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PETROCELTIC

Chairmman and

Chief Executive’s Statement

Dear Shareholder,

2010 was a year of solid progress for Petroceltic despite
challenging circumstances. The Company has put in
place the resources to exploit its world class discovery
in Algeria and the underlying strategy and investment
case remains strong. The Company is well positioned to
add value within its existing business through an ongoing
exploration and appraisal programme, and is continuing
to explore opportunities to expand its portfolio in areas that
exploit the strengths of our team.

Adding Value in Algeria

In Algeria in early 2010, Petroceltic
completed a five-well drilling
programme  which resulted in the
discovery of the world class Ain Tsila
gas condensate discovery with internal
estimates of most likely gas initially in
place of 6.1 TCF. A two year appraisal
period, ending in April 2012, was
agreed with the Algerian authorities
and a multi-well appraisal programme
commenced in November 2010. The
first well successfully confirmed the
extension of the field to the east and
has increased the proven area and
calculated gas initially in place. On the
second well of the campaign, the mud
losses while driling and log results on
the pilot hole all indicate the interval
is highly fractured with some of these
being open natural fractures whilst
also showing the objective Ordovician
reservoir to be fully gas bearing. Over
the next twelve months Petroceltic plans
to further de-risk the discovery through
the ongoing appraisal programme, the
negotiation of a gas sales confract and
the completion of a field development
plan.

In order fo manage its investment
obligation to the Algerian asset, during
2010 the Company initiated discussions
with third parties with the aim of bringing
in a strong industry partner who can
contributetothelongtermdevelopment
of the asset. Petroceltic has submitted a
proposed farm-out transaction to the
competent authorities and is awaiting
their formal response, which is expected
in the near future. The commercial
effect of the fransaction, if approved,
will be to provide Petroceltic with a
refund of certain historic costs incurred,
as well as a substantial carry on the
current appraisal driling programme.

Additional consideration may also
become payable based on the results
of the programme.

Notwithstanding the political events
that are occurring in North Africa and
across the Middle East, Algeria has
remained stable and largely unaffected
by unrest while Petroceltic’s operations
have progressed without interruption.
However, the Board will continue to
monitor the situation and respond
accordingly should circumstances
change.

Progress in ltaly

In Italy, plans are progressing to drill an
onshore well on the large Rovasenda
oil prospect located on the Carisio
permit early in 2012, As part of the
preparations for driling of the well, the
operatorship of the licence has recently
been transferred from Petroceltic to ENI,
in exchange for access to a substantial
database of proprietary ENI seismic
data in the area of the Carisio licence.
The drilling of the Rovasenda prospect is
a potential company-changing event,
and the management feam is focused
on delivering this well in 2012,

Elsewhere in Italy, Petfroceltic focused
its efforts on the offshore Elsa field in
licence B.R268.RG where a well was
due to be drilled in the fourth quarter of
2010. However, an unexpected change
in Italion environmental legislation
announced in June, in the aftermath
of the Macondo oil spill in the Gulf of
Mexico, resulted in an effective ban on
all driling within five nautical miles of
the coastline and 12 miles of protected
marine areas. This change has
prevented the well from being drilled,
and the licence has subsequently
been suspended, pending clarification

World class Ain Tsila
gas condensate
discovery with most
likely gas initially in
place of 6.1 TCF
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Chairmman and

Chief Executive’s Statement (continued)

of the new legislation, thus preserving
the value of the licence. Although the
industry is actively lobbying the Italian
Government fo reverse the change
in legislation it is unlikely the well will
be drlled in the next 12 months.
However, it is likely that recent events
in North Africa will serve to highlight
the importance of the development
of European indigenous resources for
security of supply reasons, and we
remain opfimistic that Italian legislation
will permit the development of shallow
water offshore oil and gas fields again
in the near future.

Exploration Programme Completed in
Tunisia

In Tunisioa, a two well exploration
programme was completed on the Ksar
Hadada permit. The two wells designed
to test the Sidi Toui and Oryx prospects
were unsuccessful with neither well
finding commercial hydrocarbons.
The Company’s operations in Tunisia
were fully carried as a result of a
farm-out agreement with PetroAsian
Energy Holdings Ltd, a Hong Kong
listed company. Following these two
wells the Company no longer has any
current interests in the country, and
has relinquished its interest in the Ksar
Hadada permit.

Successful Placing, Strong Balance
Sheet and Investor Base

Cash and cash equivalents at the
year-end were US$82.2 million and
the Company had no bank debt. This
followed the successful share placing
completed in April 2010, which raised
net proceeds of US$118.9 milion for the
Company.

In January 2010 lberdrola S.A. informed
the Board that, in line with its general
asset disposal programme  designed

to realise €2.5 billion in divestments of
non-core assets, it wished to dispose of
its investment in Petfroceltic, and, with
the agreement and active support of
Petroceltic, successfully placed its 15.7%
holding with a consortium of our existing
investors. The combination of the
Iberdrola placing and the further share
placing in April 2010 have considerably
strengthened the Company’s
shareholder base with many large
institutional investors now occupying
prominent positions on our shareholder
register and we look forward to their
continued support at this exciting phase
in the Company’s growth.

Revenue from the Kinsale gas fields in
2010 increased slightly o US$270k (2009:
USS210), with marginally higher gas
prices offsetting lower production. The
Company'’s loss for the year increased
to US$12.6 milion (2009: USS$6.1 million)
primarily due to the write-off of historical
exploration costs associated with the
withdrawal from the Ksar Hadada
permit in Tunisia. These costs mainly
relate to activities prior o the PetroAsian
farm-out in 2009.

A Strengthened Board

The Board was pleased to appoint Tom
Hickey as Corporate Development
Director in November. Tom brings with
him a wide range of skills and experience
gained during his long service as CFO of
Tullow Oil where his tenure coincided
with a hugely successful period for
that company. Tom’s appointment
underlines Petrocelfic’'s ambition to
continue to grow its business over the
coming years and significantly increases
our capacity for deal-making and
execution.

Cash and cash
equivalents at the
yearend were
US$82.2 million and
the Company had
no bank debit.



The Petroceltic Board recognises
the importance of good Corporate
Governance and is committed tfo
business integrity across the Group’s
activities, which it views as an integral
part of managing the Group’s business.
The Company is committed to the
highest ethical standards in all aspects
of business and expects the same from
its employees, confractors and agents
worldwide. We comply with relevant
national and international laws and act
in accordance with local operational
guidelines and regulations, including
those which are industry specific. We
fry to create value for our stakeholders
and fulfii the obligations we have in
the countries where we operate
and fowards those with whom we
have dedlings: employees, business
partners, suppliers, competitors, host
governments, shareholders and the
community af large. We recognise that
our reputation for behaving well and
doing the right thing enables us to
access new business opportunities, to
partner with new host governments and
ultimately build lasting relationships with
countries, communities, partners and all
other stakeholders, which are the key
components of value creation in oil and
gas exploration and development.

In Health, Safety and Environmental
policy, we set targets for HSE
performance, and monitor
performance in all areas. In 2010,
we had 431,472 million operational
manhours, with one lost time incident,
giving a lost time incident frequency of
2.31 per milion man-hours.
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In 2010, we reviewed and strengthened
the terms of reference for all Board
committees, and published these
on our website. The Board has also
conducted a board effectiveness
review, and continues to review
methods and practices to make the
Board more effective, and to provide
entrepreneurial  leadership to  the
Company, within an effective overall
control structure which enables risk to
be accurately identified, assessed and
mitigated.

2010 was a challenging year as the
Company focused on delivering the
next phase of the Algerion appraisal
programme but was frustrated in ifs
planned exploration programme in
[taly. 2011 has begun positively with
two successful appraisal wells in Algeria.
We are happy that the results of the
appraisal programme, dllied to the
initiation of the gas marketing discussion
and pre-development planning,  will
result in a substantial increase in the
value of the Ain Tsila asset during 2011.

Petroceltic has strong growth ambitions
and we will continue to complement
our organic growth programme
by confinuing to pursue corporate
and asset acquisition  opportunities
appropriate to our resources and
strategy. However, the Board will remain
vigilant with regard to the changing
political conditions that are sweeping
the Middle East - North Africa regions
and pay particular attention  to
balancing the risks involved with the
potentially exciting opportunities that
may become available.

-

We would like to thank Petroceltic’s
shareholders for the strong support which
they have shown for the Company
during the last twelve months. We
are opftimistic that this support will be
rewarded with growth in shareholder
value in the coming year when we
hope to demonstrate the value in our
existing assets and take advantage of
the growth opportunities in our area of
focus.

-

We would also like to thank Petroceltic’s
staff and contractors, our partners and
other stakeholders for all their hard
work and loyal support in bringing the
Company tfo this exciting stage in its
development and we look forward
with considerable optimism to the years
ahead.

On behalf of the Board of Directors,

Q@SS

Robert Arnoitt,
Chairman

ﬁ;ﬁ._ 0 Cotate

Brian O’Cathain
Chief Executive
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strong
progress

PSC extended until April 2012 -
Addendum signed

Multi-disciplinary appraisal team established
for Ain Tsila and satellite discoveries

Appraisal work confirms large GIIP
resource at Ain Tsila (6.1 TCF P50)

o 2000 HP rig - Dalma No. 12 -
il contracted for 3 wells plus options

Services tendered and contracted for
multi-well drilling and testing campaign

First 3 appraisal well locations
approved by Sonatrach




Operational review

ALGERIA

lizi Basin, Isarene PSC (Blocks 228/229A) -
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Petroceltic 756% Interest, Sonatrach 25% Interest

Petroceltic was awarded the Isarene Production Sharing
Contract ("PSC”) in April 2005, for a five year period,
as Operator with a 75% equity interest, partnered with
Sonatrach, the Natfional Oil and Gas Company of Algeria,

with 25% interest.

The minimum work commitment for the
PSC was 600km of 2D seismic and one
exploration well in the First Exploration
Period (2005 to 2008) and 100km of
2D seismic and one exploration well
during the Second Exploration Period
(2008 to 2010). Both exploration wells
were to target the Cambro-Ordovician
formation. Petroceltic substantially
exceeded these minimum work
programme requirements by acquiring
892 square kilometres of 3D and 178km
of 2D seismic, reprocessing more than
5000km of pre-existing 2D seismic and
driling seven wells (five to Cambro-
Ordovician). This work programme
yielded four discoveries - Isarene North
East ("INE”), Isarene North West ("INW™),
Hassi Tab Tab ("HTT”) and Ain Tsila ("AT").
Under the ferms of the PSC, and on
completion of the agreed minimum
work programmes, Petroceltic was
permitted to apply for a PSC Extension
Period of up to two years to allow further
appraisal of these discoveries.

Four delineation areas were defined
and documented in an addendum
to the PSC as were the agreed work
programmes for each delineation area.
The agreed work programmes for the
two year extension period consist of
three firm and one optional well (Ain
Tsila area) and 350kms 2D reprocessing
spread between INE, INW and HTT
areas. The delineation period runs from
26th April 2010 to 26th April 2012.

In April 2010, Petroceltic established
a dedicated multi-disciplinary
appraisal tfeam focused on the
compilation, synthesis and integration
of all geological, geophysical and
reservoir engineering data relating to
the 2009 Ain Tsila gas condensate
discovery. This analysis included:
the complete sedimentological
and diagenetic characterisation
of vintage Ordovician cores in fen
old wells plus new cores in the three
wells driled in 2009; integrated
petrophysical evaluation of wireline
logs in all relevant wells; fracture
characterisation of the Ordovician
reservoir based on image log analysis,
3D seismic interpretation and attribute
analysis; geomechanical and
reservoir flow characterisation of the
Ordovician reservoir based on in situ
stress measurements and evaluation
of fest results; construction of a field
wide reservoir model populated with
rock properties and locally with a
discrete fracture network. This model
confirmed the large GIIP resource
present at Ain Tsila (P90-P50-P10 range
2.9-6.1-13.7 TCF) and provides a model
template which will be refined and
updated with results from the ongoing
field appraisal campaign in 2011. This
model will form the basis of the Final
Discovery Report (Field Development
Plan) to be submitted to Sonatrach
before the end of the appraisal
extension period and ultimately wiill
influence the range of development
options for the field.

In addition fo the sub-surface
geoscience work, a number of
studies were carried out with respect
to wellbore stability issues and
formation/drilling  mud/fracturing
fluid interactions. These studies were
necessary to establish a variety of
wellbore design and hydraulic
stimulation options with a view to
optimisation of well type, stimulation
design and completion strategy
during the 2011 appraisal campaign
and for future field development.

