 
concerning the valuation of exploration and 
evaluation assets of US$39.733 million and 
production and development assets of US$97.384 
million included in the consolidated statement of 
financial position and of the amounts due from 
group companies of US$174.979 million included in 
intercompany and other receivables in the company 
statement of financial position. The realisation 
of the exploration and evaluation assets and the 
production and development assets by the Group 
and the amounts due from group companies by 
the Company is dependent the company being 
successful in the development of economic reserves 
and the operation of the oil and gas interests 
together with the availability of sufficient finance 
to bring reserves to economic maturity and 
profitability. 

•	 Note 16 to the financial statements concerning trade 
receivables of US$15.91 million as at 31 December 
2010. The recoverability of these trade receivables 
is dependent on the agreement and successful 
implementation of the potential payment plan to 
deal with these amounts.

The financial statements do not include any 
adjustments relating to these uncertainties and the 
ultimate outcome cannot at present be determined.

We have obtained all the information and explanations 
we considered necessary for the purposes of our audit. 
In our opinion proper books of account have been kept 
by the Company. The Company’s statement of financial 
position is in agreement with the books of account.

In our opinion the information given in the Directors’ 
report is consistent with the financial statements.

The net assets of the Company, as stated in the 
company statement of financial position are more 
than half the amount of its called-up share capital 
and, in our opinion, on that basis there did not exist at 
31 December 2010 a financial situation which, under 
Section 40(1) of the Companies (Amendment) Act, 1983, 
would require the convening of an extraordinary general 
meeting of the Company. 

Deloitte & Touche 
Chartered Accountants and Registered Auditors
Limerick

17 June 2011
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
For The Year Ended 31 December 2010

	 Notes	 2010 	 2009	 
		  US$000		 US$000

	  
Revenue	 4	 44,391		 15,093	 
					    
Cost of sales		  (27,490	)	 (7,721	)	
					    
Gross profit		  16,901		 7,372	 
					    
Administrative expenses	 3	 (3,093	)	      (2,315	)	
					    
Share option expense	 2	 (576	)	        (1,496	)	
					    
Pre-licence costs		  (300	)	 -		
				    
Exploration costs written-off	  12	 (281	)	 (4,932	)	
					    
Foreign exchange (loss)/gain	 5	 (68	)	 1,027	 
					    
Operating profit/(loss)		  12,583		 (344	)	
					    
Finance revenue	 6	 2,328		              134	 
					    
Finance costs	 7	 (4,512	)	     (13,265	)	
					    
Profit/(loss) before taxation	 8	 10,399		 (13,475	)	
					    
Taxation	 9	 (37	)	             (34	)        	
					    
Profit/(loss) for the year		  10,362		 (13,509	)	
					    
Basic earnings/(loss) per share 	 10	 2.19c		 (3.66c	)

Diluted earnings/(loss) per share	 10	 2.18c		 (3.66c	)

 
					    
		  2010 	 2009	 
		  US$000		 US$000
	  
Profit/(loss) for the year		  10,362		  (13,509	)	
					    
Total income and expense recognised in other comprehensive income		 -	 -	 
					    
Total comprehensive income for the year – 
entirely attributable to equity holders		  10,362		 (13,509	)	

On behalf of the Board 

Thomas Anderson                                                                                    Prof. Chris Green
Chairman   		     Director
			                                                                                                               
17 June 2011

CONSOLIDATED INCOME STATEMENT
For The Year Ended 31 December 2010
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	 CONSOLIDATED statement of financial position 			            
	 At 31 December 2010 

	 Notes	 2010 	 2009	 
	  	 US$000		 US$000

					  
Assets					    
Non-current assets					    
Exploration and evaluation assets	 12	 39,733		 20,965	 
Production and development assets	 13	 97,384		 74,767	 
Property, plant and equipment	 14	 140		 210	 
		  137,257		 95,942	 
					    
Current assets					    
Inventories	 17	 145		 91	 
Trade and other receivables	     16(a)	 19,350		 11,675	 
Cash and cash equivalents	 26	 47,114		 22,334	 
		  66,609		 34,100	 
					    
Total assets		  203,866		 130,042	 
					    
Equity and liabilities					    
Capital and reserves					    
Share capital	 20	 8,084		 5,730	 
Share premium	 20	 167,083		 103,336	 
Other reserves	 21	 6,658		 5,999	 
Retained deficit	 23	 (22,958	)	 (34,118	)	
					    
Total equity		  158,867		 80,947	 
					    
Non-current liabilities					    
Convertible loan – debt portion	 19	 24,374		 21,562	 
Derivative financial instruments	 19	 12,246		 14,403	 
Decommissioning provision	 22	 879		 446	 
					    
Total  non-current liabilities		  37,499		 36,411	 
					    
Current liabilities					    
Trade and other payables	 18	 7,463		 12,650	 
Current tax	 9	 37		 34	 
					    
Total current liabilities		  7,500		 12,684	 
					    
Total liabilities		  44,999		 49,095	 
					    
Total equity and liabilities		  203,866		 130,042

On behalf of the Board 

Thomas Anderson                                                                                    	Prof. Chris Green
Chairman   		  Director

			                                                                                                               
17 June 2011	  
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	 COMPANY statement of financial position 			            
	 At 31 December 2010

	 Notes	 2010 	 2009	 
	  	 US$000		 US$000 
Assets					    
Non-current assets					    
Exploration and evaluation assets	 12	 -		 -	 
Property, plant and equipment	 14	 112		 161	 
Investment in subsidiaries	 15	 -		 -	 
		  112		 161	 
					    
Current assets					    
Intercompany and other receivables	     16(b)	 175,352		 109,889	 
Cash and cash equivalents		  3,631		 5,062	 
		  178,983		 114,951	 
					    
Total assets		  179,095		 115,112	 
					    
Equity and liabilities					    
Capital and reserves					    
Share capital	 20	 8,084		 5,730	 
Share premium	 20	 167,083		 103,336	 
Other reserves	 21	 6,661		 6,002	 
Retained deficit	 23	 (43,300)		 (39,835)	 
					    
Total equity		  138,528		 75,233	 
					    
Non-current liabilities					    
Convertible loan – debt portion	 19	 24,374		 21,562	 
Derivative financial instruments	 19	 12,246		 14,403	 
					    
Total non-current liabilities		  36,620		 35,965		
				    
Current liabilities					    
Trade and other payables	 18	 3,947		 3,914	 
					    
Total current liabilities		  3,947		 3,914	 
					    
Total liabilities		  40,567		 39,879	 
					    
Total equity and liabilities		                   179,095		                115,112	

On behalf of the Board 

Thomas Anderson                                                                                    	Prof. Chris Green
Chairman   		  Director

			                                                                                                               
17 June 2011
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	 CONSOLIDATED cash flow statement
 	 For The Year Ended 31 December 2010

 
	 Notes	 2010 	 2009	 
		  US$000		 US$000
	  
Operating activities					    
Net cash generated by operations	 25	 8,979		 1,377		
Taxes paid		  (40	)	 (21	)	
 
					    
Net cash inflow from operating activities 		  8,939		                1,356		
				    
Cash flows from investing activities					    
Payments to acquire exploration and evaluation assets		  (19,307	)	 (12,372	)	
Payments to acquire production and development assets	 (29,703	)	 (25,202	)	
Payments to acquire property, plant and equipment		  (84	)	 (51	)	
Interest received		                     165		                    480	 
					    
Net cash used in investing activities		  (48,929	)	               (37,145	)	

Cash flows from financing activities					    
Issue of ordinary share capital		  70,070		               28,177	 
Share issue costs		  (3,432	)	              (1,958	) 
Interest paid		  (1,800	)	               (1,800	)	
					    
Net cash from financing activities		  64,838		                24,419	 
					    
Increase/(decrease) in cash and cash equivalents		  24,848		 (11,370	)	
					    
Cash and cash equivalents at beginning of year		  22,334		 32,670	 
					    
Effect of foreign exchange rate changes		  (68	)	 1,034	 
					    
Cash and cash equivalents at end of year	 26	 47,114		 22,334	
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	 COMPANY cash flow statement
 	 For The Year Ended 31 December 2010

	  
	 Notes	 2010 	 2009	 
		  US$000		 US$000
	  
Operating activities					    
Net cash used by operations	 25	 (1,121	)	 (122	)	
Taxes paid		  (40	)	 (21	)	
					    
Net cash outflow from operating activities 		  (1,161	)	 (143	)	
					    
Cash flows from investing activities					    
Advances to group undertakings		  (64,697	)	 (53,216	)	
Payments from group undertakings		  -		 907	 
Payments to acquire exploration and evaluation assets		                     (281	)	                   (204	)	
Payments to acquire property, plant and equipment		  (80	)	 (47	)	
Interest received		  36		 441	 
					    
Net cash used in investing activities		  (65,022	)	 (52,119	)	
					    
					    
Cash flows from financing activities					    
Issue of ordinary share capital		  70,070		            28,177	 
Share issue costs		  (3,432	)	               (1,958	)	
Interest paid		  (1,800	)	            (1,800	)	
				    
Net cash from financing activities		  64,838		             24,419	 
					    
Decrease in cash and cash equivalents		  (1,345	)	 (27,843	)	
					    
Cash and cash equivalents at beginning of year		  5,062		 31,862	 
					    
Effect of foreign exchange rate changes		  (86	)	 1,043	 
					    
Cash and cash equivalents at end of year		  3,631		 5,062	
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 	 STATEMENT OF CHANGES IN EQUITY
 	 For The Year Ended 31 December 2010

At 1 January 2009

Issue of share capital

Share-based payment

Reserve transfer

Net loss for the year

At 31 December 2009

Issue of share capital

Share-based payment

Reserve transfer

Net profit for the year

At 31 December  2010

Company

At 1 January 2009

Issue of share capital

Share-based payment

Reserve transfer

Net loss for the year

At 31 December 2009

Issue of share capital

Share-based payment

Reserve transfer

Net loss for the year

At 31 December  2010

Share 
capital

US$000

4,799

931

-

-

-

5,730

2,354

-

-

-

8,084

Share 
premium 

US$000

78,393

24,943

-

-

-

103,336

63,747

-

-

-

167,083

Share 
capital

US$000

4,799

931

-

-

-
 

5,730

2,354

-

-

-

8,084
    

Share-based 
payment 

reserve
US$000

3,186

-

2,828

 (12)

-

6,002

-

1,457

(798)

-

6,661

Share 
premium 

US$000

78,393

24,943

-

-

-

103,336

63,747

-

-

-

167,083

Translation 
reserve
US$000

(3)

-

-

-

-

(3)

-

-

-

-

(3)

Share-based 
payment 

reserve
US$000

3,186

-

2,828

(12)

-

6,002

-

1,457

(798)

-

6,661

Retained 
deficit

US$000

(20,621)

-

-

12

(13,509)

(34,118)

-

-

798

10,362

(22,958)

Retained 
deficit

US$000

(21,529)

-

-

12

(18,318)

(39,835)

-

-

798

(4,263)

(43,300)

Total 
equity 

US$000

65,754

25,874

2,828

-

(13,509)

80,947

66,101

1,457

-

10,362

158,867

Total 
equity 

US$000

64,849

25,874

2,828

-

(18,318)

75,233

66,101

1,457

-

(4,263)

138,528

Consolidated
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	N OTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
 	 For The Year Ended 31 December 2010

1.	 Accounting policies

	 General information	
	 Circle Oil Plc is a company incorporated in Ireland under the Companies Acts 1963 to 2009.         

The 	address of the registered office is given on page 18.

	 Principal accounting policies	
	 The financial statements are based on the following accounting policies which have been 

consistently applied:

	 Basis of preparation	
	 The financial statements have been prepared in accordance with International Financial Reporting 

Standards (IFRSs) and International Financial Reporting Interpretations Committee (IFRIC) 
interpretations adopted for use by the European Union. They have also been prepared in accordance 
with the Companies Acts, 1963 to 2009 and are compliant with the rules of the Alternative 
Investment Market (AIM) of the London Stock Exchange.

	 The financial statements have been prepared on the historical cost basis, as modified by the 
recording of certain financial instruments at fair value through profit or loss.