A rig contract for three firm wells and
further optional wells was signed with
Dalma Energy LLC, a Dubai based
driling contractor, for their land rig
No. 12, a 2000 horsepower drilling rig.
In addition, over 25 drilling, testing
and ancillary service contracts were
tendered and awarded in late 2010.
The partnership approved the first
three appraisal locations (AT-4, AT-5
& AT-6) and site preparations were
completed for AT-4 (vertical) and
AT-5 (vertical pilot and horizontal side-
track) and were at an advanced
stage for AT-6 (vertical) at year end.

The appraisal drilling campaign
started on the 16th November 2010,
with the commencement of driling at
well AT-4. This well reached total depth
of 2142 metres on 18th December
2010, having successfully cut and
recovered 48 metres of core in the
objective Ordovician Unit IV reservoir
sequence. AT-4 was the first well to be
drilled on the eastern flank of the field
and was drilled and completed within
budget. The principal objective of
the well was to determine the nature
and extent of the gas in place in this
previously undrilled area of the field.
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ALGERIA

Algiers
O

TUNISIA

Hassi
{ Messaoud

ALGERIA
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@ -OilFields
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D - PCI's Delineation Areas

I:l - Area to be relinquished

@® - Exploration Phase well

O - Appraisal Phase well

Hassi Tabtab

40 km

The well encountered a gross gas
column of 155 metres with no gas-water
contact observed during petrophysical
evaluation. Additionally, static reservoir
pressure readings indicated that the
main Ordovician gas reservoir in this
area is in the same pressure regime as
that encountered at wells AT-1, AT-2,
and AT-3. Completion operations on
the well finished on 27th December
2010 when the well was suspended,
pending rigless fracture stimulation and
flow testing.

The testing programme initially involved
the perforation, fracture stimulation
and then isolation of the lower zone
with a sand plug. Following this, the
upper zone was also perforated and
fracture stimulated, the well cleaned
out and the two zones flowed together.

The well flowed with a combined rate of
1.35 mmscf/d of gas (1593 cubic metres/
hour) and 450 bwpd of water with a
flowing wellhead pressure of 160 PSIG on
a 48" choke. After isolation of the lower
zone to reduce water production, the
upper zone was flowed separately at
1 mmscf/d of gas (1180 cubic metres/
hour) with an associated 250 bwpd.
It is likely that the induced fractures
in the well have extended below the
current field gas-water contact info an
underlying aquiferresultingin the volumes
of produced water seen. This volume of
water reduced the gos flow to rates
significantly lower than anticipated from
this well. Testing and sampling operations
at AT-4 have been completed and the
well has been suspended.

Appraisal well AT-5 was spudded on
9th January 2011 and the well reached
its total depth of 2049 metres on 2nd
March. Well AT-5 is being driled to



test a major “pop-up” feature in
the north of the field and is located
approximately 4km east of the Al-1
well. The “pop-up” feature is one of
many such structures typical of the
northern part of the field and it is
anficipated that these features are
associated with high natural fracture
density and thus potentially enhanced
un-stimulated gas productivity. Mud
losses while drilling, fogether with core,
conventional logs and image logs
from AT-5 all indicate the interval is
potentially highly fractured with some
of these being open natural fractures.

Logs at AT-5 showed the objective
Ordovician reservoir to be fully gas
bearing, and a gross gas column of
75.5 metres was logged, with no gas
water conftact seen in the well. The
overall hydrocarbon pore volumes
encountered at this location were
significantly in excess of the pre-drilling
prognosis. The well was cored with 29
metres of core being recovered from
the objective reservoir section.

Itis anticipated that the Final Discovery
Report (Field Development Plan) for
the Ain Tsila gas-condensate discovery
(and the peripheral INE-INW-HTT,
shallower Devonian discoveries) will
be submitted to Sonatrach in January
2012. A key objective of the appraisal
programme will be to confiim the
most likely recovery factors for
these discoveries, to optimise the
development plans, and establish the
plateau production profiles for gas
sales contract discussions.

ANNUAL REPORT AND FINANCIAL STATEMENTS 2010

Hydraulic Fracturing

Hydraulic fracturing is the process used to create fractures in rocks in order
to increase the rate at which oil or gas can be produced from a reservoir.

Fracturing is used in tens of thousands of wells annually - approximately 90%
of the natural gas wells in the United States currently use hydraulic fracturing
to produce at economic rates. Petroceltic has carried out hydraulic
fracturing operations in the Ordovician reservoir of the Ain Tsila Field.

Variations in the quality of the Ordovician reservoir means that, locally, the
porosity and permeability characteristics of the rock are insufficient to allow
natural gas to flow from the rock into the wellbore at economic rates.

A hydraulic fracture is formed by pumping fracturing fluid (mainly water)
into the wellbore. The resulting pressure causes the formation to crack along
existing fractures and to create new ones. When the high pressure pumping
is stopped the fractures are held open by a proppant material (usually sand
grains) which has been added to the fracturing fluid.

These hydraulic fractures create high permeability pathways through which
gas can flow into the well. They also dramatically increase the surface area
of the reservoir in contact with the wellbore - thereby increasing both the rate
at which gas can be produced but also the ultimate recovery of gas from
the reservoir.
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Agreed to transfer of operatorship of
Carisio permit to Eni
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Rovasenda prospect to be drilled 2012

Ronsecco permit, located in the Western Po
Valley, awarded 29th November 2010

US$26 million farm-out and investment
agreement for Elsa-2 offshore well with Orca
Exploration and Gemini Oil & Gas Fund.
Petroceltic retains operatorship and

55% interest

Elsa permit suspended, preserving value
5 1 whilst impact of offshore drilling
&1 ban is clarified
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Operational review (continued)

ITALY

B.R268.RG Permit (Elsa Discovery) - Petroceltic 55% Interest
Central Adriatic Area Permit Applications - Petroceltic 100% Interest

Po Valley Permits - Petroceltic 47.5% (Carisio); 100% (Ronsecco, Case Sparse) 50% (Vercell)
Sicily Channel Area - Petroceltic 50% (d.358C.R & d.29G.R Exclusive Permit Applications);

37.5% (Licata Exclusive Permit Application)

Gulf of Taranto - Petroceltic 100% (d151D.R-EL Exclusive Permit Application)

During 2010, Petroceltic continued to grow and mature its
substantial portfolio of exploration assets in Italy, despite
challenging conditions for offshore activity created by the
passing of Legislative Decree 128 (D.L.128) in August.

Petroceltic’s current Italian portfolio
consists  of four permits (three
operated) in the western Po Valley
and two permits (one operated) in
the central Adriatic area. The portfolio
also contains 14 offshore Applications
(of which 13 are exclusive and 12
operated) in the Central Adriatic, Gulf
of Taranto and Sicily Channel areas.

B.R268.RG Permit (Elsa Discovery) -
Petroceltic 55% Interest

Following assumption of Operatorship
of the B.R268.RG Permit (the Elsa
Discovery) in January 2010 through
farm-in to Vega Oil S.p.A.’s interest,
Petroceltic concluded an agreement
to farm-out 15% working interest to
Orca Exploration Group Inc. and
an investment agreement was
signed with Gemini Oil & Gas Fund
I, LP. These agreements together
contributed US$26 million of planned
funding fowards the Elsa-2 well and
would have resulted in a Petroceltic
working interest of 55% on completion
of driling operations.

Plans to appraise the Elsa discovery by
driling and testing an Elsa-2 well were
put on hold following the passing of
D.L.128 in August 2010 by the Italian
Parliament. The decree states that
it does not apply to “existing fitles”;
however the actual impact of the

low on existing exploration licences
is as yet unclear. As a consequence
of this, Petroceltic and its partners
have extended existing agreements
pertaining fo the farm-out of this
permit, including the funding
arrangements.  Petroceltic  has
received approval from the Ministry of
Economic Development to “suspend”
the licence unfil interpretation issues
concerning the impact of D.L.128 on
the licence have been clarified. The
impact of this suspension is to preserve
the economic value of the licence
whilst the meaning and full impact of
D.L.128 is resolved.

Petroceltic confinues to work with
Assomineraria, the Italion E&P industry
organisation, and its partners to clarify
the precise legal interpretation of
the Decree, and also to lobby to
have the decree modified to clearly
protect areas where investments have
already been made.

The substantialresource potentialof the
B.R268.RG permit has been confirmed
by the Competent Person’s Report
from TRACS International Consultancy
Ltd. which assigns Gross Contingent
Resources of 34-95-187 MMbbils oil
(Low-Best-High case estimate) to the
Elsa Discovery and Gross Prospective
Resources of 27-54-107 MMbbls oil to

the adjacent Elsa West Prospect. A
review of scoping development plan
scenarios indicates that both fixed
platform and floating development
options are economically viable for
Elsa. The Elsa-2 well is planned to be
drilled close to the existing discovery
well, Elsa-1, in which 65 metres oil
column was logged in 1992.

Central Adriatic Area Permit
Applications - Petroceltic 100% Interest
Following D.L. 128 a number of Central
Adriatic  Permit Applications were
combined and re-perimetered to
exclude areas covered by the driling
moratorium, such that there are now
nine exclusive permit applications in
the Central Adriatic. Under the terms
of the Elsa-2 farm-out agreement,
Orca Exploration is entitled to a 15%
working interest in these permits on
final decree. The evaluation of these
areas has been progressed based
on integration of the 1100kms of 2D
seismic data purchased from ENI in
2009. Preliminary interpretation of
this data indicates that a substantial
prospect inventory is present in the
proven play fairway along the Apulian
Carbonate Platform margin, in water
depths of between 30 and 150 metres.
The applications outside the area
impacted by D.L.128 are progressing
well through the normal channels
for licencing, and it is expected that
these licences will be awarded from
mid-2011 onwards.
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TARANTO

INTERESTS

PETROCELTIC’'S
SICILY CHANNEL
INTERESTS

Po Valley Permits - Petroceltic 47.5%
(Carisio); 100% (Ronsecco, Case
Sparse) 50% (Vercelli)

Petroceltic operates three of its four
permits in the western Po valley area.
During 2010 the main focus of activity
has been maturation of the sub-thrust
Rovasenda prospect in the Carisio
permit. 2D seismic reprocessing has
resulted in substantial improvement
in seismic imaging and increased
confidence in the presence of a valid
tfrap. The large oil-prone prospect
is analogous to the neighbouring
Triassic Villafortuna oil field though
reservoir depth at Rovasenda is
considerably shallower (circa 4kms)
than at Villafortuna (>6kms). In the
success case, Rovasenda could be
developed via the existing Villafortuna
facilities which have spare processing
capacity. Current volumetric estimates
indicate an unrisked Stock Tank Oil
Initially In Place ("STOIIP”) volume of 680
MMbbls with prospective recoverable
resources of 270 MMbbils. Discussions
concerning the operatorship of
the Carisio Permit were successfully
concluded in March 2011, resulting
in fransfer of operatorship fo ENI in
return for 550km of existing 2D seismic
data on the Ronsecco permit, plus
access to reprocessed 2D seismic
data and other technical studies in
the Carisio permit. The Rovasenda
prospect is planned for driling in the
first half of 2012, subject to approval
by the relevant ministries and local
authorities.



Sicily Channel Area - Petroceltic 50%
(d.358C.R & d.29G.R Exclusive Permit
Applications); 37.5% (Licata Exclusive
Permit Application)

Petroceltic’s Sicily Channel portfolio
consists of four permit applications, of
which three are exclusive, all located
in the vicinity of ENI’'s Panda, Argo and
Cassiopea Pliocene gas discoveries
currently under development with first
gas scheduled for 2013.

In 2010 Petroceltic reached
agreement with Northern Petroleum
concerning competing applications
for licences d358C.R-EL and d29G.R-
NP, resulting in joint exclusive permit
applications, with Petroceltic
designated operator for d358C.R-EL
and Northern Petroleum designated
operator for d29G.R-NP. In each of
these applications Petfroceltic and
Northern hold their interests 50%/50%.

Gulf of Taranto - Petroceltic 100%
(d151D.R-EL Exclusive Permit Application)
Petfroceltic has an exclusive permit
application in the Gulf of Taranto,
offshore Calabria, located along the
main Val D*Agri oil field trend.
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taly Exploration - Rovasenda

Oil exploration in ltaly started around 1860 near the city of Parma, when the
Achille Donzelli company drilled two shallow wells and successfully found oil.

Today Italy is the most hydrocarbon endowed country of southern Europe,
with total discovered reserves (produced+remaining) of approximately 1840
million barrels of oil and 30 trillion ft* of gas.

In Northern Italy, Petroceltic holds four licences in the Po Valley, near Milan. In
this region, major discoveries made during the 1980’ s included Gaggiano
(1987) and Villofortuno-Trecate (1984).

Initial flow rates from wells at Villafortuna approached 8000 bopd and oil
produced in this region is classed as ‘light’ crude of 42 API gravity. Initial field
reserves were over 230 million barrels, however the field is now mature, with
substantial spare capacity in pipelines and associated facilities.

Petroceltic’s Rovasenda prospect, which is located in the Carisio permit 21 km
from Villafortuna, is scheduled for drilling in 2012. Rovasenda is a very material
Triassic prospect with potential resources in excess of 270 million barrels. In the
event of success, production from the field could be tied in through the existing
Villafortuna facilities,
while further exciting
exploration potential

! TRECATE

FACILITIES

Rovasenda Prospect'
270MMbbls

also exists in the nearby
Case Sparse, Ronsecco
and Vercelli Licences.

Petroceltic holds 47.5%
of the Carisio permit,
100% of the Case
Sparse and Ronsecco
permits and 50% of the
Vercelli permit.

Asti Nord Lead
>200MMbbls

LEGEND

[[] PetrocelticAcreage @) oitfietd (Q) Triassic Prospect (@) Miocene Prospect === Oil Pipeline === Gas Pipeline
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Operational review (continued)

TUNISIA

& NEW VENTURES

Ksar Hodada Permit - Petroceltic 27.03% Interest

(fransferred to partners in January 2011)

In Q3 2009, a Petroceltic office and organisation was
established in Tunis to provide in-country support and
management for a seismic acquisition and two well drilling
campaign on the Ksar Hadada Permit in southeastern

Tunisia.

The permit covered more than 5600km?
of the northern Ghadames Basin, a
prolific hydrocarbon province in eastern
Algeria, western Libya and southern
Tunisia. On the back of a successful
farm-out in the first half of 2009, over
100km of 2D seismic acquisition and
processing was completed in late 2009.
Petroceltic commenced the two well
driling campaign in July 2010 with the
Oryx-1 exploration well. Although oil
shows were encountered in both the
upper and lower Ordovician reservoir
units, log analysis indicated that no
significant oil saturation was present in
the reservoirs at this location. The Oryx-
1 well was drilled substantially under
budget and without incident. The well
was plugged and abandoned, without
testing, and the rig moved to the
second well, Sidi Toui-4 ("ST-4") which
was spudded on 26th August 2010.

The rig reached a total depth in the
ST-4 exploration well at 1603 metres
(adlong hole measured depth) on 8th
October. The ST-4 well was designed
and successfully driled as a deviated
wellbore penetrating 364 metres of the
objective Bir Ben Tartar Formation.

Although oil shows were encountered
in the Bir Ben Tartar reservoir unit,
evaluation of the extensive logging suite
indicated that the oil saturation and
reservoir fracturation was insufficient
at the ST-4 location to justify fracture
stimulation and testing of this wellbore.
The well was plugged and abandoned,
without festing, and the rig released on
the 17th October 2010.

Prior to commencing the drilling
programme, Petroceltic conducted
a successful farm-out process which
resulted in both wells being drilled ot
minimal cost to the company.

New Ventures

Following an evaluation of the remaining
prospectivity on the licence, Petroceltic
fransferred its participating interest
(27.03%) in the Ksar Hadada permit
to PetroAsian Energy Holdings Ltd and
the other participants in the licence on
a pro-rata basis. The assignment was
approved by the Tunisian regulatory
authorities early in 2011. The Company
continues to seek aftractive investments
in Tunisic and is actively assessing
opportunities in Tunisia to acquire other
interests.

During the year the Company screened a number of possibilities to add
high impact opportunities to our portfolio of assets, ranging from new
exploration licences in our area of focus to potential acquisitions of other
companies, both public and private. We continue to look at opportunities to
expand our porifolio in our area of focus, North Africa, the Middle East and
the Mediterranean region. We seek to leverage off the established skills and

knowledge base of our staff in areas where they have previous experience
and knowledge, and in particular where that experience and familiarity
with local technical conditions and relationships can add competitive
advantage. In spite of screening a number of high impact opportunities
in 2010, we did not diversify our portfolio away from our existing countries
of interest. We anticipate that we will add new licences and assets to the
existing portfolio during 2011.
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Financial Review

Petroceltic delivered a solid financial performance in
2010, raising USS120.5 million in April to fund the 2010 work
programmes in Algeria and Italy, and o provide financial
flexibility going forward info 2011. In Italy, prior o the
postponement of operations, the Company raised over
/0% of the funds needed tfo drill the Elsa-2 well through
a 15% farm-out to Orca Exploration Group Inc. and a
US$14 million investment agreement with Gemini Oil & Gas.
The Group ended the year with US$82.2 million in cash
(2009: USS33.7 million) and cash held as at 31 March 2011

was USS66.3 million.

Capital Expenditure

Capital expenditure in the year was
US$45.8 million (2009: US$79.9 milion).
A total of US$41.2 million (2009: US$76.5
milion) was invested in the Isarene
permit in Algeria. Of the remaining
USS4.6 million, US$2.7 milion was
invested in Italy, primarily to prepare for
the drilling of the Elsa-2 well and US$1.9
million was invested in new ventures
and a Group-wide systems and IT
infrastructure upgrade. The Group
incurred minimal investment in a two
well programme on the Ksar Hadada
permit in Tunisia due to US$15.7 million
incurred by other partners who carried
the Company through the programme.

Finance Income

Finance income for the year increased
modestly to US$1.9 million (2009: USS$1.85
million). Interest income increased
modestly in the year to US$1.0 million
(2009: US760k) due to increased cash at
bank. Foreign currency gains declined
US$216k to USS$880k (2009: USS1.1 million).

Net Loss

The net loss for the year attributable
to equity holders of the Company
increased by US$6.5 milion to US$12.6
million (2009: US$6.1 million). Diluted
loss per share was 0.69 cents. Revenue
generated by the Company’s Kinsale
Royalty increased to US$270k (2009:
US$210k) primarily due to an increase in
the weighted average gas price in the
year to €4.93/mcf (2009; €3.55/mcf).
Administrative expenses increased by
USS$S808k to US$6.3 million (2009: US$5.5
million) as the Company expanded its
technical capability. Exploration costs
written off increased by US$5.7 million
to US$7.0 million (2009: US$1.3 million),

due almost entirely to the write off of
the Company’s Ksar Hadada licence
in Tunisia.

Placing of lberdrola Shares

In January of 2010, lberdrola sold
215,769,231 ordinary shares, being all
of its 156.68 per cent shareholding in
the Group. The Iberdrola shareholding
was subject to a lock-in arrangement
and in exchange for the Company’s
consent to allow Iberdrola to place this
stake, Iberdrola agreed to the early
termination of its optfion to acquire
a 49% interest in any of the Group’s
upstream assets. The Company agreed
to the repayment of the US$7.3 million
option fee initially paid by lberdrola
in January 2009. The placing was
co-ordinated by Petroceltic’s brokers
Mirabaud and Davy. The shares were
placed with a group of existing and
some new Petroceltic shareholders at
Stg16p per share.

Successful US$120.5 million Equity

Fund Raising

On the 29th March 2010, the Company
announced that it had conditionally
raised gross proceeds of approximately
US$120.5 milion (Stge81.0 million)
by way of a placing of 635,294,000
new Ordinary Shares at a price
of Stg12.75p per share. The placing
was co-ordinated by Petroceltic’s
brokers Mirabaud and Davy and was
completed in April 2010. The shares
were placed with both existing and new
institutional shareholders and proceeds
were used to support the Company’s
appraisal programme in Algeria, to fund
proposed driling activities in Italy and
for general corporate purposes.

Successful US$14 million Gemini
Investment Agreement

On the 1st June 2010 the Company
signed an investment agreement with
Gemini Oil & Gas, a specialist oil & gas
investment fund. Under the terms of
the agreement, Gemini has agreed
to provide US$14 milion towards
funding for the Elsa-2 well. In the event
of success, Petfroceltic has agreed fo
provide Gemini with an entitlement o
receive a proportion of the revenues
derived from oil production from the
Elsa field; in the event of failure, Gemini
will receive no return on its investment.
Following the postponement of the Elsa-
2 well, Gemini have further agreed fo
extend the investment agreement.

Treasury and Liquidity

The Board setfs out the treasury policies
and objectives of the Company. In
general the policies reflect the current
development stage of the Company
and thus focus primarily on capital
raising, cash  management and
financial risk. The policies ensure that the
Company’s deposit terms are reviewed
and optimised on an ongoing basis and
that capital is held with a diverse group
of banks, but only those who meet the
Company’s long and short term credit
rating standards.

The Company’s budget is presented
to the Board each year for approval.
Prior to approval, the Board ensures
the Company can confinue to meet
its liabilities as they fall due. Throughout
the year, monthly performance against
budget is prepared and reported by
management at each board meeting.
Increases to the budget over US$500k
are brought to the Board for approval.



Any material changes to the phasing
of the budget spend must also be
brought to the notice of the Board.

The Company actively manages
investor relations through regular
meetings and telephone calls with
market analysts and institutional
investors, as well as interviews with
journalists and presentations at national
and international conferences. The
Company keeps a record of meetings
and calls held with institutional holders
and during 2010 presented at ten
conferences and met face to face with
over one hundred institutional investors.
In the year the Company increased
its analyst research coverage with the
addition of Goodbody Stockbrokers
Dublin), Matrix Securities (London) and
GMP Secuirities (London).

The Company and Group’s accounting
policies and standards comply with IFRS
as adopted by the EU and as required
by the rules of the AIM and the ESM.

During 2010, there was a significant
increase in activity in the finance
function. The Company has responded
by strengthening the finance team
in Dublin, as well as adding support
in Algeria. In preparation for the
infroduction of a new Joint Venture
partner in Algeria, the Company has
deepened its cost accounting and
reporting framework, streamlined its
workflows and revised and codified
its standard financial and accounting
procedures.

i
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The Company and Group have a risk
management structure in place which
is designed tfo identify, manage and
mitigate business risk. A Risk Register is
maintained by the group and updated
on a monthly basis.

The main objective of the finance
function is to provide a flexible financial
organisation that helps leadership
shape, fund and manage the long
term strategy and direction of the
Company. With the right people,
processes and fechnologies we aim
to deliver solid business planning,
underpinned by budgets that are fully
funded, delivering real-time information
that enables good Company decision
making. In doing this we ensure proper
stewardship of our shareholders funds
and as a company we remain flexible
to respond to change and new
opportunity.

|I||II|-- ! I||Cikl
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Alan McGettigan
Finance Director
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Robert has over 25 years’ experience
of the upstream industry, in both
technical and business development
roles, with ten years’ direct experience
in investment banking as an upstream
oil and gas analyst. He worked with
Goldman Sachs, Morgan Stanley and
UBS. He is a Research Fellow with the
Oxford Institute of Energy Studies and,
until 2008, advised the Norwegian
EP company DNO on its strategy in
Kurdistan and Yemen. He is also a non-
executive Director of Spring Energy, a
private Norwegian oil and gas company
focused on exploration offshore in
Norway, and of Impax Environmental
Markets plc, a FTSE-350 investment frust,
Age 53

Brian is a geologist and petroleum
engineer with 25 years’ experience in
senior technical and commercial roles
in upstream oil and gas exploration and
production companies. Brian previously
held the positions of Managing Director
of Tullow Qil’s international business and
chief executive of Afren plc. In senior
management positions with Enferprise
Oil and Shell International, he was
principally involved with acquisitions,
divestments and corporate strategy. He
has experience in working in West Africa,
the North Seq, the Gulf of Mexico, South
Asia, and Offshore Ireland. Age 51

Alan has over 20 years’ experience in
oil and gas exploration and production.
Prior to joining Petroceltic, Alan worked
for BG International where he held senior
roles in Commercial and Group Business
Development. His other experience
includes roles at Shell International
and BP, as well as four years as a
management consulfant at McKinsey
& Company. Alan holds B.Sc. and M.Sc.
degrees in Engineering and a Master’s
in Business Administration with distinction
from the Harvard Business School.
Age 49



Tom was previously an Executive
Director and Chief Financial Officer
of Tullow Oil plc ("Tullow™) from 2000-
2008. During this time Tullow grew via
a number of significant acquisitions
including the US $570m acquisition of
Energy Africa in 2004 and the US $1.1bn
acquisition of Hardman Resources in
2007. Prior to joining Tullow, Tom was
an Associate Director of ABN AMRO
Corporate Finance (Ireland) Limited.
A Commerce graduate of University
College Dublin and a Fellow of the
Irish Institute of Chartered Accountants,
he is also a non-executive Director of
PetroNeft Resources plc, an AlM listed
independent oil and gas company with
assets in Western Siberia, and of lkon
Science Limited, a geological software
company. Age 42
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Andy is an experienced upstream oil
and gas director with over 25 years’
operationalandcommercialexperience
in the sector. After beginning his career
with Shell Intfernational, he progressed
through increasingly senior technical
and commercial roles in a number of
independent oil and gas companies,
including Enterprise Oil, Talisman Energy
and Venture Production, before serving
as an executive director of Dana
Petroleum plc, 2001-2006. He joined the
Board of Petroceltic as the senior non-
executive Director in June 2007. He is
currently chairman of Purepower Group
Limited, a privately owned renewable
energy company. Age 48

Con is a Chartered Certified
Accountant, partner of LHM Casey
McGrath and a member of the Board of
Petroceltic since October 2000. He has
over 25 years’ experience in advising
companies in the natural resources
sector as well as acting as adviser to a
number of publicly quoted companies
and semi-state  organisations. He
specialises in corporate finance. As
company secretary, Con is responsible
for ensuring that the Company complies
with relevant legislafion & regulation
and keeps Board members informed
of their legal responsibilities. As non-
executive director, he monitors the
executive activity and contributes to
the development of strategy. Con is
chairman of the audit committee and a
member of the nominations committee
and the remuneration committee.
Age 50
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The Directors submit their annual report together with the audited financial statements of Petroceltic International plc
(“the Company”) and its subsidiaries (collectively “the Group™), for the year ended 31 December 2010.