	 The preparation of financial statements in accordance with IFRS as adopted by the European Union, 
requires the use of estimates and assumptions that affect the reported amounts of assets and 
liabilities at the date of the financial statements and the reported amounts of revenues and expenses 
during the reporting period. Although these estimates are based on management’s best knowledge 
of the amount, event or actions, actual results may differ from those estimates.

	 Judgements used in applying accounting policies and key sources of estimation uncertainty are set 
out in Note 31 to the financial statements.

	                              
	 The financial statements are presented in US dollars rounded to the nearest thousand (US$000) 

except where otherwise indicated.

		 Adoption of new and revised Standards & Interpretations	
	 Standards and Interpretations not affecting the reported results nor the financial position

	 In the current year, the following new and revised Standards and Interpretations have been adopted. 
Their adoption has not had any material impact on the amounts reported in these financial 
statements but they may affect the accounting for future transactions and arrangements.

	 IFRS 3 (Revised 2008) Business Combinations (effective for acquisitions made in accounting periods 
beginning on or after 1 July 2009)/IAS 27 (Revised 2008) Consolidated and Separate Financial 
Statements (effective for accounting periods beginning on or after 1 July 2009) The revisions to these 
Standards has resulted in a higher degree of convergence between IFRS and US GAAP, although some 
inconsistencies remain, which may result in significantly different financial reporting.

	 IAS 39 Financial Instruments: Recognition & Measurement (effective for accounting periods beginning 
on or after 1 July 2009) The revision to this Standard dealt with scope exemption for business 
combination contracts, application of the fair value option and cash flow hedge accounting.

	 IFRIC 9/IAS 39 (amended) Embedded Derivative (effective for accounting periods beginning on 
or after 1 January 2010) The amendments to the Interpretation and Standard clarify that on 
reclassification of a financial asset out of the ‘at fair value through profit or loss’ category all 
embedded derivatives have to be assessed and, if necessary, separately accounted for in financial 
statements.

	 IFRIC 13 Customer Loyalty Programmes (effective for accounting periods beginning on or after 
	 1 July 2010) This Interpretation addresses accounting by entities that grant loyalty award credits to 

customers who buy goods and services.
	 IFRIC 16 Hedges of a Net Investment in a Foreign Operation (effective for accounting periods 

beginning on or after 1 October 2009) This Interpretation addresses whether risk arises from foreign 
currency exposure to the functional currencies of foreign operation and parent entity or foreign 

	 currency exposure to the functional currency of the foreign operation and the presentation currency 
of the parent entity’s consolidated financial statements.
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	N OTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
 	 For The Year Ended 31 December 2010

1.	 Accounting policies (continued) 	
	 IFRIC 17 Distributions of Non-Cash Assets to Owners (effective for accounting periods beginning on or 

after 1 July 2009) This Interpretation addresses how an entity should measure distributions of assets 
other than cash when it pays dividends to its owners.

	 IFRIC 18 Transfers of Assets from Customers (effective for accounting periods beginning on or after 
1 July 2009) This Interpretation clarifies the requirements of IFRSs for agreements in which an entity 
receives from a customer an item of property, plant and equipment that the entity must then use 
either to connect the customer to a network or to provide the customer with ongoing access to a 
supply of goods or services (such as a supply of electricity, gas or water) or to do both.

	 The adoption of these Standards and Interpretations has not led to any changes in the Group’s 
accounting policies.

	 Standards and Interpretations in issue not yet effective	
	 At the date of authorisation of these financial statements, other than the Standards and Interpretations 

adopted by the Group in advance of their effective dates, the following Standards and Interpretations 
were in issue but not yet effective and in some cases had not been adopted by the European Union:

	 IFRS 1 (amended) First Time Adoption of IFRS (effective for accounting periods beginning on or after 	
1 July 2010) The amendments to this Standard address accounting policy changes in year of adoption, 
revaluation basis as deemed cost and the use of deemed cost for operations subject to rate regulation.

	 IFRS 1 (amended) Severe Hyperinflation and Removal of Fixed Dates for First-time Adopters (effective for 
accounting periods beginning on or after 1 July 2011) This amendment addresses how an entity should 
resume presenting financial statements in accordance with IFRS after a period when an entity was unable 
to comply with IFRS because its functional currency was subject to severe hyperinflation.

	 IFRS 7 (amended) Financial Instruments: Disclosures (effective for accounting periods beginning on or 
after 1 July 2011) The amendments to this Standard will allow users of financial statements to improve 
their understanding of transfer transactions of financial assets, including understanding the possible 
effects of any risks that may remain with the entity that transferred the assets.

	 IAS 24 (Revised 2010) Related Party Disclosure (effective for accounting periods beginning on or after 	
1 January 2011) The amendments to this Standard simplify the disclosure requirements of government-
related entities and clarifies the definition of a related party.

	 IAS 32 (amended) Classification of Rights Issues (effective for accounting periods beginning on or after 	
1 February 2010) The amendments to this Standard clarify the classification of instruments that give the 
holders the right to acquire an entity’s own equity instruments at a fixed price when that price is stated 
in a currency other than the entity’s functional currency.

	 IFRIC 14 (amended) Prepayments of Minimum Funding Requirement (effective for accounting periods 
beginning on or after 1 January 2011) The amendments to this Standard permits an entity to treat the 
benefit of early payment of contributions to cover minimum funding requirements as an asset.

	 IFRIC 19 Extinguishing Financial Liabilities with Equity Instruments (effective for accounting periods 
beginning on or after 1 July 2010) This Interpretation clarifies the requirements of IFRS when an entity 
renegotiates the terms of a financial liability with its creditor and the creditor agrees to accept the 
entity’s shares or other equity instruments to settle the financial liability fully or partially.

	 Improvements to IFRS (May 2010) (effective for accounting periods beginning on or after 1 January 2011).

	 The Directors anticipate that all of the above Standards and Interpretations will be adopted in the 
Group’s financial statements in future periods and that these Standards and Interpretations will have 
no material impact on the financial statements of the Group in the period of initial application. 

	 In addition, the Directors are currently considering the impact the following will have on the Group’s 
financial statements.

	 IFRS 9 Financial Instruments (effective for accounting periods beginning on or after 1 January 2013).
	 IAS 12 Deferred Tax: Recovery of Underlying Assets (effective for accounting periods beginning on or 

after 1 January 2012).

	 Basis of consolidation 	
	 The consolidated financial statements include the financial statements of the Company and all 

of its subsidiaries made up to the end of the financial year. Subsidiaries are consolidated in the 
Group financial statements from the date on which control over financial and operating policies 
and decisions is obtained.  All intercompany transactions, balances, income and expenses have been 
eliminated in full on consolidation.



Circle Oil Plc  							       Annual Report 2010

34

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For The Year Ended 31 December 2010

1.	 Accounting policies (continued) 

	 Business combinations

	 Acquisitions of businesses are accounted for using the acquisition method. The consideration transferred in 
a business combination is measured at fair value, which is calculated as the sum of the acquisition-date fair 
values of the assets transferred by the Group, liabilities incurred by the Group to the former owners of the 
acquiree and the equity interests issued by the Group in exchange for control of the acquiree. Acquisition-
related costs are generally recognised in profit or loss as incurred.

	 At the acquisition date, the identifiable assets acquired and the liabilities assumed are recognised at their fair 
value at the acquisition date except that:

•	 deferred tax assets or liabilities and liabilities or assets related to employee benefit arrangements 
are recognised and measured in accordance with IAS 12 Income Taxes and IAS 19 Employee Benefits 
respectively;

•	 liabilities or equity instruments related to share-based payment arrangements of the acquiree or share-
based payment arrangements of the Group entered into to replace share-based payment arrangements of 
the acquiree are measured in accordance with IFRS 2 Share-based Payment at the acquisition date; and

•	 assets (or disposal groups) that are classified as held for sale in accordance with IFRS 5 Non-current Assets 
Held for Sale and Discontinued Operations are measured in accordance with that Standard.

	 Goodwill is measured as the excess of the sum of the consideration transferred, the amount of any non-
controlling interests in the acquiree, and the fair value of the acquirer’s previously held equity interest in 
the acquiree (if any) over the net of the acquisition-date amounts of the identifiable assets acquired and the 
liabilities assumed. If, after reassessment, the net of the acquisition-date amounts of the identifiable assets 
acquired and liabilities assumed exceeds the sum of the consideration transferred, the amount of any non-
controlling interests in the acquiree and the fair value of the acquirer’s previously held interest in the acquiree 
(if any), the excess is recognised immediately in profit or loss as a bargain purchase gain. 

	 Non-controlling interests that are present ownership interests and entitle their holders to a proportionate 
share of the entity’s net assets in the event of liquidation may be initially measured either at fair value or at 
the non-controlling interests’ proportionate share of the recognised amounts of the acquiree’s identifiable net 
assets. The choice of measurement basis is made on a transaction-by-transaction basis. Other types of non-
controlling interests are measured at fair value or, when applicable, on the basis specified in another IFRS. 

	 When the consideration transferred by the Group in a business combination includes assets or liabilities 
resulting from a contingent consideration arrangement, the contingent consideration is measured at its 
acquisition-date fair value and included as part of the consideration transferred in a business combination. 
Changes in the fair value of the contingent consideration that qualify as measurement period adjustments are 
adjusted retrospectively, with corresponding adjustments against goodwill. Measurement period adjustments 
are adjustments that arise from additional information obtained during the ‘measurement period’ (which 
cannot exceed one year from the acquisition date) about facts and circumstances that existed at the 
acquisition date. 

	 The subsequent accounting for changes in the fair value of the contingent consideration that do not qualify 
as measurement period adjustments depends on how the contingent consideration is classified. Contingent 
consideration that is classified as equity is not remeasured at subsequent reporting dates and its subsequent 
settlement is accounted for within equity. Contingent consideration that is classified as an asset or a liability 
is remeasured at subsequent reporting dates in accordance with IAS 39, or IAS 37 Provisions, Contingent 
Liabilities and Contingent Assets, as appropriate, with the corresponding gain or loss being recognised in profit 
or loss. 

	 When a business combination is achieved in stages, the Group’s previously held equity interest in the acquiree 
is remeasured to fair value at the acquisition date (i.e. the date when the Group obtains control) and the 
resulting gain or loss, if any, is recognised in profit or loss. Amounts arising from interests in the acquiree 
prior to the acquisition date that have previously been recognised in other comprehensive income are 
reclassified to profit or loss where such treatment would be appropriate if that interest were disposed of.

	 If the initial accounting for a business combination is incomplete by the end of the reporting period in which 
the combination occurs, the Group reports provisional amounts for the items for which the accounting is 
incomplete. Those provisional amounts are adjusted during the measurement period (see above), or additional 
assets or liabilities are recognised, to reflect new information obtained about facts and circumstances that 
existed at the acquisition date that, if known, would have affected the amounts recognised at that date. 
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	N OTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
	 For The Year Ended 31 December 2010	

1.	 Accounting policies (continued) 

	E xploration and evaluation assets

	 Expenditure relating to the acquisition, exploration and evaluation of oil and gas interests including 
an appropriate share of overheads and financing costs is capitalised based on geographic area. 
Overheads capitalised to exploration and evaluation assets comprise salary and consultancy costs 
and other overheads relating to the acquisition, exploration and evaluation of oil and gas interests 
apportioned in accordance with the time spent by each individual in respect of such assets.

	 Exploration and evaluation assets are classified as tangible or intangible according to the nature 
of the assets acquired. To the extent that a tangible asset is consumed in developing an intangible 
asset, the amount reflecting that consumption is capitalised as part of the cost of the intangible 
asset. If extractable oil or gas is found and, subject to further appraisal activity, which may include 
the drilling of further wells, are likely to be developed commercially, the costs continue to be 
carried as exploration and evaluation assets while progress is made in assessing the commerciality 
of the interest. All such costs are subject to a technical, commercial and management review as 
well as a review for impairment at least once a year to confirm the continued intent to develop the 
discovery.

	 Exploration and evaluation assets are no longer classified as such when the technical feasibility and 
commercial viability of extracting a mineral resource from a geographic area are demonstrable.

	 Production and development assets

	 Following the establishment of the technical feasibility and commercial viability of resources, 
exploration and evaluation assets are reclassified as production and development assets. 

	 Subsequent expenditure is only capitalised to production and development assets when it either 
enhances the economic benefit of the asset or replaces part of the existing asset. Expenses 
associated with the replacement of assets are expensed to the income statement.