The following were the Directors of Petroceltic International plc - all of whom were in office for the full year except as
stated:

Robert Arnott, Non-Executive Chairman, who was appointed on § January 2010.

Brian O’Cathain, Chief Executive.

Alan McGettigan, Finance Director.

Tom Hickey, Corporate Development Director who was appointed on 1 November 2010.
Con Casey, Non-Executive Director and Company Secretary.

Andrew Bostock, Non-Executive Director.

Christian Schaffalitzky, Non-Executive Director who resigned on 5 January 2010.

Pablo Fuentes-Cantillana, Non-Executive Director who resigned on 18 January 2010.

See pages 20 and 21 for biographical details of Directors.

The Directors are responsible for preparing the Annual Report and the Group and Company financial statements, in
accordance with applicable Irish law and regulations.

Company law requires the Directors to prepare Group and parent Company financial statements for each financial
year. As required by AIM and ESM rules and as permitted by Company law, the Directors have prepared the Group
financial statements in accordance with International Financial Reporting Standards (IFRS) as adopted by the EU and
have elected to prepare the Company financial statements in accordance with EU IFRS, as applied in accordance with
the provisions of the Irish Companies Acts, 1963 to 2009 (‘the Companies Acts”).

The Group and Company financial statements are required by law and IFRS to present fairly the financial position and
performance of the Group and Company. The Companies Acts provide, in relation to such financial statements, that
references in the relevant part of the Acts to financial statements giving a frue and fair view are references to their
achieving a fair presentation.

In preparing each of the Group and Company financial statements, the Directors are required to:
e select suitable accounting policies and then apply them consistently;
* make judgements and estimates that are reasonable and prudent; and

* prepare the financial statements on the going concern basis unless it is inappropriate to presume that the Group and
Company will continue in business.

Under applicable law, the Directors are also responsible for preparing a Directors’ Report. The Directors are responsible for
keeping proper books of account that disclose with reasonable accuracy at any time the financial position of the Group
and Company and enable them to ensure that its financial statements comply with the Companies Acts. They are also
responsible for taking such steps as are reasonably open to them to safeguard the assets of the Group and Company
and to prevent and detect fraud and other irregularities.

The Directors have decided to voluntarily prepare a Corporate Governance Statement although it is not required to
comply with the Combined Code on Corporate Governance which is applicable to companies with full listings on the
Dublin and London Stock Exchange. Details are set out in the Corporate Governance Statement on pages 27 to 28,
which forms part of this Report of the Directors. The Directors are responsible for the maintenance and integrity of the
corporate and financial information included on the Company’s website. Legislation in the Republic of Ireland governing
the preparation and dissemination of financial statements may differ from legislation in other jurisdictions.
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The Directors have reviewed budgets, projected cash flows and other relevant information, and on the basis of this
review, are confident that the Company and the Group will have adequate financial resources to continue in operational
existence for the foreseeable future. Consequently, the Directors consider it appropriate to prepare the financial
statements on a going concern basis.

The Group is involved in oil and gas exploration. In addition, through a subsidiary undertaking, the Group receives royalty
income from the production of gas from the Group’s royalty inferest in certain Kinsale gas fields. A detailed business
review is included in the Chairman and Chief Executive’s statement.

A loss of US$12,561,000 was recorded for the year (2009: loss of US$6,116,000), This loss is after a charge for exploration
costs written off of US$6,998,000 (2009: USS1,341,000) which was mainly a result of the Group deciding to withdraw
from the exploration of its Ksar Hadada permit in Tunisia. Net assets of the Group at 31 December 2010 amounted to
USS$266,048,000 (2009: USS$158,837,000). No dividends are proposed.

Details of the state of the Group’s affairs; the development of its various activities and key performance indicators during
the year; and details of the Group’s plans for 2011 are given on pages 8 to 17.

The Group’s policy in relation to managing financial and related risks is set out in Note 20 of the financial statements.

A review of future developments of the business is included in the Chairman and Chief Executive’s statement on pages
410 7.

The Group has a risk management structure in place which is designed o identify, manage and mitigate business risk. Risk
assessment and evaluation is an essential part of the Group’s internal control system. The Group’s activities are carried out
principally in North Africa and Italy. The principal risks and uncertainties are considered to be the following:

As a consequence of activities in different parts of the world, including North Africa, the Group may be subject to political,
economic and other uncertainties, including but not limited to; political instability and/or rebellious contagion; changes in
leadership, structure & strategy; changes in environmental legislation; sustainability and capacity constraints; war or other
unrest; regulatory delays; and exposure to less developed legal systems.

Exploration and development activities may be delayed or adversely affected by factors outside the Group’s control, in
particular; performance of joint venture partners or suppliers; availability, delays or failures in installing and commissioning
plant and equipment; unknown geological conditions resulting in dry or uneconomic wells; remoteness of location;
actions of host governments or other regulatory authorities (relating to the grant, maintenance or renewal of any required
authorisations, environmental regulations or changes in law). Other technical and operational risks include; uncertainty
relating to recoverable reserves and drilling investment needed to deliver reservoir volumes; and health, safety and
environmental incidents resulting in injury and lost time.

Financial risks include; availability of finance; commodity pricing with exposure to unwanted and unhedged oil and gas
price voldtility affecting revenues; industry cost inflation within the oil drilling and construction service sectors; and the risk
of liability for uninsured events.

Although the reporting currency is the US dollar (USS), which is the currency most commonly used in the pricing of
petroleum commodities and for significant exploration and production costs, other expenditure (in particular central
administrative costs) and equity funding may be denominated in other currencies, being Euro (€) and Sterling (Stgt)
respectively, thus creating currency exposure.

The share price movement in the year ranged from a low of Stg€0.08 fo a high of Stg£0.16 (2009: Stg£0.03 to Stge0.19).
The share price at year end was Stg€0.13 (2009: Stg£0.15).

248
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The interests of the Directors and Secretary and their families who held office at the date of approval of the Annual Report
and at 31 December 2010 in the share capital of the Company are as follows:

1 Apr 2011 31 Dec 2010 31 Dec 2009
(or date of

appointment

if later)

Robert Arnott - - -
Brian O’Cathain 2,196,820 2,196,820 2,196,820
Alan McGettigan 3,061,352 3,061,352 3,061,352
Tom Hickey 62,856 62,856 62,856
Andrew Bostock 3,000,000 3,000,000 3,000,000
Con Casey 2,288,166 2,288,166 2,288,166

Information on Directors’ share options to subscribe for ordinary shares of the Company is set out as follows:

Options
held at Exercise
31 December price Expiry

Director name 2009 & 2010 Stg pence date
2004 Incentive Scheme
Con Casey (Standard)* 3,750,000 0.83 20-Apr-11
Con Casey (Supern)* 3,750,000 0.83 20-Apr-11
Brian O’Cathain (Standard)* 5,281,690 13.91 25-Mar-14
Brian O’Cathain (Supen* 5,281,690 13.91 25-Mar-14
Brian O’Cathain (Standard) 5,000,000 6.4 25-Aug-15
Brian O’Cathain (Super) 5,000,000 6.4 25-Aug-15
Alan McGettigan(Standard) 4,000,000 6.4 25-Aug-15
Alan McGettigan (Super) 4,000,000 6.4 25-Aug-15
2009 Incentive Scheme
Brian O’'Cathain 7,500,000 8.9 14-Jul-16
Alan McGettigan 5,400,000 8.9 14-Jul-16

There were no options granted to or exercised by the above Directors during the year.
* These options were granted in Euro, the exercise price shown reflects the Sterling equivalent at grant date rates.
The Directors have not been granted any options between the year end and 1 April 2011.

Grants have a seven year life from date of grant - they become exercisable if certain performance and vesting
conditions are met.

All the above shareholdings are beneficially held. No Director, Secretary or any member of their immediate families had
an interest in any subsidiary.

See Note 17 for details of the option schemes. In addition, the rules of the Company’s share option schemes are available
for inspection at the registered office of the Company on request.

There have been no contracts or arrangements of significance during the year in which Directors of the Company were
interested other than as set out in Note 18 to the financial statements.

There are service contracts in place with the Executive Directors of the Company and letters of appointment for the Non-
Executive Directors. The related contracts are available for inspection atf the registered office of the Company on request.
None of these contracts are for a period of greater than one year.
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The Company has been informed that as at 1 April 2011, the following shareholders own 3% or more of the issued share
capital of the Company:

Capital Research Management Company 5.00%
Blackrock Group 4.96%
Scottish Widows 3.40%
Fidelity International 4.13%

The Directors are not aware of any other holding of 3% or more of the issued share capital of the Company.

No political donations were made during the year (2009: Nil).

Details of principal subsidiary undertakings are given in Note 21 to the financial statements.

The Group’s policy on senior executive remuneration is designed to attract and retain individuals of the highest calibre
who can bring their experience and independent views 1o the policy, strategic decisions and governance of the Group.

In sefting remuneration levels, the Remuneration Committee takes into consideration the remuneration practices of other
companies of similar size and scope. A key philosophy is that staff must be properly rewarded and motivated to perform
in the best interests of the shareholders.

Directors’ remuneration, excluding share-based payments, during the year ended 31 December 2010 was as follows:

Basic 2010 2009

Salary Fees Pension Total Total

us$ us$ us$ us$ us$

Brian O’Cathain 647,347 - 131,739 779,086 870,355
Alan McGettigan 418,285 - 41,829 460,114 527,234
Tom Hickey * 38,730 - 3.873 42,603 -
Andrew Bostock - 61,853 - 61,853 49,316
Con Casey - - - - -
Robert Arnott - 69,585 - 69,585 -

Former Directors

Pablo Fuentes-Catillana ** - - - _
Christian Schaffalitzky *** - 23,239 - 23,239 48,818
John Craven **** - - - 921,747

1,104,362 164,677 177,441 1,436,480 2,417,470

*  Appointed on 1 November 2010
**  Resigned on 18 January 2010
*** Resigned on 5 January 2010

**** Resigned on 31 March 2009

Robert Arnott also received fees of USS$124,727 for consultancy services as disclosed in Note 18 to the financial statements.

In accordance with IFRS 2, Share-based payments, a further expense of US$513,000 (2009: US$634,000) has been
recognised in the Consolidated Statement of Comprehensive Income in respect of share options granted o Directors.

Details of related party fransactions, including those connected to the Directors have been outlined in Note 18 to the
financial statements.
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The Directors are responsible for ensuring proper books and accounting records, as outlined in Section 202 of the
Companies Act 1990, are kept by the Company. The Directors, through the use of appropriate procedures and systems
and the employment of competent persons, have ensured that measures are in place to secure compliance with these
requirements. These books and accounting records are maintained at 75 St. Stephen’s Green, Dublin 2.

The auditors, KPMG, Chartered Accountants, will continue in office in accordance with Section 160(2) of the Companies
Act, 1963.

On behalf of the Board

TN _

AT k- vt D

T e, T e
Alan McGettigan Brian O’Cathain

Director Director

1 April 2011
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The Directors are committed to maintaining the highest standards of corporate governance commensurate with the
size, stage of development and financial status of the Group. The Board sets Group strategy, ensuring that the necessary
resources are in place, and also reviews management and financial performance.

The Board is currently comprised of six Directors; three Executive Directors and three Non-Executive Directors. The Board
met formally on 11 occasions during 2010, the following is a table of attendance at Board and Committee meetings:

Full Administrative Audit Remuneration Nominations

Board Board Committee Committee  Committee

Name Meetings Meetings ** Meetings Meetings Meetings
Robert Arnott 8 1 1 2 1
Brian O’Cathain 8 3 n/a n/a 1
Alan McGettigan 8 3 n/a n/a n/a
Andrew Bostock 8 - 1 2 1
Con Casey 8 3 1 2 1
Tom Hickey * 2 - n/a n/a n/a
Total meetings held 8 3 1 2 1

*  Appointed on 1st November 2010
**  Administrative board meetings are those where the board has delegated its function to a sub-committee of the
board for administrative purposes.

An agenda and supporting documentation was circulated in advance of each meeting. All the Directors bring
independent judgement to bear on issues affecting the Group and all have full and timely access to information
necessary to enable them to discharge their duties.

During 2010, the Board undertook a performance review process including a review of the Board Committees. This was
the first such review and the Board found it helpful in improving board effectiveness and efficiency. The review covered
a number of areas such as board composition, types of meetings, material required for meetings and strategic decisions.
The Board undertakes to conduct this type of review regularly in the future.

The Directors have a wide and varying array of experiences in the oil and gas industry. Appropriate fraining is provided on
the first occasion that a new Director is appointed, if that person is without previous plc experience. Each Director comes
up for re-election automatically at least once every three years and each new Director is subject to election at the first
Annual General Meeting after appointment.

The roles of Chairman and Chief Executive are not combined and there is a clear division of responsibilities between them.
The following Board committees deal with specific aspects of Group affairs:

The Audit Committee, chaired by Con Casey, Chartered Certified Accountant who has recent relevant financial
reporting experience, is currently comprised of three Non-Executive Directors. The duties of the committee include the
review of the accounting principles, policies and practices adopted in preparing the financial statements, external
compliance matters and the review of the Group’s financial results. The external auditors have the opportunity to meet
with the members of the Audit Committee without executive management present at least once a year. The terms of
reference of the Audit Committee are detailed on the corporate website (www.petroceltic.com).

The Remuneration Committee, chaired by Andrew Bostock, is currently comprised of three Non-Executive Directors. The
committee determines the contract terms, remuneration and other benefits of the Executive Directors. Further details of
the Group’s policies on remuneration, service contracts and compensation payments are given in the Remuneration
Committee Report below. The terms of reference of the Remuneration Committee are detailed on the corporate website
(www.petroceltic.com).

The Nominations Committee, chaired by Robert Arnott, is comprised of three Non-Executive Directors and the Chief
Executive and is responsible for identifying and recruiting new Directors. The terms of reference of the Nominations
Committee are detailed on the corporate website (www.petroceltic.com).

Communications: The Group maintains regular contact with shareholders through publications such as the annual report
and interim report, via press releases, the Group’s website (www.petroceltic.com) and through communications from our
PR agencies in Ireland and the UK.
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Meetings are also held with institutional investors from time o time and with brokers representing individual shareholders.
There were approximately 100 such meetings and ten investor conferences attended by Directors during the year 2010.
The Directors are responsive to shareholder telephone enquiries throughout the year and shareholders are welcome to
send emails to info@petroceltic.ie. The Board regards the Annual General Meeting as a particularly important opportunity
for shareholders, Directors and management to meet and exchange views.

The Board is responsible for maintaining the Group’s system of internal control to safeguard shareholder investments and
Group assets.

The Board has had in place for some years an established system for reviewing the internal financial controls of the Group.
The Board has established a process of internal controls to include not just financial risk management, but also operational
and compliance risk management.

During 2010, the Directors contfinued their ongoing review of the key commercial and financial risks facing the Group, and
of the effectiveness of the Group’s system of internal control.

Among the processes applied as part of the system of internal control are the following:
e Budgets are prepared for approval by the Board

¢ Expenditure and income are compared to previously approved budgets

¢ The Board has established treasury risk policies

* All commitments for expenditure and payments are compared to previously approved budgets and are subject to
approval by personnel designated by the Board of Directors

e Coash flow forecasting is performed on an ongoing basis to ensure efficient use of cash resources

* Appropriately qualified staff are in place to perform their duties

* There is appropriate segregation of duties and there is a system of review performed on an ongoing basis

* The Directors, through the Audit Committee, review the effectiveness of the Group’s system of internal financial control

On behalf of the Board

[
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Alan McGettigan Brian O’Cathain
Director Director

1 April 2011
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We have audited the Group and Company financial statements (the “financial statements”) of Petroceltic International
plc for the year ended 31 December 2010 which comprise the Consolidated Statement of Comprehensive Income, the
Group and Company Statement of Changes in Equity, the Group and Company Statement of Financial Position, the
Group and Company Statement of Cash Flows and the related notes. These financial statements have been prepared
under the accounting policies set out therein.

This report is made solely to the Company’s members, as a body, in accordance with section 193 of the Companies Act
1990. Our audit work has been undertaken so that we might state to the Company’s members those matters we are
required to state to them in an auditor’s report and for no other purpose. To the fullest extent permitted by law, we do
not accept or assume responsibility to anyone other than the Company and the Company’s members as a body, for our
audit work, for this report, or for the opinions we have formed.

The Directors’ responsibilities for preparing the Annual Report and the financial statements in accordance with applicable
low and International Financial Reporting Standards (IFRSs) as adopted by the EU, are set out in the Directors’ Responsibility
Statement on page 22.

Our responsibility is to audit the financial statements in accordance with relevant legal and regulatory requirements and
Intfernational Standards on Auditing (UK and Ireland).

We report to you our opinion as to whether the financial statements give a tfrue and fair view in accordance with IFRSs
as adopted by the EU and, in the case of the Company in accordance with the provisions of the Companies Acts, 1963
to 2009 and have been properly prepared in accordance with the Companies Acts 1963 to 2009. We also report to you
our opinion as to: whether proper books of account have been kept by the Company; whether at the Statement of
Financial Position date, there exists a financial situation requiring the convening of an extraordinary general meeting of
the Company; and whether the information given in the Directors’ Report is consistent with the financial statements. In
addition, we state whether we have obtained all the information and explanations necessary for the purposes of our
audit, and whether the Company financial statements are in agreement with the books of account.

We also report to you if, in our opinion, any information specified by law or the listing rules of AIM/ESM regarding Directors’
remuneration and Directors’ transactions is not disclosed and, where practicable, include such information in our report.

We read the other information contained in the Annual Report and consider whether it is consistent with the audited
financial statements. The other information comprises only the Chairman and Chief Executive’s Statement, Financial
Review, Operational Review and the Directors’ Report. We consider the implications for our report if we become aware
of any apparent misstatements or material inconsistencies with the financial statements. Our responsibilities do not extend
to any other information.

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing
Practices Board. An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in
the financial statements. It also includes an assessment of the significant estimates and judgments made by the Directors
in the preparation of the financial statements, and of whether the accounting policies are appropriate to the Group’s
and Company’s circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance that the financial statements are
free from material misstatement, whether caused by fraud or other irregularity or error. In forming our opinion we also
evaluated the overall adequacy of the presentation of information in the financial statements.
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In our opinion

* the Group financial statements give a true and fair view, in accordance with IFRSs as adopted by the EU, of the state
of the Group’s affairs as at 31 December 2010 and of its loss for the year then ended;

* the Company financial statements give a true and fair view, in accordance with IFRSs as adopted by the EU and as
applied in accordance with the provisions of the Companies Acts, 1963 to 2009, of the state of the Company’s affairs
as at 31 December 2010; and

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

In forming our opinion, we have considered the adequacy of the disclosures made in Note 7 to the financial statements
in relation to the Directors’ assessment of the carrying value of the Group’s intangible assets, which amount to US$194.5
million at 31 December 2010. In view of this we consider that it should be drawn to your attention but our opinion is not
qualified in this respect.

We have obtained all the information and explanations which we consider necessary for the purposes of our audit. In our
opinion, proper books of account have been kept by the Company. The Company 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 at the financial position date, are more than half of 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.

KPMG
Chartered Accountants
Registered Audiitor

1 Stokes Place
St Stephens Green
Dublin 2

1 April 2011
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Petroceltic International plc (“the Company”) is a company incorporated in Ireland. The Group financial statements
consolidate those of the Company and ifs subsidiaries (fogether referred to as the “Group”).

The Group and Company financial statements were authorised for issue by the Directors on 1 April 2011. The accounting
policies have been applied consistently for all periods presented in these financial statements as set out below.

As permitted by the European Union (EU) law, the Group financial statements have been prepared in accordance
with IFRS. The individual financial statements of the Company (‘(Company financial statements’) have been prepared
in accordance with IFRSs as adopted by the EU and as applied in accordance with the Companies Acts, 1963 to 2009
which permits a Company, that publishes its Company and Group financial statements together, to fake advantage of
the exemption in Section 148(8) of the Companies Act 1963, from presenting to its members its Company Statement of
Comprehensive Income and related notes that form part of the approved Company financial statements.

The IFRSs adopted by the EU as applied by the Company and Group in the preparation of these financial statements are
those that were effective for accounting periods ending on or before 31 December 2010.

There are a number of new standards, amendments to standards and interpretations published but not yet effective,
and not applied in preparing these consolidated financial statements. These new standards and infterpretations which
are effective from the beginning of the period outlined below and which have not been adopted in these financial
statements include:

* |AS 24 Revised: Related party transactions (1 January 2011)

* |FRIC 19: Extinguishing Financial Liabilities with Equity Instruments (1 July 2010)

* |AS 32 Amendment: Classification of Rights Issues (1 February 2010)

e |FRIC 14 Amendment: Prepayment of a Minimum Funding Requirement relating to IAS 19 (1 January 2011)

These new standards and interpretations are not expected to have a material impact on the Group financial statements.

The Group and Company financial statements are prepared on the historical cost basis, except for available-for-sale
assets, which are carried at fair value. The accounting policies have been applied consistently by all Group entities. The
financial statements are presented in US dollars, rounded to the nearest thousand. See accounting policy ‘G’ for details
of functional currencies.

The preparation of financial statements in conformity with IFRS requires management to make judgements, estimates
and assumptions that affect the application of policies and reported amounts of assets and liabilities, income and
expenses. The estimates and associated assumptions are based on historical experience and various other factors that
are believed to be reasonable under the circumstances, the results of which form the basis of making the judgements
about carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may differ
from these estimates.

In particular, significant areas of estimation uncertainty and critical judgements in applying accounting policies that have
the most significant effect on the amount recognised in the financial statements are in the following areas:

* Measurement of the impairment of intangible assets
e Utilisation of tax losses

*  Measurement of share-based payments

*  Measurement of decommissioning provision

The consolidated financial statements comprise the financial statements of Petroceltic International plc and its subsidiaries
for the year ended 31 December 2010.

Subsidiaries are entities controlled by the Group. Control exists when the Group has the power, directly or indirectly,
to govern the financial and operating policies of an entity so as to obtain benefits from its activities. In assessing
control, potential voting rights that are currently exercisable or convertible are taken info account. Subsidiaries are
fully consolidated from the date that control commences until the date that control ceases. Accounting policies of
subsidiaries have been changed where necessary to ensure consistency with the policies adopted by the Group.

Intragroup balances and any unreadlised gains and losses or income and expenses arising from infragroup transactions
are eliminated in preparing the Group financial statements.
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Revenue represents royalty income and is recognised as the royalty falls due.

Intangible assets comprise exploration & evaluation assets and a royalty over certain Kinsale gas fields.

Expenditure incurred prior to obtaining the legal rights to explore an area is written off to the statement of comprehensive
income. Expenditure incurred on the acquisition of a licence interest is initially capitalised on a licence by licence basis.
Exploration and evaluation expenditure incurred in the process of determining exploration targets on each licence is also
capitalised. This expenditure is held undepleted within the exploration licence asset until such tfime as the exploration phase
on the licence area is complete or commercial reserves have been recognised.

Exploration and evaluation driling costs are capitalised on a well by well basis within each licence until the success or
otherwise of the well has been established. Unless further exploration and evaluation expenditure in the area of the well has
been planned and agreed or unless the drilling results indicate that hydrocarbon reserves exist and there is a reasonable
prospect that these reserves are commercial, drilling costs are written off on completion of a well.

From time to time the Group enters info farm-in and farm-out arrangements that result in jointly controlled assets. In
these situations the Group accounts for only its share of assets, liabilities, income and expenditure relating to the jointly
controlled assets.

The royalty asset is carried at cost, net of accumulated amortisation. Amortisation is charged in the proportion that the
current year’s production bears to the total anficipated production from the start of the financial year to the end of the
gas field’s life. Changes in estimated production are accounted for prospectively.