	 Production and development assets are stated at cost less accumulated depreciation and 
impairment. Where commercial production has commenced the total capitalised cost plus any 
estimated future costs required to develop the commercial resources are subject to depreciation 
and amortisation on a unit of production basis based on proved and probable resources. 
Depreciation of costs only occurs once commercial resources can be determined and commercial 
production has commenced.

	 Depreciation

	 The Group depreciates expenditure on production and development assets on a unit of production 
basis, based on proved and probable resources, which is the ratio of oil and gas produced in 
the period to the estimated quantity of commercial resources at the end of the period plus the 
production in the period on a geographic area basis.

	 Costs included in this calculation comprise carrying amount of capitalised costs plus the estimated 
future development costs. Changes in the estimates of commercial resources or future development 
costs are dealt with prospectively.

	 Impairment

	 Exploration and evaluation assets are assessed for impairment based on geographic area, on a 
full cost basis, when facts and circumstances suggest that the carrying value of an exploration 
and evaluation asset in the geographic area may exceed its recoverable amount. When facts and 
circumstances suggest that the carrying value exceeds the recoverable amount, an impairment loss 
is recognised in profit or loss. The facts and circumstances considered in assessing whether an 
asset is impaired are:

(i)	 the period for which the Group has the right to explore in the specific area has expired or will 
expire in the near future and is not expected to be renewed;

(ii)	 substantive expenditure on further exploration and evaluation in the specific area is neither 
budgeted nor planned;



Circle Oil Plc  							       Annual Report 2010

36

1.	 Accounting policies (continued) 

(iii) 	 exploration and evaluation of resources in the specific area has not lead to the discovery 
of commercially viable resources in the specific area and the Group has decided to 
discontinue activities in the specific area; 

	 and

(iv) 	 sufficient data exists to indicate that although a development in the specific area is likely 
to proceed the carrying value of the exploration and evaluation asset is unlikely to be 
recovered in full from successful development or by sale.

	 Production and development assets are reviewed for impairment whenever events or changes 
in circumstances indicate that the carrying value may not be recoverable. An impairment loss is 
recognised for the amount by which the assets carrying value exceeds its recoverable amount. 
The recoverable amount is the higher of the asset’s fair value less costs to sell and value in use. 
Production and development assets are assessed for impairment on a geographic area basis.

	 Decommissioning

	 Provision for decommissioning is recognised in full when the related facilities are installed. 
A corresponding amount equivalent to the provision is also recognised as part of the cost of 
the related production and development assets. The amount recognised is the estimated cost 
of decommissioning, discounted to its present value and is reassessed at each statement of 
financial position date in accordance with local conditions and requirements. 

	 Changes in the estimated cost or timing of decommissioning or decommissioning cost estimates 
are dealt with prospectively by recording an adjustment to the provision and a corresponding 
adjustment to production and development assets.

	 The unwinding of the discount on the decommissioning provision is included as a finance cost in 
the income statement over the expected useful life of the geographic area.

	 Pre-licence costs

	 Pre-licence costs are expensed in the period in which they are incurred.
				  
	R evenue recognition

	 Revenue comprises the fair value of consideration received or receivable for the sale of oil and 
gas in the ordinary course of the Group’s activities. Revenue is stated at invoice value after 
deducting sales taxes, excise duties and similar levies. 

	 Revenue from the sale of oil and gas is recognised when the significant risks and rewards of 
ownership have been transferred to a third party purchaser. Transfer of ownership occurs once 
the oil and gas has been lifted or delivered.

	 Interest revenue is accrued on a time basis by reference to the principal outstanding at the 
effective interest rate applicable.

	 Property, plant and equipment

	 Property, plant and equipment are stated at cost less accumulated depreciation and accumulated 
impairment losses. Depreciation is provided on a straight line basis to write off the cost of the 
assets over their estimated useful lives.

	 The annual rates of depreciation are as follows:

	 Office furniture and equipment:			   3-5 Years
	 Computer equipment & software: 			  3-5 Years
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1.	 Accounting policies (continued) 

Taxation

The tax expense represents the sum of the current tax charge and the movement in deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit differs from net profit or 
loss as reported in the income statement because it excludes items of income or expense that are taxable 
or deductible in other years and it further excludes items that are not taxable or deductible. The Group’s 
liability for current tax is calculated using tax rates that have been enacted or substantively enacted by the 
statement of financial position date.

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying 
amount of assets and liabilities in the financial statements and the corresponding tax basis used in the 
computation of taxable profit and is accounted for using the statement of financial position liability 
method. Deferred tax liabilities are generally recognised for all taxable temporary differences and deferred 
tax assets are recognised to the extent that it is probable that taxable profits will be available against 
which deductible temporary differences can be utilised. Such assets and liabilities are not recognised if the 
temporary differences arise from the initial recognition of goodwill or an asset or liability in a transaction 
(other than in a business combination) that affects neither the tax profit nor accounting profit.

Deferred tax liabilities are recognised for taxable temporary differences arising on investments in 
subsidiaries, joint ventures and associates, except where the Group is able to control the reversal of the 
temporary difference and it is probable that the temporary difference will not reverse in the foreseeable 
future.

The carrying amount of deferred tax assets is reviewed at each statement of financial position date and is 
adjusted to the extent that it is no longer probable that sufficient taxable profit will be available to allow 
all or part of the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is settled 
or the asset is realised. Deferred tax is charged or credited in the income statement, except when it relates to 
items charged or credited directly to equity, in which case the deferred tax is also taken directly to equity.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set-off current tax 
assets and liabilities when they relate to income taxes levied by the same taxation authority and the Group 
intends to settle its current tax assets and liabilities on a net basis.

Foreign currencies

The individual financial statements of each Group entity are presented in the currency of the primary 
economic environment in which the entity operates (its functional currency). For the purpose of the 
consolidated financial statements, the results and financial position of each Group entity are expressed 
in United States Dollars (US$), which is the functional currency of the Company and the presentation 
currency for the consolidated financial statements.

In preparing the financial statements of the individual entities, transactions in currencies other than the 
entity’s functional currency (foreign currencies) are recorded at the rates of exchange prevailing at the 
dates of the transactions. At each statement of financial position date, monetary items denominated 
in foreign currencies are retranslated at the rates prevailing at the statement of financial position date. 
Non-monetary items carried at fair value that are denominated in foreign currencies are retranslated at 
the rates prevailing at the date when fair value was determined. Non-monetary items that are measured in 
terms of historical cost in a foreign currency are not retranslated.

Exchange differences are recognised in the income statement as an exchange gain or loss in the period 
in which they arise except for exchange differences on monetary items receivable from or payable to a 
foreign operation and which are recognised in the foreign currency translation reserve and recognised in 
profit or loss on disposal of the net investment.

For the purpose of presenting consolidated financial statements, the assets and liabilities of the Group’s 
foreign operations are expressed in US$ using exchange rates prevailing at the statement of financial 
position date. Income and expense items are translated at the average exchange rates for the period when 
it approximates to the actual rate, otherwise, the actual rate is used. Exchange differences arising, if any, 
are classified as equity and recognised in the Group’s translation reserve. Such exchange differences are 
recognised in profit or loss in the period in which the foreign operation is disposed of. 
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1.	 Accounting policies (continued) 

Share-based payments

The Group has applied the requirements of IFRS 2 Share-based Payment. In accordance with 
the transitional provisions, IFRS 2 has been applied to all grants of equity instruments after 7 
November 2002 that had not vested as at 1 January 2006.

Equity settled share-based payments to employees and others providing similar services are 
measured at the fair value of the equity instruments at the grant date. The fair value determined 
at the grant date of equity settled share-based payments is expensed on a straight line basis over 
the vesting period, based on the Group’s estimate of equity instruments that will eventually vest. 
The impact of the revision of the original estimates, if any, is recognised in profit or loss over 
the remaining vesting period, with a corresponding adjustment to the equity settled share-based 
payment reserve.

For cash settled share-based payments, a liability equal to the portion of goods or services 
received is recognised at the fair value determined at each statement of financial position date.

Where either the remuneration of an employee or fees paid to a consultant, or a portion thereof, 
are charged to an oil & gas project and where that individual has been granted options for which 
a fair value is recognised, then a similar portion of the share option expense is charged to that 
project or projects. 
	
When options lapse, as a result of one of the following (i) the exercise period expiring, (ii) the 
employee leaves and does not exercise within six months of leaving, or (iii) the employee leaves 
before the vesting period expires, the share option expense charge relating to these options is 
transferred from share-based payment reserve to retained earnings at the date of the equity 
instruments lapsing.
 
Pension costs

The Group provides for pensions for certain employees through defined contribution pension 
schemes. The amount charged to the income statement in respect of the scheme is the 
contribution payable in that year. Any difference between amounts charged to the income 
statement and contributions paid to the pension scheme is included in receivables or payables 
in the statement of financial position.

Finance costs

Finance costs of debt are amortised over the term of the related debt using the effective interest 
rate method. Transaction costs are deducted from debt proceeds on initial recognition of the 
liability and are amortised and charged to the income statement as finance costs over the term 
of the debt. 

Under IAS23 Borrowing Costs, a portion of interest payable on loans is capitalised to exploration 
and evaluation assets as the expenditure incurred is deemed to be enhancing the assets and 
therefore a portion of the interest applying to each payment can be capitalised.  

Trade receivables

Trade receivables are measured at initial recognition at their fair value and subsequently stated 
at amortised cost. Appropriate allowances for estimated irrecoverable amounts are recognised in 
the income statement when there is objective evidence that the asset is not recoverable.

Cash and cash equivalents

Cash and cash equivalents consist of cash at bank and short-term bank deposits with a maturity 
of three months or less.
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1.	 Accounting policies (continued) 

Trade payables

Trade payables are measured at initial recognition at their fair value and subsequently stated at 
amortised cost.

Financial assets

Investments in subsidiaries in the Company statement of financial position are stated at cost 
less accumulated impairment.

Financial liabilities and equity instruments issued by the Group

Debt and equity instruments are classified as either financial liabilities or as equity in accordance 
with the substance of the contractual arrangement.

(a)	 Equity instruments

	 An equity instrument is any contract that evidences a residual interest in the assets of 
an entity after deducting all of its liabilities. Equity instruments raised by the Group are 
recorded at the proceeds received net of direct issue costs.

(b)	 Convertible loan – hybrid financial instrument 

	 Where a convertible loan meets the definition of a compound financial instrument the 
component parts are classified separately as financial liabilities and equity in accordance 
with the substance of the contractual arrangements.  However, where, at inception, the 
conversion option is denominated in foreign currency terms such that the option will not 
be settled by the company exchanging a fixed number of its own equity instruments for 
a fixed amount of cash, the convertible loan does not meet the definition of a compound 
financial instrument.  In such cases, the convertible loan (the host contract) is a hybrid 
financial instrument and the option to convert is an embedded derivative.  Attached 
options (options entered into in consideration for entering into the host contract) on 
similar currency terms are also embedded derivatives.  

	 The embedded derivatives are separated from the host contract as their risks and 
characteristics are not closely related to those of the host contract and the host contract 
is not carried at fair value. At each reporting date, the embedded derivatives are measured 
at fair value with changes in fair value recognised in profit or loss as they arise. The host 
contract carrying value on initial recognition is based on the net proceeds of issuance 
of the convertible loan reduced by the fair value of the embedded derivatives and is 
subsequently carried at each reporting date at amortised cost.  The embedded derivatives 
and host contract are presented under separate headings in the statement of financial 
position. 

	 The fair value of the option to convert the loan into shares has been calculated using a 
Binomial Lattice model. 

          Interest expense is calculated using the effective interest rate method.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For The Year Ended 31 December 2010

2.	 Share option expense

	 The fair value of equity settled share-based payments is recognised as an expense in the 
income statement on a straight line basis over the vesting period and a corresponding increase 
is recorded in the share-based payment reserve. For the year ended 31 December 2010 this 
resulted in a charge of US$576,000 (2009: US$1,496,000) in the income statement.

	 Where an individual’s costs, or a portion thereof, is capitalised in oil & gas interests in 
accordance with Group accounting policies and where that individual has been granted options 
for which a fair value has been recognised, then, a similar portion of the share option expense 
is capitalised to that project or projects. For the year ended 31 December 2010 share option 
expense amounting to US$189,000 (2009: US$410,000) has been capitalised in exploration and 
evaluation assets and US$155,000 (2009: US$576,000) has been capitalised in production and 
development assets. See Note 21 (a).