Royalty and exploration and evaluation assets are reviewed annually for indicators of impairment and capitalised costs are
written off where circumstances indicate that the carrying value might not be recoverable. Any such impairment arising is
recognised in the Statement of Comprehensive Income for the period.

On transition to IFRS, the Directors determined that, in accordance with IAS 21, the functional currency of the Company and
its subsidiaries is the US dollar. The Group and Company financial statements are presented in US dollars and accordingly
no foreign currency translation reserve has arisen since the transition to IFRS.

Transactions in foreign currencies are translated to the functional currency of Group entities at exchange rates at the dates
of the fransactions. For practical reasons this is taken as the monthly average exchange rate. Monetary assets and liabilities
denominated in foreign currencies at the reporting date are retranslated to the functional currency at the exchange rate
at that date. Non-monetary assets and liabilities denominated in foreign currencies that are measured at fair value are
refranslated to the functional currency at the exchange rate at the date that fair value was determined. Ordinary share
capital denominated in Euro is retranslated to the functional currency at the date of issue. Foreign currency differences
arising on retranslation are recognised in profit or loss, except for differences arising on the retranslation of available-for-sale
equity instruments, which are recognised directly in equity.

Income tax expense comprises current and deferred tax. Income tax expense is recognised in profit or loss except to the
extent that it relates to items recognised directly in equity, in which case it is recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or substantively
enacted at the reporting date, and any adjustment to tax payable in respect of previous years.

Deferred tax is recognised using the liability method, providing for temporary differences between the carrying amounts
of assets and liabilities for financial reporting purposes and the amounts used for taxation purposes. Deferred tax is not
recognised for the following temporary differences: the initial recognition of goodwill, the initial recognition of assets or
liabilities in a transaction that is not a business combination and that affects neither accounting nor taxable profit, and
differences relating to investments in subsidiaries to the extent that they probably will not reverse in the foreseeable future.
Deferred tax is measured at the tax rates that are expected to be applied to the temporary differences when they reverse,
based on the laws that have been enacted or substantively enacted by the reporting date.

A deferred tax asset is recognised to the extent that it is probable that future taxable profits will be available against which
tfemporary difference can be utilised. Deferred tax assets are reviewed at each reporting date and are reduced to the
extent that it is no longer probable that the related tax benefit will be realised.
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The Group contributes to a defined contribution pension scheme for certain executives. Pension scheme costs are
accounted for on an accruals basis.

The Group issues share options as an incentive to certain key management and staff (including Directors). The grant date
fair value of share options granted to Directors and employees under the Company’s option schemes is recognised as an
increase in investment in subsidiaries with a corresponding credit to the share-based payments reserve. In the subsidiary
company the share options granted to Directors and employees are recognised as an expense with a corresponding
credit to the capital contribution reserve. On consolidation, the share options granted to Directors and employees are
recognised as an expense with a corresponding credit to the share-based payments reserve. The fair value is measured
at grant date and this is expensed in the Statement of Comprehensive Income with the charge being spread over the
period during which the awards vest. The fair value is measured using a binomial lattice model, taking info account the
terms and conditions upon which the options were granted. A discount for market conditions has been applied to the
fair values determined by the binomial model based on a Monte Carlo simulator analysis.

The options issued are subject to both market based and non-market based vesting conditions. Market conditions are
included in the calculation of fair value at the date of the grant. Non-market vesting conditions are not taken into
account when estimating the fair value of awards as at grant date; such conditions are taken into account through
adjusting the number of equity instruments that are expected to vest.

The Group has issued warrants to its Italian licence interest partners in return for interests in the exploration licence
BR.268.RG offshore Italy. These warrants have since lapsed without being exercised. The fair value of these warrants was
determined in accordance with IFRS 2 based upon a valuation model. The deemed cost of these warrants has been
capitalised as ‘intangible assets’ in the Group Statement of Financial Position. The deemed cost of these warrants has
been reflected as ‘Investment in Subsidiaries’ in the Company’s Statement of Financial Position, as representing capital
contributions to the Group’s Italian subsidiary. The corresponding credit has been recorded in the share-based payment
reserve in both the Group and Company Statements of Financial Position. In 2009, the Group issued warrants to ifs
stockbrokers in lieu of fees, the share-based payment charge was recorded in Share Premium with a corresponding credit
to the share-based payment reserve.

The proceeds received net of any directly attributable tfransactions costs will be credited to share capital (nominal value)
and share premium when options or share warrants are converted into ordinary shares.

The cost of share-based payments relating to employee share options is borne by a subsidiary company as all employees
are employed in the subsidiary.

The Group presents basic and diluted earnings per share (EPS) data for its ordinary shares. Basic EPS is calculated by
dividing the profit or loss attributable to ordinary shareholders of the Company by the weighted average number of
ordinary shares outstanding during the period. Diluted EPS is determined by adjusting the profit or loss attributable to
ordinary shareholders and the weighted average number of ordinary shares outstanding for the effects of all dilutive
potential ordinary shares, which comprise share options granted to employees and warrants.

Operating lease payments are recognised as an expense in the Statement of Comprehensive Income on a straight line
basis over the lease term.

Investments in equity securities are classified as available-for-sale financial assets. Subsequent to initial recognition, they
are measured at fair value and changes therein are recognised in equity, via the Statement of Other Comprehensive
Income. On disposal of such assets the cumulative gain or loss previously reported in equity is included in the Statement
of Comprehensive Income.

Cash and cash equivalents in the Statement of Financial Position comprise cash at bank and in hand and short term
deposits with an original maturity of three months or less. Bank overdrafts that are repayable on demand and form part
of the Group’s cash management are included as a component of cash and cash equivalents for the purpose of the
Statement of Cash Flows.
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Trade and other receivables and payables are stated at cost less impairment, which approximates fair value given the
short-dated nature of these assets and liabilities.

Finance income comprises interest income on funds invested, gains on disposal of available-for-sale financial assets and
foreign currency gains. Interest income is recognised as it accrues, using the effective interest rate method.

Incremental costs directly attributable to the issue of ordinary shares and share options are recognised as a reduction in
equity.

Plant and equipment is stated at cost less accumulated depreciation. Subsequent costs are included in an asset’s
carrying amount or recognised as a separate asset, as appropriate, only when it is probable that future economic
benefits associated with the item will flow to the Group. Plant and equipment is depreciated over its expected useful
economic life on a straight-line basis at the following rates:

IT infrastructure: 33.3% straight-line
Furniture & equipment: 25% straight-line

The residual value and useful lives of plant and equipment are reviewed annually and adjusted if appropriate at each
balance sheet date.

On disposal of property, plant and equipment the cost and related accumulated depreciation and impairments
are removed from the financial statements and the net amount, less any proceeds, is taken to the Statement of
Comprehensive Income.

In accordance with IFRS 8: Operating Segments, the Group has four principal reportable segments which are the Group’s
strategic business units as follows:

e Algeria. This represents oil and gas exploration in Algeria.
¢ Tunisia. This represents oil and gas exploration in Tunisia.
e [taly. This represents oil and gas exploration in Italy.

* lreland. This represents the royalty from certain Kinsale Gas Fields and is currently the revenue generating unit of the
business.

Other operations ‘Corporate’ includes cash resources held by the Group, interest income earned and other operational
expenditure incurred by the Group. These areas are not within the definition of an operating segment.

A provision is made for the decommissioning or abandonment of oil and gas wells and associated infrastructure.
The provision is recognised when the Group has an obligation as a result of past events, and it is probable that an
outflow of resources will be required to settle the obligation. The amount recognised as a provision is the estimated
cost of decommissioning and a corresponding amount is added to the carrying value of the related asset. Changes
in the decommissioning cost estimates are dealt with prospectively by recording an adjustment to the provision and a
corresponding adjustment to the related asset. The decommissioning provision is reviewed annudally.
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2010 2009
Notes US$'000 US$’000

Revenue 1 270 210
Administrative expenses (6,330) (5,522)
Amortisation & depreciation (312) (156)
Exploration costs written off 7 (6,998) (1,321)
Cost of share-based payments 17 (1,105) (1,183)
Results from operating activities (14,475) (7,972)
Finance income 2 1,914 1,856
Loss before tax 3 (12,561) 6.116)
Income tax expense 4 - -
Loss for the year - all aftributable to equity holders of the Company (12,561) ©.116)
Other comprehensive income
Net change in fair value of available-for-sale assets 10 (351) 107
Income tax on other comprehensive income 4 71 24
Other comprehensive income for the year, net of income tax (278) 83
Total comprehensive income for the year -
all attributable to equity holders of the Company (12,839) (6,033)
Basic loss per share (cents) 6 (0.69) 0.517)
Diluted loss per share (cents) 6 (0.69) 0.517)

The accompanying notes on pages 42 to 55 form an integral part of these financial statements.

On behalf of the Board
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Alan McGettigan Brian O’Cathain

Director Director
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Capital Share
conversion based Fair
Share Share reserve payment value Retained Total
capital premium fund reserve reserve deficit equity
US$°000 Us$’000 US$’000 US$’000 US$’000 US$°000 Us$’000
2009
Balance at 1 January 2009 30,562 162,631 51 10,157 195 (81,551) 122,045

Total comprehensive income

for the year

Loss for the financial year - - - - - ©.116) 6.116)
Other comprehensive income

Gain/(loss) on available-for-sale

assets net of tax - - - - 83 - 83

Total comprehensive income
for the year - - - - 83 6,116) (6,033)

Transactions with owners,
recorded directly in equity

Contributions by and
distributions to owners

Shares issued 7,148 34,392 - - - - 41,540
Share-based payment charge - - - 1,285 - - 1,285
Effect of share options

exercised or lapsed - - - (3.764) = 3,764 -
Total fransactions with owners 7,148 34,392 - (2,479) - 3.764 42,825
Balance at 31 December 2009 37,710 197,023 51 7,678 278 (83,903) 158,837
2010

Balance at 1 January 2010 37,710 197,023 51 7,678 278 (83,903) 158,837

Total comprehensive income

for the year

Loss for the financial year - - - - - (12,561) (12,561)
Other comprehensive income

Gain/(loss) on available-for-sale

assets net of tax - - - - (278) - (278)
Total comprehensive income
for the year - - - - (278) (12,561) (12,839)

Transactions with owners,
recorded directly in equity

Contributions by and
distributions to owners

Shares issued 10,673 108,089 - - - - 118,762
Share-based payment charge - - - 1,288 - - 1,288
Effect of share options

exercised or lapsed - - - (1,765) - 1,765 -
Total transactions with owners 10,673 108,089 - 477) - 1,765 120,050
Balance at 31 December 2010 48,383 305,112 51 7,201 - (94,699) 266,048

The accompanying notes on pages 42 to 55 form an integral part of these financial statements.
On behalf of the Board
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Alan McGettigan Brian O’Cathain
Director Director
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Capital Share
conversion based Fair
Share Share reserve payment value Retained Total
capital premium fund reserve reserve earnings equity
US$°'000 US$’000 US$’000 US$’000 US$’000 US$°'000 US$’000
2009
Balance at 1 January 2009 30,562 162,631 51 10,157 195 (79.542) 124,054

Total comprehensive income

for the year

Gain for the financial year - - - - - 67 67
Other comprehensive income

Gain/(loss) on available-for-sale

assets net of tax - - - - 83 - 83

Total comprehensive income
for the year - - - - 83 67 150

Transactions with owners,
recorded directly in equity

Contributions by and
distributions to owners

Shares issued 7,148 34,392 - - - - 41,540
Share-based payment charge - - - 1,285 - - 1,285
Effect of share options

exercised or lapsed - - - (3.764) = 3,764 -
Total fransactions with owners 7,148 34,392 - (2,479) - 3.764 42,825
Balance at 31 December 2009 37,710 197,023 51 7,678 278 75.711) 167,029
2010

Balance at 1 January 2010 37,710 197,023 51 7,678 278 (75,711) 167,029

Total comprehensive income

for the year

Loss for the financial year - - - - - (151) (151)
Other comprehensive income

Gain/(loss) on available-for-sale

assets net of tax - - - - (278) - (278)
Total comprehensive income
for the year - - - - (278) (151) (429)

Transactions with owners,
recorded directly in equity

Contributions by and
distributions to owners

Shares issued 10,673 108,089 - - - - 118,762
Share-based payment charge - - - 1,288 - - 1,288
Effect of share options

exercised or lapsed - - - (1,765) - 1,765 -
Total transactions with owners 10,673 108,089 - 477) - 1,765 120,050
Balance at 31 December 2010 48,383 305,112 51 7,201 - (74,097) 286,650

The accompanying notes on pages 42 to 55 form an integral part of these financial statements.

On behalf of the Board
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Alan McGettigan Brian O’Cathain

Director Director
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2010 2009
Notes US$’000 US$’000

Non-current assets

Intangible assets 7 194,539 156,724
Property, plant and equipment 8 714 28
Other investments 10 31 407
Total non-current assets 195,284 157,159
Current assets

Trade and other receivables 11 4,223 1,037
Cash and cash equivalents 12 82,244 33.727
Total current assets 86,467 34,764
Total assets 281,751 191,923
Share capital 16 48,383 37.710
Share premium 305,112 197,023
Capital conversion reserve fund 51 51
Share-based payment reserve 7,201 7,678
Fair value reserve - 278
Retained deficit (94,699) (83,903)
Total equity 266,048 158,837
Trade and other payables 13 13,713 31,514
Deferred tax 14 - 72
Decommissioning provision 15 1,990 1,500
Total liabilities 15,703 33,086
Total equity and liabilities 281,751 191,923

The accompanying notes on pages 42 to 55 form an integral part of these financial statements.

On behalf of the Board

I||I ll:‘_'ll . .
L e N, T T e
Alan McGettigan Brian O’Cathain

Director Director
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2010 2009

Notes US$’000 US$’000
Non current assets
Investments in subsidiaries 9 16,644 15,665
Other investments 10 31 407
Total non-current assets 16,675 16,072
Current assets
Trade and other receivables 11 270,419 151,473
Total current assets 270,419 151,473
Total assets 287,094 167,545
Share capital 16 48,383 37,710
Share premium 305,112 197,023
Capital conversion reserve fund 51 51
Share-based payment reserve 7,201 7,678
Fair value reserve - 278
Retained deficit (74,097) (75.711)
Total equity 286,650 167,029
Trade and other payables 13 444 444
Deferred tax 14 - 72
Total non current liabilities 444 516
Total equity and liabilities 287,094 167,545

The accompanying notes on pages 42 to 55 form an integral part of these financial statements.

On behalf of the Board
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Brian O’Cathain
Director

Alan McGettigan
Director
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2010 2009
Notes US$°000 US$'000
Loss before tax (12,561) 6.116)
Adjustments for:
Finance income 2 (1,914) (1,856)
Amortisation & depreciation 7/8 312 156
Exploration costs written off 7 6,998 1,321
Investments written off 10 25 -
Cost of share-based payments 17 1,105 1,183
Cash from operations before changes in working capital (6,035) (5.312)
(Increase)/decrease in frade and other receivables (3,185) 102
(Decrease)/increase in trade and other payables (17,801) 23,041
Increase in provisions 490 1,500
Net cash from operating activities (26,531) 19,331
Expenditure on intangible assets 7 (45,014) (79.861)
Expenditure on tangible assets 8 (797) -
Interest received 2 1,034 760
Amounts due to investing party - 7,330
Net cash used in investing activities 44,777) (71,771)
Proceeds from the issue of new shares 123,977 43,414
Payment of share issue transaction costs (5,032) (1.772)
Net cash used in financing activities 16 118,945 41,642
Net increase/(decrease) in cash and cash equivalents 47,637 (10,798)
Effect of foreign exchange fluctuation on cash and cash equivalents 2 880 1,096
Cash and cash equivalents at start of year 12 33,727 43,429
Cash and cash equivalents at end of year 12 82,244 33,727

The accompanying notes on pages 42 to 55 form an integral part of these financial statements.
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2010 2009
Notes US$’000 US$’000

Loss before tax (151) 67

Adjustments for:

Investments written off 25 -

Cost of share-based payments 126 30

Net cash from operating activities - Q7

Advances to subsidiary companies (118,945) (41,739
Net cash used in investing activities (118,945) 41,739)
Proceeds from the issue of new shares 123,977 43,414

Payment of share issue transaction costs (5,032) 1,772)
Net cash from financing activities 16 118,945 41,642

Net increase in cash and cash equivalents

Cash and cash equivalents at start of year

Cash and cash equivalents at end of year

The accompanying notes on pages 42 to 55 form an integral part of these financial statements.
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2010 2009
US$’000 US$’'000
Interest income 1,034 760
Foreign currency gains 880 1,096
1,914 1,856
2010 2009
Us$'000 US$°000
The loss for the financial year is stated after charging:
(i) Auditor’s remuneration
- audit services 48 49
- other assurance services 18 18
- tax advisory services 10 89
(i) Directors’ remuneration
Fees 155 98
Executive services incl. pension confributions 1,281 1,742
Termination payment - 577
Cost of share awards relating to Directors 513 634
Total Directors’ remuneration 1,949 3,051
(i) Operating lease rentals- premises 554 261
The loss for the financial year in the Company amounted to (151) 67
Auditor’s remuneration 30 30

As permitted by Section 148 (8) of the Companies Act 1963, the Company Statement of Comprehensive Income has not

been separately presented in these financial statements.

2010 2009

US$’000 US$’000
Current period - -
Origination and reversal of temporary differences - -
Total income tax expense - -
Reconciliation of effective tax rate
(Loss) on ordinary activities before tax (12,561) 6,116)
Tax credit on group loss on ordinary activities at standard
Irish corporation tax rate of 25% (2009: 25%) (3,140) (1.529)
Effects of:
Expenses not deductible for tax purposes 2,083 499
Temporary differences on which deferred tax is not recognised @311 ®&7)
Losses carried forward 1,368 1,087
Total tax charge for the year - ,
Deferred tax on increase/(decrease) in fair value of available-for-sale assets 71 24)
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2010 2009
US$’000 US$’000

Employee Costs (including Executive Directors)
Salaries 1,509 1,864
Social insurance costs 256 275
Pensions 642 790
Cost of share-based payments 979 995
3,386 3,924

During the year an additional $1,261,930 (2009: $1,440,000) was capitalised in relation to wages and salaries associated
with operations and exploration.

Average number of employees (including Executive Directors)

Number Number

Operations and exploration 16 11
Finance 6 6
Administration 9 8
31 25

All Group employees are employed in subsidiary companies.

The calculation of basic and diluted loss per share for the year is based on the Group loss attributable to equity holders
of US$12,561,000 (2009: USS$6,116,000) and a weighted average number of ordinary shares outstanding of 1,817,926,126
(2009: 1,207,339,761), calculated as follows:

2010 2009
Basic and diluted (loss) per ordinary share:
Loss for the year (US$’000) (12,561) 6,116)
Number of ordinary shares in issue - start of year 1,376,261,049 959,797,049
Effect of shares issued during the year 441,665,077 247,542,712
Weighted average number of ordinary shares in issue - basic & diluted 1,817,926,126 1,207,339,761
Basic (loss) per ordinary share (in cents) (0.69) 0.51)
Diluted (loss) per ordinary share (in cents) (0.69) 0.51)

The average market value of the Company’s shares for the purposes of calculating the dilutive effect of share options
and warrants was based on quoted market prices for the period in which the options and warrants were outstanding.

Share options and warrants would have an anti-dilutive effect on the loss per share calculation and as a result the diluted
loss per share is the same as the basic loss per share. Share options and warrants in issue as at 31 Decemibber 2010 would
increase the weighted average number of shares by 26,340,239 (2009: 30,388,174).
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Exploration and

Royalty evaluation assets Total

2010 2009 2010 2009 2010 2009

Us$’000 Us$’000 Us$’000 Us$’000 US$’000 Us$’000

At start of year 3,753 3,753 177,294 97.433 181,047 101,186
Additions* - - 45,014 79,861 45,014 79,861
At end of year 3,753 3,753 222,308 177,294 226,061 181,047
At start of year 3,105 2,963 21,218 19,897 24,323 22,860
Amortisation 201 142 - - 201 142
Exploration costs written off** - - 6,998 1,321 6,998 1,321
At end of year 3,306 3.105 28,216 21,218 31,522 24,323
At start of year 648 790 156,076 77,536 156,724 78,326
At end of year 447 648 194,092 156,076 194,539 156,724

The carrying values of oil and gas interests by geographical area are disclosed in note 1.

*

*k

This is net amounts incurred by Petroceltic and does not include amounts incurred by other partners of US$15.7 million
(2009: USS1.1 million).
Exploration costs written off includes an impairment write-down of US$5.7 million representing all costs relating to the

Ksar Hadada permit in Tunisia which is no longer deemed to have any value to the Group together with US$1.2 million
relating to new ventures and permit application costs also written off. During 2010, the Group drilled two wells (Oryx-1
and Sidi Toui-4) in the Ksar Hadada permit, both were plugged and abandoned without being tested.

Oil and gas interests as at 31 December 2010 comprise the Group’s inferest in the following:

Petroceltic

Country Permit/PSC interest (%) Operator Other partners

Algeria Isarene PSC 75% Petroceltic Sonatrach

Tunisia Ksar Hadada PSC 27.03% Petroceltic PetroAsian Energy,
Independent Resources,
Derwent Resources and
GA.LA. Srl

Ireland Kinsale Royalty 25% of Royalty Kinsale Energy Statoil Exploration

[taly- Adriatic Sea

[taly- Abruzzo
[taly - Po Valley

[taly - Po Valley
Italy - Po Valley
Italy - Po Valley

BR 268 RG permit

Civitagquana permit
Carisio permit

Case Sparse permit
Vercelli permit
Ronsecco

55%

35%
47.5%

100%
50%
100%

Petroceltic

Vega Oil SPA
Petroceltic

Petroceltic
Petroceltic
Petroceltic

Vega Oil SPA, Orca
Exploration Group Inc

Vega Oil SPA

ENI SPA and Societa
Costruzione Condotte Sl

N/A
ENI SPA
N/A

The Directors have considered the licence, exploration and appraisal costs capitalised in respect of the exploration and
evaluation assets, which are carried at historical cost. These assets have been assessed for impairment, in particular
with regard to remaining licence terms, likelihood of licence renewal, likelihood of further expenditures and ongoing
appraisal for each areaq, further described in the Chairman and Chief Executive’s statement. Based on internal valuations
and broker assessments, the Directors are satisfied that there are no indicators of impairment at 31 December 2010 but
recognise that future realisation of the value of these oil and gas interests is dependant on further successful exploration

and appraisal activities.
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(continued)

In particular, the Directors have considered the change in environmental legislation in Italy, in the aftermath of the
Macondo oil spill in the Gulf of Mexico, which resulted in a lban on exploration drilling within five nautical miles of coastline
and 12 miles of protected marine areas. The actual impact of the law on existing exploration licences is as yet unclear
and Petroceltic has received approval from the Italian Ministry of Economic Development to “suspend” the B.R268.RG
licence until the interpretation of the impact on the licence has been clarified. The Directors remain optimistic that [talian
legislation will permit the development of shallow water offshore oil and gas assets again in the near future.

Furniture & equipment IT infrastructure Total
2010 2009 2010 2009 2010 2009
Us$'000 US$'000 US$'000 US$’000 US$'000 US$’000
At start of year 56 56 - - 56 56
Additions - - 797 - 797 -
At end of year 56 56 797 - 853 56
At start of year 28 14 - - 28 14
Depreciation 14 14 97 - 111 14
At end of year 42 28 97 - 139 28
At start of year 28 42 - - 28 42
At end of year 14 28 700 - 714 28
2010 2009
US$°000 US$’000

Investment in subsidiary undertakings at cost

Balance at beginning of year 15,665 14,512
Additions 979 1,153
Balance at end of year 16,644 15,665

Details of subsidiaries are set out in Note 21.

During the year the company made capital contributions of $979,000 (2009: $1,153,000) to Petroceltic Investments Limited.

2010 2009

Us$’000 Us$’000

Balance at beginning of year 407 300
Investments written off (25) -
Change in fair value reserve (351) 107

Balance at end of year 31 407




The group owns shares in the following:
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(continued)

Market value Market value

at year at year

Quoted on end 2010 end 2009

Name US$’000 US$’000
Dana Petroleum plc LSE* - 370
ZincOx Resources plc AM 31 37
31 407

* Dana Petroleum plc was acquired during the year by Korea National Oil Corporation, therefore the shares are no longer

fraded on the London Stock Exchange.

At 1 January 2010, the Company had a registered inferest in 19,396 shares in Dana Petroleum plc arising from the
acquisition of certain assets of a Petroceltic predecessor company by Dana in 1995. During 2010, claims (by previous
shareholders of the Petroceltic predecessor) emerged in respect of the economic ownership of the Company’s registered
interest in these shares. Upon due investigation these claims were found to have merit and the Company has released
the shares held in Dana Petroleum plc. Accordingly the carrying value of this investment has bbeen fully written off to the
fair value reserve with the excess taken to the Statement of Comprehensive Income.