3.	 Administrative expenses
			   2010		               2009	 

		  US$000		 US$000

	 Salaries & consultancy		  3,069		 2,477	 
Professional fees		  861		 659	 
Office overheads		  2,491		 1,929	 
Capitalised to exploration and evaluation assets		  (1,254	)	              (944	)	
Capitalised to production and development assets	 (2,074	)	 (1,806	)	
					    
		  3,093		 2,315

4.	 Segmental reporting

	 The Group has adopted IFRS 8 Operating Segments with effect from 1 January 2009. IFRS 8 
requires operating segments to be identified on the basis of internal reports about components 
of the Group that are regularly reviewed by the chief operating decision maker in order to 
allocate resources to segments and to assess their performance.

	 In the opinion of the Directors the Group has only one class of business, oil and gas exploration, 
development and production and the sale of hydrocarbons. The Group operates within two 
geographical markets, Africa and the Middle East.

	 The following tables represent the activity in each of the Group’s business segments for the 
years ended 31 December 2010 and 2009.
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4. 	 Segmental reporting (continued)

 

 
 

	 Sales revenue from Africa of US$44.39 million (2009: US$15.09 million) consists of US$41.35 million 
in oil sales to  the Egyptian General Petroleum Company (EGPC) in Egypt and US$3.04 million in gas 
sales to Compagnie Marocaine des Cartons et des Papiers (CMCP) in Morocco. Corporate comprises 
mainly corporate expenses, cash and other assets and liabilities not directly attributable to an 
operating segment.

 

 

           	
Africa

US$000

	 44,391

	 (21,903	)

	 (5,587	)

	 16,901

	 (1,564	)

	 15,337

	 -

	 (300	)

	
	 (281	)

	 (98	)

	 -

	 18

	 14,676

	 -

	 14,676

	137,159

	 (7,509	)

	 Africa
	 US$000

	 15,093

	 (4,199	)

	 (3,522	)
	
	 7,372

	 (1,604	)

	 5,768

	 -

	
	 (4,932	)

	 -

	 -

	 4

	 840

	 -

	 840

	 97,922

	 (11,649	)
	

 

2010

Sales revenue 

Cost of sales

Depreciation

Gross profit

Administration expenses

Share option expense

Pre-licence costs

Provision for impairment of 
exploration costs

Finance costs

Finance revenue

Other gains/(losses) 

Profit/(loss) before tax

Taxation

Profit/(loss) after tax

Total assets

Total liabilities

2009

Sales revenue 

Cost of sales

Depreciation

Gross profit

Administration expenses

Share option expense

Provision for impairment of 
exploration costs

Finance costs

Finance revenue

Other gains 

Profit/(loss) before tax

Taxation

Profit/(loss) after tax

Total assets

Total liabilities

	Middle-East
	U S$000

	 -

	 -

	 -

	 -

	 (377	)

	 (377	)

	 -

	 -

	
	 -

	 -

	 -
	
	 -

	 (377	)

	 -

	 (377	)

	 19,975

	 (76	)

	 Middle-East
US$000

	 -

	 -

	 -

	 -

	 (457	)

	 (457	)

	 -

	
	 -

	 -

	 -

	 -

	 (457	)

	 -

	 (457	)

	 9,789

	 (722	)

	 Corporate
	U S$000
	
	 -

	 -

	 -

	 -

	 (1,152	)

	 (1,152	)

	 (576	)
	
	 -

	
	 -

	 (4,414	)

	 2,328

	 (86	)

	 (3,900	)

	 (37	)

	 (3,937	)

	 46,732

	 (37,414	)

	Corporate
	 US$000

	 -

	 -

	 -

	 -

	 (254	)

	 (254	)

	 (1,496	)

	
	 -

	 (13,265	)

	 134

	 1,023

	 (13,858	)

	 (34	)
	
	 (13,892	)

	 22,331

	 (36,724	)

Total
US$000

44,391

(21,903)

(5,587)

16,901

(3,093)

13,808

(576)

(300)

(281)

(4,512)

2,328

(68)

10,399

(37)

10,362

203,866

(44,999)

  

	 Total
	 US$000

	 15,093

	 (4,199	)

	 (3,522	)

	 7,372

	 (2,315	)

	 5,057

	 (1,496	)
	
	
	 (4,932	)
	
	 (13,265	)

	 134

	 1,027
	
	 (13,475	)

	 (34	)

	 (13,509	)

	 130,042

(49,095)
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5.	 Foreign exchange loss

A foreign exchange loss of US$68,000 (2009: gain of US$1.03 million) was debited to the 
income statement in 2010 as a result of the weakening of sterling versus the US dollar and 
includes an unrealised loss of US$33,000 at 31 December 2010 (2009: US$35,000).

6.	 Finance revenue
		  2010		               2009	 
		  US$000		 US$000	 

Interest receivable		  171		 134	 
Gain on fair value of conversion option (Note 19)		  1,922		 -	 
Gain on fair value of additional option to 
subscribe for shares (Note 19)		  235		 -	 
					    
		  2,328		 134	 

The gain on the fair value of the conversion option (relating to the convertible loan) arose mainly 
as a result of a decrease in the Company share price volatility during the year and reduced 
period of time to maturity. The gain on the fair value of the additional option results from the 
option having lapsed during the year.

7.	 Finance costs
		  2010		               2009	 
		  US$000		 US$000	 
Interest payable:					    
Convertible loan		  4,612		 4,100	 
Capitalised to exploration and evaluation assets		  (198	)	 (144	)	
Capitalised to production and development assets		 -		 (1,016)	 
Loss on fair value of conversion option (Note 19)		  -		 10,225	 
Loss on fair value of additional option to subscribe 
for shares (Note 19)		  -		 100	 
Unwinding of discount on decommissioning 
provision (Note 22)		  98		 -	 
					    
		  4,512		 13,265	 

Interest payable relating to the convertible loan includes interest paid of US$1.8 million      
(2009: US$1.8 million), an effective interest expense of US$2.76 million (2009: US$2.24 million) 
and amortisation of transaction costs of US$56,000 (2009: US$56,000).

8.	 Profit before taxation
		  2010		           2009	 
		  US$000		 US$000 
Profit/loss before taxation is stated after charging:				 
Depreciation of property, plant and equipment		  154		 151
Depreciation of production and development assets	 5,587		 3,522
Auditors remuneration – audit fees		  60		 65
                                      – other assurance		  46		 -
                                      –  tax advisory		  5		 7
                                      – other non audit service		  9		 12
				 
Directors’ emoluments				 
- Fees		  173		 171
- Other emoluments (including pension contributions)	 998		 828
- Share-based payment		  805		 2,171
				 
Total Directors remuneration		  1,976		 3,170
	  
	
At 31 December 2010 Directors fees amounting to US$2,000 (2009: US$27,000) were 
outstanding. Details of Director’s remuneration for each Director are provided in the 
Report of the Directors.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For The Year Ended 31 December 2010

9.	T axation

	 Analysis of taxation charge for the year

		                 	 2010		 2009	 
 		  US$000		 US$000

	  
Irish corporation tax:					    
Based on the profit for the year		  -		 -	 
		  -		 -	 
Foreign tax:					    
Based on the profit for the year		  37		 34	 
		  37		 34	 
					    
Total current tax		  37		 34	 

 	 Factors affecting taxation charge for the year

	 The tax due for the year is different to the standard rate of Irish corporation tax. 
	 This is due to the following:

			   2010		 2009	 
		  US$000		 US$000

	  
Profit/(loss) on ordinary activities before tax		  10,362		 (13,475	)	
 
Profit/(loss) on ordinary activities multiplied 

	 by the applicable rate of Irish corporation tax 
	 of 25% (2009:25%)		  2,591		 (3,369	)	

					    
Effects of:				 

	 Utilisation of losses carried forward		   (139	)		 -
	 Losses carried forward		  1,206		 3,369
	 (Lower)/higher rate of tax on foreign income		  (3,621	)	 34
	 Tax charge for year		  37		 34
	  

	 No deferred tax asset has been recognised on accumulated temporary differences as it cannot 
be considered probable that future taxable profit will be available against which the unused 
temporary differences can be utilised. The amount not recognised amounts to US$8.76 million 
(2009: US$9.43 million).

			   2010		 2009	 
		  US$000		 US$000

	  
Deferred tax arising from:					    
Losses forward*		  8,762		 9,434	 
					    
		  8,762		 9,434	 

	
	 *The deferred tax asset not recognised in respect of temporary differences associated with 
	 subsidiaries is US$Nil.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For The Year Ended 31 December 2010

10.	 Basic and diluted earnings/(loss) per share

	 The calculation of the basic earnings/(loss) per share attributable to the ordinary equity 

	 holders of the Company is based on the following data:

			   2010		 2009	 
		  US$000		 US$000 
					    
Profit/(loss) for the year attributable to equity holders of the parent	 10,362		 (13,509	)	
 
The basic weighted average number of ordinary shares 

	 in issue is calculated as follows:					    
					    
Number of ordinary shares in issue at start of year	 412,836,819	  	    348,184,043	 
					    
Adjustment for shares issued during the year		       60,852,358		      20,640,692	 
					    
Weighted average number of ordinary shares		     473,689,177		    368,824,735	 
					    
Basic earnings/(loss) per share		  2.19c		              (3.66c	)	
 
Diluted earnings/(loss) per share		                2.18c		              (3.66c	)	
 

Diluted earnings/(loss) per share is calculated using the weighted average number of ordinary 	
shares assuming the conversion of its potential dilutive equity derivatives outstanding. All 	
of the Group’s potential ordinary shares were dilutive for the year ended 31 December 2010 
which resulted in a decrease in earnings per share. The Group had total potential ordinary shares 
outstanding of 104,714,949 at 31 December 2010 (2009: 122,770,279).

11.     Employees and remuneration
			   2010		 2009	 

		U  S$000		 US$000
	  

Employee costs during the year:					    
Wages and salaries		  1,807		 1,813	 
Share-based payments 		                   805		 2,467	 
Social welfare costs		  179		 140	 
Pension costs		  476		 50	 
		  3,267		 4,470	 
Average number of persons employed:					    
Management and administration		  8		 7	 
Technical & other		  9		 9	 
		  17		 16	

	
The amount noted for share-based payments of US$805,000 (2009: US$2.47 million) refers to the 
non-cash cost of share options awarded to employees during 2009 (See Note 21(a)).

.
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 12.  	 Exploration and evaluation assets 
           

The movement on exploration and evaluation assets relating to oil & gas interests                    	

during the year was:
	
	 Group				T    ransfer to
					     production &
	  	 Opening		  Provision for	 development	 Closing
		  Balance	 Additions	 impairment	 assets	 Balance
	 2010	U S$000	U S$000	U S$000	U S$000	U S$000	 							    

Africa	 11,224	 8,573	 (21)	 -	 19,776	 
Middle-East	 9,741	 10,216	 -	 -	 19,957	 
Other	 -	 260	 (260)	 -	 -	 

	 Total	 20,965	 19,049	 (281)	 -	 39,733	 
							    
				     
2009							    
				     
Africa	 57,537	 2,031	 (4,620)	 (43,724)	 11,224	 
Middle-East	 8,181	 1,560	 -	 -	 9,741	 
Other	 109	 203	 (312)	 -	 -	 
							    
Total	 65,827	 3,794	 (4,932)	 (43,724)	 20,965	 

							        
Additions include capitalised interest under IAS23 of US$198,000 (2009: US$144,000). This 
was calculated by using the actual interest rate on the convertible loan (6%) (See Note 19) and 
applying this to the payments relating to each geographical area for the relevant portion of 
the year.

Oil and gas interests at 31 December 2010 represent exploration and related expenditure on 
the Group’s licences & permits in the geographical areas noted above, full details of which are 
set out in the Operations Review. The realisation of these intangible assets by the Group and 
Company is dependent on the development of economic reserves and the ability of the Group to 
raise sufficient funds to develop these interests. Should the development of economic reserves 
prove unsuccessful, the carrying value in the statement of financial position will be written-off. 

The Directors have considered whether facts or circumstances exist that indicate that 
exploration and evaluation assets are impaired and consider that an impairment loss of 
US$281,000 is required to be recognised as at 31 December 2010. Exploration and evaluation 
assets have been assessed for impairment having regard to the likelihood of further 
expenditures and ongoing appraisal for each geographical area, as described in the Chairman’s 
Statement and Operations Review.
          
Company     
                                                                                                                                
The carrying value of exploration and evaluation assets by geographical area for the Company 
was US$Nil (2009: US$Nil). The Directors have considered whether facts or circumstances 
exist that indicate that exploration and evaluation assets are impaired and consider that an 
impairment loss of US$260,000 is required to be recognised as at 31 December 2010.
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13.  	 Production and development assets 
           
	 The movement on production and development assets relating to oil & gas interests during the 

year was:		
			   Africa		T otal
	 		U  S$000		U S$000
	 Cost	
	 At 1 January 2009		  -		 -	 

					    
Transfer from exploration and evaluation assets		  43,724		 43,724	 
Additions - 2009		  34,565		 34,565	 
					    
At 31 December 2009		  78,289		 78,289	 
					    
Additions - 2010		  28,230		 28,230	 
					    
At 31 December 2010		                  106,519		             106,519	 

	 Accumulated depreciation		  Africa		T otal
			U   S$000		U S$000
	 At 1 January 2009		  -		 -	 

					    
Charge for 2009		  3,522		 3,522	 
					    
At 31 December 2009		  3,522		 3,522	 
					    
Charge for 2010		  5,613		 5,613	 
					    
At 31 December 2010		                      9,135		                  9,135	 

	
	N et book value		  Africa 	T otal
			U   S$000		 US$000	 

					    
At 31 December 2009		  74,767		 74,767	 
					    

	 At 31 December 2010		                    97,384		                97,384	

Additions during the year relate to expenditures incurred on the Group’s interests in the NW Gemsa 
Concession in Egypt and the Sebou Permit in Morocco. They include well appraisal and development 
costs together with construction of facilities and related expenditure.

Depreciation of production and development assets is calculated on a unit of production basis, using 
the ratio of oil and gas produced in the period to the estimated resources at the end of the period plus 
production for the period. This amount is charged to cost of sales in the income statement. Resource 
estimates are based on reports carried out by independent reserve engineers. The reserves that will 
actually be recovered from each licence area will not be known until the end of the life of the licence area. 

The realisation of production and development assets by the Group is dependent on the successful 
operation of the Group’s oil and gas interests in Africa and the continuing availability of adequate 
funding for these interests. Should the operation of the Group’s oil and gas interests prove 
unsuccessful the carrying value in the statement of financial position will be written-off.

The Directors have considered whether facts or circumstances exist that indicate that production and 
development assets are impaired and consider that no impairment loss is required to be recognised 
as at 31 December 2010. Production and development assets have been assessed for impairment 
having regard to the likelihood of further development expenditures and ongoing production for each 
geographical area under the rules of IAS 36 Impairment of Assets. The key assumptions used in this 
impairment test were an independent third party estimate of oil and gas resources, expected sales price 
of oil and gas over the test period of US$90 per barrel of oil and US$10 per mscf of gas. The estimated 
future costs were obtained from both internal and operator projected cashflow forecasts. Both revenue 
and costs were discounted to present value using discount rates of 10%. Below is a table outlining the % 
movement in recoverable amount caused by a 1% increase and decrease in the discount rate. 

			E   gypt		 Morocco	 					    
1% point lower		  13%  increase		 9% increase	 
1% point higher		  13% decrease		 9% decrease	 
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14.  	 Property, plant and equipment 

	 Group	 Office	 Computer		  Office	 Computer	
	  	 equipment	 equipment	T otal	 equipment	 equipment	 Total
		  2010	 2010	 2010	   2009	 2009	 2009
		  US$000	U S$000	U S$000	 US$000	 US$000	 US$000
	 Cost:							     

At 1 January 	 92	 615	 707	 67	 589	 656	
Additions	 -	 84	 84	 25	 26	 51	
 
At 31 December 	 92	 699	 791	 92	 615	 707	
				     
Accumulated 

	 depreciation: 							     
At 1 January	 38	 459	 497	  22	 324	 346	
Charge for year	 19	 135	 154	 16	 135	 151	
							     
At 31 December 	 57	 594	 651	 38	 459	 497	
 
Net book value 

	 at 31 December	 35	 105	 140	 54	 156	 210	

	
	 Company	 Office	 Computer		  Office	 Computer	
	  	 equipment	 equipment	T otal	 equipment	 equipment	 Total
		  2010	 2010	 2010	   2009	 2009	 2009
		  US$000	U S$000	U S$000	 US$000	 US$000	 US$000
	 Cost:							     

At 1 January 	 28	 553	 581	 4	 530	 534	
Additions	 -	 80	 80	 24	 23	 47	
 
At 31 December 	 28	 633	 661	 28	 553	 581	
 
Accumulated 

	 depreciation: 							     
At 1 January	 5	 415	 420	 2	 297	 299	
Charge for year	 6	 123	 129	 3	 118	 121	
 
At 31 December 	 11	 538	 549	 5	 415	 420	
 
Net book value 

	 at 31 December	 17	 95	 112	 23	 138	 161
							       	

Property, plant and equipment refer mainly to office and computer equipment and computer 
software.

15.  	 Investment in subsidiaries

	 Company		  2010	 2009	  
		  US$	 US$	  
Shares in subsidiary companies

	 (unlisted shares) at cost:	 % Owned				  
	  
Circle Oil Jersey Limited	 100%	 4	 4	  
					   
Total					   
		  4	 4	  
	

	 Details of the registered offices of principal subsidiary companies are set out in Note 33 to these 
financial statements.    
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16.	 (a) Trade and other receivables

	 Group		  2010		 2009	 
		  US$000		 US$000

	  
Trade receivables		  18,039		 11,138	 
VAT		  89		 351	 
Prepayments & accrued income		  1,222		 186	 
					    
		  19,350		 11,675	 

     	 (b) Intercompany and other receivables

	 Company		  2010		 2009	 
		  US$000		 US$000

	  
VAT		  15		 33	 
Prepayments		  358		 146	 
Amounts due from Group companies		  174,979		 109,710	 
					    
		  175,352		 109,889	 

Group trade receivables include US$15.91 million (2009: US$8.97 million) relating to amounts due 
from EGPC (the Egyptian State Oil and Gas company) in respect of the sale of oil, of which US$10.78 
million (2009: US$4.94 million) was overdue at year-end (See note 27).  Subsequent to year end the 
overdue amount has increased further.

The Directors have reviewed the position and having regard to correspondence and discussions with 
Vegas Oil and Gas (the NW Gemsa Concession Operator) and EGPC, including a potential payment 
plan to deal with overdue amounts as proposed by EGPC, believe that a provision for impairment is 
not required against the overdue amount.

Included in amounts due from Group companies is US$131.50 million (2009: US$92.73 million) 
representing amounts advanced to other subsidiary companies in relation to expenditure incurred on 
oil and gas interests and US$43.48 million (2009: US$16.98 million) representing cash balances held 
in subsidiary companies. 

The realisation of amounts due from Group companies is dependent on the development of the 
economic reserves of the Groups oil and gas interests including the ability of the Group to raise 
sufficient funds to develop these interests.

Amounts due from Group companies in the Company statement of financial position are stated after 
a provision for doubtful debts of US$6.62 million (2009: US$6.65 million). The movement on this 
provision during the year is as follows:

	 Provision for doubtful debts		  2010		 2009	 
	 	U S$000		 US$000

	  
Opening balance at 1 January		  6,652		 6,769	 
Credit for the year		  (31	)	 (117	)	  
						     
Closing balance at 31 December		  6,621		 6,652	 
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17.	I nventories

Inventories consist of the Group’s portion of crude oil in Egypt at 31 December 2010 amounting 
to US$145,000 (2009: US$91,000).

18.	T rade and other payables

	 Group		  2010		 2009	 
		  US$000		 US$000
	  
Trade creditors and accruals		  7,442		 12,578	 
Other creditors – taxes		  21		 72	 
					    
 		  7,463		 12,650	 

Company		  2010		 2009	 
		  US$000		 US$000
	  
Trade creditors and accruals		  728		 646	 
Other creditors – taxes		  53		 102	 
Amounts due to Group companies		  3,166		 3,166	 
					    
		  3,947		 3,914

19.  	 Convertible loan 

On 11 June 2007, the Company announced the closing of an unsecured convertible loan with 
Kuwait based KGL Petroleum Company (KGL) in the amount of US$30 million due in June 2012 
(the Loan). The Loan bears interest at the rate of six per cent per annum, payable quarterly in 
arrears and is convertible into ordinary shares of the Company at a conversion price of £0.25 
per ordinary share. The Loan also had an additional option whereby KGL could subscribe for an 
additional 15 million shares in the Company at a price of £0.50 per ordinary share exercisable 
during the first three years of the loan agreement. This option lapsed on 8 June 2010.

As the conversion option is denominated in foreign currency terms such that the option will 
not be settled by the Company exchanging a fixed number of its own equity instruments for a 
fixed amount of cash, the convertible loan does not meet the definition of a compound financial 
instrument.  Instead, the convertible loan (the host contract) is a hybrid financial instrument 
and the option to convert is an embedded derivative. Additional options (options entered into in 
consideration for entering into the host contract) on similar currency terms are also embedded 
derivatives. The host contract carrying value on initial recognition is based on the net proceeds 
of issuance of the convertible loan reduced by the fair value of the embedded derivatives and is 
subsequently carried at each reporting date at amortised cost.  

The embedded derivatives are separated from the host contract as their risks and characteristics 
are not closely related to those of the host contract and the host contract is not carried at fair 
value. At each reporting date, the embedded derivatives are measured at fair value with changes 
in fair value recognised in profit or loss as they arise. The embedded derivatives and host 
contract are presented under separate headings in the statement of financial position.
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19.  	 Convertible loan (continued)

The above principles have been reflected as follows:

	 Group and Company		                2010 	 2009
         			U   S$000		              US$000	 

					    
Balance 1 January		  29,721		 29,721	 
Proceeds from issue of convertible loan		  -		 -	 
Loan transaction costs		  -		 -	 

	 Net proceeds from convertible loan		  29,721		 29,721	 
					    
Convertible loan  debt portion – amortised cost		  24,374		 21,562	 
Derivative financial instruments – fair value		  12,246		 14,403		

			   36,620		 35,965	 
					    
Convertible loan debt portion  at  1 January		  21,562		 19,261	 
Interest charged		  4,556		 4,045	 
Interest paid		  (1,800	)	 (1,800	)	
Amortisation of transaction costs		  56		 56	 
					    
Closing convertible loan debt portion – amortised cost	 24,374		 21,562	 
					    
Opening derivative financial instruments – conversion option 	 14,168		 3,943	 
Fair value movement – (gain)/loss (Notes 6 & 7)		  (1,922	)	 10,225	 
					    
Closing derivative financial instruments – conversion option	 12,246		 14,168	 
					    
Opening derivative financial instruments – additional option 	 235		 135	 
Fair value movement – (gain)/loss (Notes 6 & 7)		  (235	)	 100	 
					    
Closing derivative financial instruments – additional option		 -	 235

	
	 The fair value of the conversion option at 31 December 2010 was calculated using a Binomial 

Lattice Model. The additional option lapsed on 8 June 2010 resulting in the fair value of 
US$235,000 at 31 December 2009 being written-back to the Income Statement in 2010.  

	 The key inputs used in each model were as follows:
			   2010 	 2009	 

Conversion option		                                      Binomial Lattice	  
					    
Option Term – years		  1.6		 2.6	 
Share price – pence sterling		                      34.75		                       30.0	 
Risk-free rate (%)		  0.48		 1.25	 
Expected volatility (%)		  35.0		                       67.0	 
Dividend yield		  -		 -	 
					    
Additional option		                                       Black-Scholes	  
					    
Option Term – years		  -		 0.4	 
Share price – pence sterling		                              -		                       30.0	 
Risk-free rate (%)		  -		 0.46	 
Expected volatility (%)		  -		 67.0	 
Dividend yield		  -		 -
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19. 	 Convertible loan (continued)

The volatility rates used in calculating the fair value of conversion option reduced from 67% in 2009 
to 35% in 2010. This was as a result of the historical period over which volatility was measured being 
reduced from three years to 18 months as this was the same time period as the remaining option term.  

The fair value of the conversion option disclosed in the financial statements was determined using a 
valuation technique based on assumptions that are not supported by prices from observable current 
market transactions in the same instrument, it therefore qualifies as a level 3 instrument under IFRS 7 
(revised) Financial Instruments: Disclosures. As the additional option lapsed during the year the fair 
value was not calculated.

 20.	 Share capital & share premium			 
	 		  2010		 2009	 

		  €000		 €000	 
Authorised:					    
2,000,000,000 ordinary shares of €0.01 each 		  20,000		 10,000			
 

	 Issued:	 No. of Shares	 Share Capital		 Share Premium	 
		  US$000		                 US$000	 
					    
At 1 January 2009	 348,184,043	 4,799		 78,393	 
						  
Shares issued in 2009	 64,652,776	 931		 27,246			
				    
Share issue costs	 -	 -		 (2,303	)	  

	 At 31 December 2009	 412,836,819	 5,730		 103,336	 
						  
Shares issued in 2010	 150,516,667	 2,354		 67,716	 
						  
Share issue costs	 -	 -		 (3,969	)	
						  
At 31 December 2010	 563,353,486	 8,084		 167,083

	
	
	 In August 2010 the Company issued 141,666,667 fully paid new ordinary shares in a private placing 

to a number of new investors at £0.30 each for gross proceeds of £42.50 million (US$66.39 million).
      
	 During the year 8,850,000 options were exercised at prices ranging from £0.25 to £0.30 for gross 

proceeds of £2.31 million (US$3.68 million).       
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21.   	 Other reserves

a) Share-based payment reserve

The Company operates a share option scheme for all employees and consultants who devote a 
substantial amount of their time to the business of the Group.

The Company’s policy is to award options on appointment or at an appropriate time thereafter. 
Options granted generally have a vesting period of up to one year, expire six years after the date 
of grant and lapse within six months of the option holder leaving the Group unless otherwise 
determined by the Board.

The Company issued 3,920,000 warrants to Evolution Securities Limited and Fox-Davies Capital 
Limited in August 2010 in connection with the share placing, with an exercise price of £0.30 per 
warrant. A share-based payment charge of US$537,000 arose on the granting of these warrants 
and was charged to share premium with a corresponding credit to other reserves.

Details of the movements of share options outstanding during the year are as follows (monetary 
amounts are denominated in sterling (£), this being the currency in which the shares are quoted):

	                                                                2010                                            2009
		  	W eighted		  Weighted
		  No. of	 average	 No. of	 average
		  share	 exercise	 share	 exercise
		  options	 price	 options	 price
		  000’s		 £		 000’s		 £
	

	 1 January 	 36,020		 0.25		 34,070		 0.24	  
Granted during year	 -		 -		 5,500		 0.30	  
Exercised during year	 (8,850	)	 0.26		 (3,500	)	 0.22	  
Lapsed during year	 (3,500	)	 0.30		 (50)		 0.25	  
31 December	 23,670		                   0.24		 36,020		                 0.25

								   
	 Exercisable at 31 December	 23,670		 0.24		 30,520		 0.24	
	

	
The weighted average share price at exercise date for options exercised in 2010 was £0.35.

	Options outstanding at 31 December 2010 had exercise prices ranging from £0.225 to £0.30 		and 
had a weighted average remaining contractual life of 3.14 years.

The fair value of the options was calculated using a Black-Scholes option pricing model and this 
produced an average fair value of £0.145 for each option. The inputs used in the model were as 
follows:

		               	   	 2010		                  2009	  
Weighted average share price (£)		                               	  -		                       0.30      	
Weighted average exercise price (£)					   -		 0.29	  
Expected volatility (%)					   -		 67	  
Average expected life (years)					   -		 3.0	  
Weighted average risk free rate (%)					   -		 1.85	  
Expected dividend yield (%)					   -		 -

	 Expected volatility was determined by calculating the historical volatility of the Company’s share 
price over a period similar to the expected life of the options.

	 This calculation resulted in a credit to other reserves of US$926,000 (2009: US$2.49 million). An 
amount of US$798,000 (2009: US$12,000) was transferred from share-based payment reserve to 
retained losses as the options to which the initial expense related had lapsed.
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21.   	 Other reserves (continued)

Details of the movements of warrants outstanding during the year are as follows (monetary 
amounts are denominated in sterling (£), this being the currency in which the shares are quoted):

		                                    2010                                              2009
						            Weighted				    Weighted

	 No. of 	 average	 No. of	 average
	 warrants	 exercise price	 warrants	 exercise price
              	 000’s	  £	 000’s	 £	  
1 January 	 1,809	 0.27	 -	 -	  
Granted during year	 3,920	 0.30	 1,809	 0.27	  
Exercised during year	 -	 -	 -	 -	  
Lapsed during year	 -	 -	 -	 -	  
31 December	 5,729	 0.29	 1,809	                 0.27	  
						    
Exercisable at 31 December	 5,729	 0.29	 1,809	 0.27	

	
	
Warrants outstanding at 31 December 2010 had exercise prices ranging from £0.27 to £0.30 and 
had a weighted average remaining contractual life of 2.37 years.

The fair value of the options was calculated using a Black-Scholes option pricing model and this 
produced an average fair value of £0.086 for each option. The inputs used in the model were as 
follows:

		               	   	 2010		                  2009	  

	 Weighted average share price (£)		                         		  	 0.33		                       0.31      	
Weighted average exercise price (£)					   0.30		 0.27	  
Expected volatility (%)					   44		 67	  
Average expected life (years)					   1.5		 1.5	  
Weighted average risk free rate (%)					   1.33		 1.0	  
Expected dividend yield (%)					   -		 -

	Expected volatility was determined by calculating the historical volatility of the Company’s share 
price over a period similar to the expected life of the options.

This calculation resulted in a credit to other reserves of US$537,000 (2009: US$345,000). 

Of the net charge to reserves for the year of US$1.46 million (2009: US$2.83 million) an amount 
of US$576,000 (2009: US$1.5 million) is charged in the income statement, US$189,000 (2009: 
US$410,000) is capitalised to exploration and evaluation assets, US$155,000 (2009: US$576,000) 
is capitalised to production and development assets and US$537,000 (2009: US$345,000) to 
share premium.
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21.   	 Other reserves (continued)

b) Reconciliation of other reserves

	 	Group 
	

		                 2010		                  2009	 
		  US$000		 US$000	 
					    
Opening reserves		  5,999		 3,183	 
Share-based payment		  1,457		 2,828	 
Transfer to retained losses		  (798	)	 (12	)	
 
Closing reserves		  6,658		 5,999	 

Company
	
		                 2010		                  2009	 
		  US$000		 US$000	 
					    
Opening reserves		  6,002		 3,186	 
Share-based payment		  1,457		 2,828	 
Transfer to retained losses		  (798	)	 (12	)	
		   
Closing reserves		  6,661		 6,002

The transfer to retained losses of US$798,000 (2009: US$12,000) relates to share-based payment 
charges on share options granted in 2006 which lapsed during the year. Under IFRS2 Share-based 
payments this charge can be reversed through retained losses once the options have lapsed.

22.	 Decommissioning provision
			                   2010		                  2009	 

		  US$000		 US$000	 
					    
Opening provision		  446		 -	 
Charge for year		  335		 446	 
Unwinding of discount (Note 7)		  98		 -	 
					    
Closing provision		  879		 446

	
	 Decommissioning costs represent the present value of decommissioning costs relating to 

production and development assets in Africa which are expected to be incurred over the 
remaining useful lives of the assets, which are estimated to be between 2010 and 2018. These 
provisions are based on the Group’s internal estimates and operator estimates. Assumptions 
based on the current economic environment have been used which management believe are a 
reasonable basis on which to estimate the future liability. Actual decommissioning costs will 
depend on future market prices of materials required to complete decommissioning. The useful 
life estimates are likely to change as facilities are put in place to increase production.
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23. 	R etained deficit

	 Group 		     2010		 2009	 
		  US$000		 US$000

	  
Opening balance		  (34,118	)	 (20,621	)	
Profit/(loss) for the year 		  10,362		 (13,509)	 
Transfer from share-based payment reserve (Note 21 (b))	 798		 12	 
					    
Closing balance		  (22,958	)	 (34,118	)	
 
Company 		     2010		 2009	 
		  US$000		 US$000

	  
Opening balance		  (39,835	)	 (21,529	)	
Loss for the year 		  (4,263	)	 (18,318	)	
Transfer from share-based payment reserve (Note 21 (b))	 798		 12	 
					    
Closing balance		  (43,300	)	 (39,835	)

	
	 In accordance with S148(8) of the Companies Act, 1963 and S7(1A) of the Companies 

(Amendment) Act, 1986 the Company is availing of the exemption from presenting its individual 
income statement to the Annual General Meeting and from filing it with the Registrar of 
Companies. The Company’s loss for the financial year determined in accordance with IFRS is 
US$4.26 million (2009: US$18.32 million).

24. 	 Reconciliation of movement in shareholders’ funds
	
	 Group 		     2010		 2009	 

		  US$000		 US$000

	 Profit/(loss) for the year		                    10,362		                (13,509	)	
Increase in share capital and share premium		  66,101		 25,874	 
Share-based payment		  1,457		 2,828	 
Increase in shareholders’ funds		  77,920		 15,193	 
					    
Opening shareholders’ funds		  80,947		 65,754	 
					    
Closing shareholders’ funds		  158,867		 80,947	 

	 Company 		     				 
		  2010		 2009	 
		  US$000		 US$000

	  
Loss for the year 		  (4,263	)	 (18,318	)	
Increase in share capital and share premium		  66,101		 25,874	 
Share-based payment		  1,457		 2,828	 
Increase in shareholders’ funds		  63,295		 10,384	 
					    
Opening shareholders’ funds		  75,233		 64,849	 
					    
Closing shareholders’ funds		  138,528		 75,233
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25.  	R econciliation of operating profit/(loss) to net cash generated by operations

	 Group		  2010		           2009	 
		  US$000		 US$000

	  
Profit/(loss) before taxation		  10,399		 (13,475	)	  
Finance revenue		  (2,328	)	 (134	)	  
Finance costs		  4,512		 13,265	 
Decrease/(increase) in trade and other payables		  (2,020	)	 2,069	 
Increase in trade and other receivables		  (8,222	)	 (9,324	)	  
Increase in inventory		  (54	)	 (91	)	  
Impairment of exploration costs		  281		 4,932	 
Foreign exchange loss/(gain)		  68		 (1,034	)	  
Depreciation 		  5,767		 3,673	 
Share option expense		  576		 1,496	 

	N et cash generated by operations		  8,979		 1,377	 

	 Company		  2010		           2009	 
		  US$000		 US$000

	  
Loss before taxation 		  (4,226	)	 (18,284	)	  
Finance revenue		  (2,198	)	 (96	)	  
Finance costs		  4,414		 13,265	 
Increase/(decrease) in trade and other payables		  36		 (92	)	  
(Increase)/decrease in trade and other receivables		  (190	)	 35	 
Provision for subsidiary company losses		  (31	)	 (117	)	  
Foreign exchange loss/(gain)		  86		 (1,043	)	  
Impairment of exploration costs		  281		 312	 
Financial assets written-off		  -		 10	 
Impairment of intercompany receivable		                2   	                    4,271	 
Depreciation 		  129		 121	 
Share option expense		  576		 1,496	 

	N et cash used by operations		  (1,121	)	                (122	)

26.  	 Cash and cash equivalents at year-end

	 The Group’s cash balances at 31 December 2010 of US$47.11 million (2009: US$22.33 million) include 
restricted cash amounts of US$2.25 million (2009: US$1.30 million) relating to bank guarantees issued 
in respect of the completion of certain work programs.
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27.  	 Financial instruments 

	 Fair value of financial instruments

	 The fair value of financial assets or liabilities at fair value through profit or loss for which there is 
not an active market or an available quoted market price is estimated using valuation techniques. 
The Company bases assumptions on market conditions at statement of financial position date 
and the time of performing the valuation and use a variety of techniques, including option pricing 
models or any other valuation technique commonly used by market participants to price the 
instrument that provides reliable estimates of prices obtained in actual market transactions. 
Techniques used incorporate observable market data about the market conditions and other factors 
that are likely to affect these instruments’ fair value.

	 The Group’s financial assets and liabilities stated at carrying amount and fair value are as follows at 
31 December 2010:

          	 	 Carrying                           			   Carrying
		  amount 	   Fair value		  amount/fair value
		  2010	 2010		  2009		

	 US$000	 US$000		  US$000
	  

Trade and other receivables	 19,350	 19,350		  11,675	 
Cash and cash equivalents	 47,114	 47,114		  22,334	 
						   
	  
Convertible loan – debt portion	 24,374	 24,374		  21,562	 
Derivative financial instruments	 12,246	 12,246		  14,403	 
Decommissioning provision	 879	 879		  446	 
Trade and other payables	 7,463	 7,463		  12,650

						   
	 The following sets out the methods and assumptions used in estimating the fair values of financial 

assets and liabilities:

	 Trade and other receivables/payables

	 As both receivables and payables have a remaining life of less than six months, the carrying value is 
deemed to reflect the fair value. (See Notes 16 and 18).

	 Cash and cash equivalents

	 As cash and cash equivalents have a remaining maturity of less than three months, the nominal 
amount is deemed to reflect the fair value.

	 Convertible loan – debt portion

	 Details of the methods and assumptions used in estimating the fair value of the convertible loan – 
debt portion are set out at the start of this note and in Note 19.

	 Derivative financial instruments

	 Details of the methods and assumptions used in estimating the fair value of the derivative financial 
instruments are set out at the start of this note and in Note 19.

	 Decommissioning provision

	 The carrying value of the decommissioning provision is the fair value of discounted future 
cashflows based on estimated costs and timings for well decommissioning.

Risk management

The Group is exposed to a variety of financial risks as a result of its activities. These risks 
include capital management, credit risk, liquidity risk and market risk (including interest rate 
risk, currency risk and price risk). The risk management of the Group is the responsibility of the 
Directors.
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27.	 Financial instruments (continued)

Capital management

The Group manages its capital to ensure that it will be able to continue as a going concern. 
The Group’s overall strategy remains unchanged from 2009.

The capital structure of the Group consists of convertible debt as disclosed in Note 19, cash 
and cash equivalents and equity comprising issued capital and retained earnings as disclosed in 
Notes 20 and 23 respectively.

		  2010		 2009	 
		  US$000		 US$000

	  
Debt					    
Convertible loan debt portion – amortised cost		  24,374		 21,562	 
					    
Derivative financial instruments					    
Derivative financial instruments – fair value		  12,246		 14,403	 
					    
Cash and cash equivalents					    
Cash and cash equivalents		  47,114		 22,334	 
					    
Capital and reserves					    
Issued share capital		  8,084		 5,730	 
Share premium		  167,083		 103,336	 
Retained deficit		  (22,958	)	 (34,118	)	
				 
The Group meets its capital management objectives by close monitoring by the Board of future 
capital expenditure requirements based on both budgeted and actual expenditures. When 
required the Board decide on the mix and level of capital to raise in order to allow all ongoing 
projects to continue without delay.

Credit risk

Credit risk is the risk that a counterparty will default on its contractual obligations resulting in 
financial loss to the Group. The Group has adopted a policy of only dealing with creditworthy 
counterparties. The Group’s exposure to credit risk relates to the carrying value of cash and cash 
equivalents and trade and other receivables which at 31 December 2010 amounted to US$66.46 
million (2009: US$34.01 million).

At 31 December 2010 the aged analysis of trade receivables is as follows:

			  Past due but not impaired		  
		  30-60	 60-90 	 90-120	 >120		
	 Not past due	 days	 days	 days	 days	 Total	
	 US$000	 US$000	 US$000	 US$000	 US$000	 US$000	

2010	 7,256	 2,136	 1,853	 2,071	 4,723	 18,039	

2009	 6,199	 866	 1,347	 1,229	 1,497	 11,138	
 
							     
Of the US$10.78 million overdue (2009: US$4.94 million) no amount has been impaired at 31 
December 2010. The amount is due from EGPC in Egypt. Based on information to hand at the 
date of this report the Directors believe that this amount is fully recoverable and no impairment 
is necessary.
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27.	 Financial instruments (continued)

Liquidity risk

Liquidity risk is the risk that the Group will not be able to meet its obligations as they fall due. The 
Group’s policy throughout the year has been to ensure that it has adequate liquidity by careful and 
regular monitoring of its cashflow forecasts.

The Group manages liquidity risk by regularly monitoring projected cashflows against actual 
casflows. The nature of the Group’s activities can result in differences between expected and actual 
cashflows. A conservative approach to cashflow forecasting is taken as a result of this. Surplus 
cash is kept on deposit which maximises return on funds while ensuring short-term cashflow 
requirements of the Group are met. 

At 31 December 2010 the Group had free cash and cash equivalent balances of US$44.86 million 
(2009: US$21.08 million) and current liabilities of US$7.50 million (2009: US$12.68 million).

The maturity profile of financial liabilities at 31 December 2010 is set out below:

 		  <1 		 1-3	 3 	months	 1-5		
		  month		  months	  	– 1 year	 years		  Total	 

	 US$000		  US$000	  	US$000	 US$000		  US$000	 
2010											       
Convertible loan	 -		  -		  -	 24,374		  24,374	 
Derivative financial

	 instruments	 -		  -		  -	 12,246		  12,246	 
Trade and other

	 payables	 3,977		  2,494		  992	 -		  7,463 
											       
Total	 3,977		  2,494		  992	 36,620		  44,083	 
											       
2009											       
Convertible loan	 -		  -		  -	 21,562		  21,562	 
Derivative financial 

	 instruments	 -		  -		  -	 14,403		  14,403	 
Trade and other 

	 payables	 4,035		  1,627		  2,853	 4,135		  12,650 
											       
Total	 4,035		  1,627		  2,853	 40,100		  48,615	

Market risk

Market risk is the potential adverse change in value caused by unfavourable movements in interest 
rates, foreign exchange or market prices of financial instruments. There has been no change to the 
manner in which the Group manages and measures the risk.

Interest rate risk
The Group’s exposure to the risk of changes in market interest rates relates primarily to the 
Group’s cash and cash equivalent balances. Exposure to interest rate on cash and cash equivalent 
balances is closely monitored and managed. If interest rates rose by 1% the Group’s profit would 
increase and Group equity would increase by approximately US$471,000. A decrease of 1% in 
interest rates would result in Group profit decreasing and Group equity decreasing by the 
same amount.

The Group manages interest rate risk by closely monitoring deposit interest rates applied to funds 
on deposit and maximizing the return without affecting the short-term cashflow of the Group.

Group borrowings comprise of a convertible loan which has a fixed interest rate and is therefore 
not exposed to interest rate risk.
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27.	 Financial instruments (continued)

Currency risk
The Group is exposed to currency risk on bank balances and purchases that are denominated in a 
currency other than the US dollar which comprises primarily of Euro, Sterling and Moroccan Dirham. 
The Group seeks to minimise its exposure to currency risk by closely monitoring exchange rates and 
restricting the buying and selling of currencies to predetermined exchange rates within specified bands.

The Group does not presently utilise swaps or forward contracts to manage its currency exposures, 
although such facilities are considered and be may used where appropriate in the future.

At 31 December 2010 the Group’s foreign currency balances were as follows:

2010		  		 Denominated in
	 Denominated 	 Denominated 	 Moroccan
	 in Euro	 in Sterling		 Dirham	 

	U S$000	U S$000		U S$000
	
Trade and other receivables	 52		 159		 2,203	 
Trade and other payables	 (273	)	 (208	)	 (3,349	)	  
Cash and equivalents	 43		 1,231		 847

2009						  
	
Trade and other receivables	 80		 102		 2,491	 
Trade and other payables	 (270	)	 (194	)	 (2,033	)	  
Cash and equivalents	 14		 3,346		 291

A 5% increase in value of the US$ dollar against the three currencies mentioned above would result 
in an increase in Group profit and an increase in Group equity of US$35,000. A 5% decrease would 
result in an decrease in Group profit and a decrease in Group equity by the same amount.

Price risk
Price risk is the risk that the fair value or future cash flows of a financial liability will fluctuate 
because of changes in market prices (other than those arising from interest rate risk or currency 
risk), whether those changes are caused by factors specific to the individual financial instrument or 
its issuer, or factors affecting similar financial instruments traded in the market. The Group’s overall 
market positions are monitored on a regular basis by the Directors.

The Directors consider that the expected volatility assumption is the most important driver of the 
fair value of the conversion option and additional option. The following table provides an analysis 
of the fair value of these options based on an expected volatility figure five percentage points lower 
and five percentage points higher respectively than the assumptions set out in Note 19:

	 Conversion 	 Additional	T otal	 Gain/
	 option	 option	 options	 (Loss)
Expected volatility	U S$000	U S$000	U S$000	                   US$000 	

2010 
Per Note 19	 12,246	 -	 12,246	 -			 

5% points lower	 11,694	 -	 11,694	                         552	  
5% points higher	 12,804	 -	 12,804	                        (558)	  
				    			 
2009							     
Per Note 19	 14,168	 235	 14,403	 -	  

5% points lower	 13,414	 179	 13,593	                          810	  
5% points higher	 14,906	 297	 15,203	                         (800)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For The Year Ended 31 December 2010

28.  	R elated party transactions

The following related party transactions occured during the year:

(i)	 Transactions between the Company and its subsidiaries, which are related parties, have been 
eliminated on consolidation. Amounts owed by and to such subsidiaries are stated in Note 16 
(b) and Note 18. Transactions between the Company and its subsidiaries were as follows:

		  2010		 2009	 
	 US$000		 US$000	 
					    
Opening balance	 106,544		 56,242	 
Advances during the year	 68,435		 51,209	 
Repayments during the year	 -		               (907	)	  
					    
Closing balance	 174,979		 106,544	 
					    

(ii) Mr. Mohammad Sultan, a Director of the Company, is also a Director of Kuwait based KGL 
Petroleum Company (KGL). KGL provided the Company with the US$30 million unsecured 
convertible loan in 2007. (See Note 19). Interest amounting to US$1.8 million (2009: US$1.8 
million) was paid on this loan during 2010. At 31 December 2010, the amount of interest 
outstanding was US$296,000 (2009: US$296,000).

(iii) 	Mr. Ezzedin Hamyouni, appointed as a Director on 4 June 2010 and resigned as a Director on 
9 June 2011, was also a Director of Libyan Oil Holdings Ltd. (LOH). LOH purchased 100,000,000 
new ordinary shares in the Company as part of the private placing in September 2009 resulting 
in LOH currently holding 17.75% of the Company’s issued ordinary shares.

(iv)	Remuneration of key management personnel

	 Compensation of key management personnel for the year relating to short-term employee 
benefits amounted to US$1.32 million (2009: US$1.44 million). Post-employment benefits 
relating to 2010 and paid during the year amounted to US$137,000 (2009: US$42,000). Post-
employment benefits amounting to US$301,000 relating to prior years was paid in 2010. 
Share-based payment expense (non-cash) for the year pertaining to key management personnel 
amounted to US$805,000 (2009: US$2.17 million). Key management personnel is comprised of 
the Executive Directors and Senior Management of the Company as listed on page 17.

(v)	 During the year an ex-gratia payment of US$331,000 was made to the spouse of David Hough, 
one of the founding shareholders and former CEO and Director of the Company, who died on 
31 March 2010. 

	    

29.   	 Capital commitments
 
The Group has estimated capital commitments at 31 December 2010 amounting to US$43.1 
million which will be payable over the next 2 years. US$27.6 million is estimated to be spent on 
production and development assets in Africa. Spending on exploration and evaluation assets is 
estimated to be US$11.5 million in Africa and US$4.0 million in the Middle-East.

30.    	Subsequent events

There have been no significant or material events since year-end.
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31.	 Judgements in applying accounting policies and key sources of estimation uncertainty

	 Many of the amounts included in the financial statements involve the use of judgement and/
or estimation. These judgements and estimates are based on management’s best knowledge of 
the relevant facts and circumstances, having regard to previous experience, but actual results 
may differ from the amounts included in the financial statements. Information about such 
judgements and estimation is contained in the accounting policies and/or the notes to the 
financial statements, and the key areas are summarised below.

	 Areas of judgement that have the most significant effect on the amounts recognised in the 
financial statements are: 

(i)	 Capitalisation of exploration and evaluation costs 

	 The assessment of whether administration costs and salary costs are capitalised or 		
expensed involves judgement. Management considers the nature of each cost incurred 		
and whether it is appropriate to capitalise it within exploration and evaluation costs.

(ii)	Deferred tax assets

	 The assessment of the availability of future taxable profits involves judgement. A 	
deferred tax asset is recognised to the extent that it is probable that taxable profits 		
will be available against which deductible temporary differences and the carry forward 		
of unused tax credits and unused tax losses can be utilised.

(iii)	Going concern

	 The preparation of the financial statements requires an assessment on the validity of the 
going concern assumption. The validity of the going concern assumption is dependent on 
the availability of adequate financial resources to allow the Group to continue in operational 
existence for the foreseeable future. The Directors have reviewed budgets, projected cash 
flows and other general financial options, and based on this review are confident that the 
Group will be able to secure adequate financial resources to continue in operational existence 
for the foreseeable future. Consequently, the Directors consider it appropriate to prepare 
the financial statements on the going concern basis. Should the going concern basis not be 
appropriate, adjustments would have to be made to the assets and liabilities in the statement 
of financial position of the Group.

	
Key sources of estimation uncertainty that have a significant risk of causing a material 
adjustment to the carrying amounts of assets and liabilities within the next financial year are: 

(i)	 Recoverability of receivables

	 The recoverability of receivables and the necessity, where appropriate, to make provisions 
involves judgement. When facts and circumstances indicate that a provision is required, 
a formal estimate of recoverable amount is performed and a provision recognised to the 
extent that carrying amount exceeds recoverable amount (see Note 16).

(ii)	 Review of exploration and evaluation assets carrying values

	 The assessment of exploration and evaluation assets for any indications of impairment 
involves judgement. When facts and circumstances suggested that an impairment 
exists, a formal estimate of recoverable amount is performed and an impairment loss 
recognised to the extent that carrying amount exceeds recoverable amount. Recoverable 
amount is determined to be the higher of fair value less costs to sell and value in use. Key 
assumptions used by management in determining the recoverability include: future oil 
and gas prices, estimated proved and probable resources and discount rates (see Note 12).
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31.	 Judgements in applying accounting policies and key sources of estimation uncertainty (continued)

(iii)	 Review of production and development assets carrying values

	 The assessment of production and development assets for any indications of impairment 
involves judgement. When facts and circumstances suggested that an impairment exists, 
a formal estimate of recoverable amount is performed using discounted cashflow models 
and an impairment loss recognised to the extent that carrying amount exceeds recoverable 
amount. Recoverable amount is determined to be the higher of fair value less costs to sell and 
value in use. Key assumptions used by management in determining the recoverability include: 
future oil and gas prices, estimated proved and probable resources and discount rates 

	 (see Note 13).

(iv)	 Decommissioning

	 The provision for decommissioning costs is based on management’s best estimate of the 
costs associated with decommissioning the wells in each licence area to return them to their 
original condition. The estimates include certain assumptions with regard to future costs, 
inflation rates and discount rates.

(v)	  Share-based payments

	 The estimation of share-based payment costs requires the selection of an appropriate 
valuation model and consideration as to the inputs necessary for the valuation model chosen. 
The Group has made estimates as to the volatility of its own shares, the probable life of 
options granted, and the time of exercise of those options. The model used by the Group is 
the Black-Scholes model. 

(vi)	 Fair value of embedded derivatives

	 The estimation of the fair value of embedded derivatives requires the selection of an 
appropriate valuation model and consideration as to the inputs necessary for the valuation 
model chosen. The Group has made estimates as to the volatility of its own shares, the 
probable life of options granted, and the time of exercise of those options. The models used 
by the Group are a Binomial Lattice model and the Black-Scholes model.

(vii)	 Reserves and resources

	 The estimates for proven and probable resources are compiled using standard recognised 
evaluation techniques. They are updated annually and prepared and reviewed by independent 
consultants. The estimates use assumptions with regard to the likelihood of resources being 
recovered and recovery factors relating to each level of recovery.

32.  	R egrouping of comparatives

	 Certain comparative figures stated in this report have been regrouped to reflect current 
	 year figures.
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33.  	 Subsidiary undertakings
	
	 The Company’s principal subsidiary undertakings at 31 December 2010, all of which are 
	 wholly owned, are as follows:

Name of Subsidiary	 Registered Office	 Nature of Business
	  
Circle Oil Jersey Limited	 Colomberie Close, 	 Holding Company
	 St. Helier, Jersey.	
	  
Circle Oil Oman Limited	 Colomberie Close, 	 Oil & Gas Exploration
	 St. Helier, Jersey. 	
 
Circle Oil Oman Offshore Limited	 Colomberie Close, 	 Oil & Gas Exploration
	 St. Helier, Jersey.	

	  
Circle Oil Maroc Limited	 Colomberie Close, 	 Oil & Gas Exploration
	 St. Helier, Jersey.
	
	  
Circle Oil Tunisia Limited	 Colomberie Close, 	 Oil & Gas Exploration
	 St. Helier, Jersey.
	
	  
Circle Oil Egypt Limited	 Colomberie Close, 	 Oil & Gas Exploration
	 St. Helier, Jersey.	

	  
Circle Oil Iraq Limited	 Colomberie Close, 	 Oil & Gas Exploration
	 St. Helier, Jersey.	

	  
Circle Oil Namibia Limited	 Colomberie Close, 	 Oil & Gas Exploration
	 St. Helier, Jersey.	

	  
Circle Oil Libya Limited	 Colomberie Close, 	 Oil & Gas Exploration
	 St. Helier, Jersey.	

A full list of subsidiary companies will be filed with the Registrar of Companies.
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Annual General Meeting

NOTICE OF ANNUAL GENERAL MEETING
of

CIRCLE OIL PLC
(the “Company”) 

Notice is hereby given that the Annual General Meeting of Circle Oil Plc will be held at the Burlington Hotel, 
Upper Leeson Street, Dublin 4 at 12 noon on Friday 9 September 2011 to transact the following business:

ORDINARY BUSINESS

1. 	To receive and consider the Report of the Directors and Auditors and the Financial Statements for the 
year ended 31 December 2010.

2. 	To re-elect the following Directors who retire in accordance with the Articles of Association and, being 
eligible, offer themselves for re-election:

	 a. Thomas Anderson 
	 b. Prof. C. D. Green
	
3. To authorise the Directors to fix the remuneration of the Auditors.

SPECIAL BUSINESS 

To consider and, if thought fit, pass the following resolutions: 

As Ordinary Resolutions

4.	 That, the directors be and are hereby generally and unconditionally authorized to exercise all the powers 
of the Company to allot relevant securities of the Company within the meaning of section 20 of the 
Companies (Amendment) Act, 1983 up to a nominal  amount equal to but not exceeding in aggregate 
€563,353 (corresponding to 10%)  of the issued share capital of the Company as of the passing of this 
resolution, provided that this authority shall expire at the close of business on the 9 December 2012 or 
if earlier at the close of business of the next annual general meeting of the Company unless previously 
renewed, extended or revoked by the Company in general meeting, save that the Company may before 
such expiry make an offer or agreement which would or might require relevant securities to be allotted 
after such expiry and the directors may allot relevant securities pursuant to any such offer or agreement 
as if the authority conferred hereby had not expired.

	 This resolution revokes and replaces all unexercised authorities previously granted to the Directors 
to allot relevant securities, but without prejudice to any allotment of shares or grant of rights already 
made, offered or agreed to be made, pursuant to such authorities.

5.	 That, in addition to and without prejudice to the authority pursuant to ordinary resolution number 4 
the directors be and are hereby generally and unconditionally authorized to allot relevant securities 
of the Company within the meaning of section 20 of the Companies (Amendment) Act, 1983 by way of 
amending or extending on one or more occasions the date(s) (including the Final Redemption Date) for 
redemption and conversion of the loan amount of US$30,000,000 (or such lesser amount thereof as 
the directors deem fit) referred to in the Convertible Loan Agreement dated the 8 June 2007 between 
the Company and Circle Link S.à r.L and the allotment of shares consequent on any such redemption 
and conversion.  The authority to allot relevant securities by way of amendment  or extension of such 
dates as aforesaid shall expire at the close of business on the 9 December 2012 or if earlier at the close 
of business of the next annual general meeting of the Company unless previously renewed, extended 
or revoked by the Company in general meeting, save that the Company may before such expiry make 
an offer or agreement by way of amendment or extension as aforesaid which would or might require 
relevant securities to be allotted after such expiry and the directors may allot relevant securities 
pursuant to any such offer or agreement as if the authority conferred hereby had not expired. 
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As a Special Resolution

6.	 That, the Directors are hereby empowered pursuant to Section 24 of the Companies (Amendment) Act 
1983 to allot equity securities (within the meaning of Section 23 of the said Act) for cash pursuant to 
the authority granted pursuant to resolution  4 and 5 as if subsection (1) of the said Section 23 did 
not apply to any such allotment.  Such power shall expire on the expiration or the revocation of the 
authority granted to the Directors pursuant to Section 20 of the said Act for said purposes save that the 
Company may before such expiry make an offer or agreement which would or might require relevant 
securities to be allotted after such expiry and the Directors may allot relevant securities pursuant to any 
such offer or agreement as if the authority conferred hereby had not expired.

By Order of the Board

Brendan McMorrow
Secretary
2 New Wellington Tce.,
O’Connell Avenue, 
Limerick

17 June 2011

This document is important and requires your immediate attention. If you are in any doubt as to the 
action you should take, you should contact an appropriate independent advisor. If you have recently 
sold or transferred all your shares in Circle Oil Plc you should forward this document together with the 
accompanying Form of Proxy, to the purchaser or transferee or the stockbroker, bank or other agent 
through whom the sale or transfer was effected for delivery to the purchaser or transferee.

	 Notes

1	 Any member entitled to attend and vote at the meeting is entitled to appoint a proxy (who need not be a member of the company) 

to attend, speak and vote in his/her place. Completion of a Form of Proxy will not affect the right of a member to attend, speak 

and vote at the meeting in person.

	

2	 To be effective, the Form of Proxy and the power of attorney or other authority, if any, under which it is signed (or a notarially 

certified copy of the power of attorney) must be lodged with the Company’s Registrar, Capita Registrars (Ireland) Limited, P.O.  

Box 7117, Dublin 2 (if delivered by post) or to Unit 5, Manor Street Business Park, Manor Street, Dublin 7 (if delivered by hand) to 

be received not later than 48 hours before the time for holding the Annual General Meeting.

3	 The Form of Proxy in the case of an individual member should be signed by the member or his/her attorney duly authorised in 

writing. In the case of joint holders, the vote of the senior who tenders a vote, either in person or by proxy, will be accepted to the 

exclusion of the other joint holder(s) and for this purpose, seniority will be determined by the order in which the names stand in 

the Register of Members. In the case of a body corporate the Form of Proxy should be given under its common seal or signed on 

its behalf by a duly authorised officer or attorney.

4	 Only those shareholders registered in the Register of Members of the Company as at 5.30pm on 7 September 2011 shall be 

entitled to attend and vote at the meeting in respect of the number of shares registered in their names at that time. 

Annual General Meeting



Glossary of terms

16º API	 Oil Gravity of 16 degrees on the American Petroleum Institute scale
42º API	 Oil Gravity of 42 degrees on the American Petroleum Institute scale
bcf	 Billion cubic feet
bo	 Barrels of oil
bopd	 Barrels of oil per day
EGPC	 Egyptian General Petroleum Company
IAS	 International Accounting Standards
IFRIC	 International Financial Reporting Interpretations Committee
IFRS	 International Financial Reporting Standards
kms	 kilometres
m	 metres
MD	 Measured depth
MM	 Million
MMbo	 Millions of barrels of oil
MMboe	 Millions of barrels of oil equivalent
Mscf	 Thousand standard cubic feet of gas
MMscfd	 Million standard cubic feet of gas per day
ONHYM	 Office National des Hydrodarbures et des Mines
P10         	 Probability of success of 10%
P50 	 Probability of success of 50%
Sq km   	 Square kilometres
TD        	 Target depth
URR        	 Ultimate Recoverable Resources
2D         	 Two dimensional
3D          	 Three dimensional
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