2010 2009

US$’000 US$'000

Royalty income receivable 26 15
Prepayments and other debtors 3,680 557
Corporation tax recoverable 37 58
VAT 480 407
4,223 1,037

2010 2009

US$°000 US$'000

Amounts due from subsidiaries

270,419 151,473

All receivables are current and there have been no impairment losses during the year (2009: nil). Amounts due from
subsidiaries are unsecured and repayable on demand. The Group’s exposure to credit and currency risks related to trade

and other receivables is set out in Note 20.

2010 2009
US$’000 Us$’000

Cash atf bank
Restricted cash at bank

82,244 30,527
- 3,200

82,244 33,727

Restricted cash at bank related to fixed term deposits held in support of Bank Guarantees or Letters of Credit which are

required under contfractual agreements with suppliers.
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2010 2009

US$’000 US$’000

Trade payables 7,996 16,992
PAYE / PRSI 100 184
Accruals 5,617 7,008
Other creditors * - 7.330

13,713 31,514

* Petfroceltic repaid an option fee of USS$7.3 million to lberdrola S.A. during the year.

2010 2009
US$’000 US$’000
Amounts due to subsidiaries 444 444

The Group’s exposure to currency and liquidity risks related to frade and other payables is set out in Note 20. Amounts
due to subsidiaries are unsecured and repayable on demand.

At 1 Jan Recognised 31 Dec Recognised At 31 Dec

2009 in OCI 2009 in OCI 2010

Us$'000 US$'000 US$’000 Us$'000 Us$'000

Available-for-sale financial assets 48 24 72 72) -

Unrecognised deferred tax assets at 31 December 2010, all of which related to unrecognised tax losses, amounted to
US$3.96 million (2009:US$2.8 million)

The Company has no unrecognised deferred tax liabilities (2009: Nil)

2010 2009

US$'000 US$'000

At beginning of year 1,500 -
Charge for the year 490 1,500
At end of year 1,990 1,500

The decommissioning provision is the estimated cost of decommissioning or abandonment of oil and gas wells. The fiming
of decommissioning is inherently uncertain.
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2010 2009

€ €

3,000,000,000 (2009:1,8000,000) Ordinary shares of €0.0125 37,500,000 22,500,000
200,000,000 Deferred shares of €0.1142764 22,855,285 22,855,285

60,355,285 45,355,285

Ordinary

share capital

Issued, called up and fully paid: $'000
Balance at 1 January 2010 1,376,261,049 ordinary shares of €1.25¢c each 37.710
Issue of shares on 23 April 2010** 635,294,000 ordinary shares of €1.25¢c each 10,626
Share options exercised on 5 May 2010* 2,800,000 ordinary shares of €1.25¢ each 47
Balance at 31 December 2010 2,014,355,049 48,383

*  See note 17 for details.

** In April 2010, the Group raised funds of Stge81 million by way of a conditional placing of 635,294,000 new ordinary
shares at a price of Stg 12.75p per share to existing and new institutional shareholders giving rise to share premium of
USS$108,272,000 and in May 2010, 2,800,000 shares were issued under the share option scheme at €1.25¢ per share.

Of the total shares issued during the year, US$10,673,000 was recorded in Share Capital and US$108,089,000 was recorded
in Share Premium. The total of US$118,762,000 relates to net proceeds from shares issued of US$118,945,000 less a share-
based payment charge of US$183,000 in respect of warrants issued to brokers as described in note 17.

The Board’s policy is to maintain a strong capital base so as to maintain investor and market confidence and to sustain
future developments of the business. There were no changes in the Group’s approach to capital management during
the year. The Group deems its shareholders’ funds to be its capital.

It is Group policy to incentivise Directors through the award of share options. At year end, Directors hold 0.53% of ordinary
shares, or 2.84% assuming that all outstanding share options vest and are exercised. The upper limit on the number of share
options that can be granted is 10% of issued share capital.

Neither the Company nor any of its subsidiaries are subject to externally imposed capital requirements.

The Group grants share options under two share option plans, the 2004 Incentive Scheme’ and the 2009 Incentive
Scheme’. The options may only be exercised if predetermined growth rates in the Company’s share price are achieved.

In 2009, the Group issued 7,849,280 warrants 1o its stockbrokers Davy and Mirabaud with an exercise price of £0.09 per
warrant. These warrants were granted In lieu of fees and the share-based payment charge was recorded in Share
Premium with a corresponding credit to the share-based payment reserve. All warrants issued are valued in accordance
with IFRS 2, ‘Share-based Payments’ in the same manner as employee share options as described below.

The Group’s employee share options are equity-settled share-based payments as defined in IFRS 2, Share-based payment.
This standard requires that a recognised valuation methodology be employed to determine the fair value of share options
and warrants granted. The total share-based payment charge for the year of US$1,288,000 (2009: US$1,285,000) has been
arrived at through applying a binomial lattice model, with a discount for market conditions applied to the fair value
determined by this model based on a Monte Carlo simulator analysis. The share-based payment charge is comprised of
the expense recorded in the Consolidated Statement of Comprehensive Income of US$1,105,000 (relating to employee
costs and warrants of US$979,000 and US$126,000 respectively) and the charge recorded in Share Premium of US$183,000.
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(continued)
The movement on outstanding share options and warrants during the year was as follows:

2010 2010 2009 2009

Weighted Weighted

average average

Number of exercise price Number of exercise price

options/ Stg pence options/ Stg pence

warrants per share warrants per share

Outstanding at start of year 101,415,063 6.74 107,463,380 3.93

Granted during the year - options - - 30,620,000 8.90

Lapsed during the year - options (a) (13,000,000) 0.83 (16,000,000) 0.89

Granted during the year - warrants - - 9,331,683 9.00

Lapsed during the year - warrants - - (6,000,000) 10.00

Exercised during the year - options (b) (2,800,000) 0.87 (24,000,000) 0.89

Outstanding at end of year 85,615,063 7.83 101,415,063 6.74
Of which:

Exercisable at year end 18,669,600 6.46 30,140,845 4

(@) On 31 March 2010 and 5 July 2010, 12,000,000 and 1,000,000 options, respectively, lapsed without being exercised.

(b) On 5 May 2010, 2,800,000 options were exercised by a former Director of the Company.

The assumptions used to determine the fair value of options granted were as follows:

2010 2009
Weighted average fair value of options granted during the year (Stg pence) - 8.9p
Weighted average share price of all options aft date of grant (Stg pence) 8.9p 7.2p
Average exercise price (Stg pence) 8.3p 6.5p
Expected voldatility (%) 55.31% 51.89%
Average expected term to exercise (years) 4 4
Risk free rate (%) 3.39% 2.61%
Expected dividend yield 0% 0%

The market-based vesting conditions in the 2004 Incentive scheme’ require the share price of the Company to increase
from the market value at grant date, by 10% (standard options) or 20% (super options) per annum, compounded year
on year from the effective date of grant to the exercise date. The market-based vesting conditions in the 2009 Incentive
scheme’ require the share price of the Company to achieve or exceed a figure which is 40% greater than the exercise
price.

Expected share price voldtility was determined by taking account of the historic daily share price movements.

The average expected term to exercise used in the models has been adjusted based on the Directors’ best estimate,
for the effects of non-transferability, exercise restrictions and behavioural conditions, forfeiture and historical experience.

The risk free rate has been determined from market yields for government bonds with outstanding terms equal to the
average expected term to exercise for each relevant grant.
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(continued)

At 31 December 2010, the following options and warrants over ordinary shares were outstanding:

Exercise price

Number Type (Stg pence) Exercise period
7,500,000 Options 0.83 Up to 20 April 2011
6,500,000 Options 12.5 Up to 5 November 2013
10,563,380 Options 13.91* Up to 25 Mar 2014
1,200,000 Options 11.55* Up to 30 July 2014
19,900,000 Options 6.4 Up to 25 August 2015
2,000,000 Options 3.25 Up to 31 December 2016
28,620,000 Options 8.9 Up to 14 July 2016
9,331,683 Warrants 9 Up to 8 June 2011

* These options were granted in Euro, the exercise price shown reflects the Sterling equivalent at grant date rates.

The Group uses the taxation, payroll and consultancy services of LHM Casey McGrath on an arms length basis.
Con Casey is a partner of that accountancy practice. The total fees invoiced to the Group during the year were
USS135,151 (2009: US$136,452). Amounts owing to LHM Casey McGrath at year end amounted to Nil (2009: US$13,594).

The Group uses the IT services of CMG Interactive Ltd on an arms length basis. Con Casey is a Director of that
Company. Total fees invoiced to the Group during the year were US$131,725 (2009: US$66,875). Amounts owing to
CMG Interactive Ltd at year end amounted to Nil (2009: Nil).

The Group uses the consultancy services of Robert Arnott and Brimham Resources Ltd on an arms length basis.
Robert Arnoftt is a Director of Brimham Resources Ltd. Total fees invoiced to the Group by Robert Arnott and Brimham
Resources Ltd were USS$124,727 and USS$111,191 respectively. Amounts owing to Brimham Resources at year end
amounted to US$18,337 (2009: Nil).

IAS 24 requires the disclosure of compensation paid to the Group’s key management personnel. In the case of the
Group, key management is deemed to comprise the Board of Directors. Details of the remuneration of the Directors
and their interests in shares and share options are set out in the Directors’” Report.

@ In accordance with the relevant production sharing contracts, Petroceltic has an obligation to conftribute its share of
the following outstanding work programme.
e On the Isarene PSC, Algeria: to drill two further wells during the appraisal period ending April 2012.
(i) Total commitments payable under non-cancellable operating leases are as follows:
Property
2010
US$'000
Operating leases which expire:
Within one year 596
Between one and five years 1,140
1,736

Details of operating leases are as follows:
During the year, the Group entered info an operating lease in respect of its head office premises which expires in 2015.
The Group also has a remaining lease for its previous head office premises that expires on 30 October 2011.

During the year ended 31 December 2010, US$554,000 (2009:US$260,723) was recognised as an expense in the
Consolidated Statement of Comprehensive Income in respect of operating leases.
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(a) Overview of risk exposures and risk management strategy

The Group’s operations expose it to various financial risks in the ordinary course of business that include credit risk, liquidity
risk, currency risk and interest rate risk. The Group’s financial exposures are predominantly related to changes in foreign
exchange rates and interest rates as well as the creditworthiness of counterparties. The Group has a risk management
programme in place which seeks to limit the impact of these risks on the financial performance of the Group and it is
Group policy to manage these risks in a non-speculative manner. The group has an established treasury risk policy in
place.

This note presents information about the Group’s exposure to each of the above risks, the Group’s objectives, policies and
processes for measuring and managing the risk, and the Group’s management of liquid resources. Further quantitative
disclosures are included throughout this note.

The Board of Directors has the overall responsibility for the establishment and oversight of the Group’s risk management
framework. The Board has reviewed the process for identifying and evaluating the significant risks affecting the business
and the policies and procedures by which these risks will be managed effectively. The Board has embedded these
structures and procedures throughout the Group and considers there to be a robust and efficient mechanism for creating
a culture of risk awareness at every level of management.

The Group’s overall risk management programme seeks to minimise potential adverse effects on the Group’s financial
performance from fluctuations in financial markets.

(b) Financial assets and liabilities - fair values
The Group’s financial assets and liabilities are as follows:

Other Total

Cash and Available- amortised carrying

receivables forsale cost amount

US$’000 US$’'000 US$'000 US$’000

Cash and cash equivalents 82,244 - - 82,244
Investments - 31 - 31
Trade and other receivables 4,222 - - 4,222
Trade and other payables - - (13,713) (13,713)
86,466 31 (13,713) 72,784

In each case, there is no difference between the carrying value of these assets and liabilities and their fair values.

Set out below are the methods and assumptions used in estimating the fair values of financial assets and liabilities:

These assets comprise shares held in companies which are quoted on a recognised stock exchange. The fair value
represents the closing bid price of the shares af the Statement of Financial Position date.

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

All receivables and payables have a remaining maturity of less than six months or are on-demand balances, and
therefore the carrying value is deemed to reflect fair value.

(c) Credit risk

Credit risk arises from the Group’s holding of cash and cash equivalents. Given the nature of the Group’s receivables,
it has no significant exposure to credit risk arising from frade and other receivables. The Group’s maximum exposure to
credit risk is the carrying value of cash and cash equivalents and tfrade and other receivables.

The Group enters into transactions with financial institutions for the purposes of placing deposits. From a credit risk
management perspective, it is the Group’s policy to enter into such transactions only with highly rated financial institutions
and, accordingly, the Group does not expect any counterparty to fail to meet its obligations.
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(continued)
Details of these deposits, which are all for terms of three months or less, are as follows:

Weighted

Balance average

invested interest rate

UsS$’000 %

US Dollar 54,286 1.6%
Euro 1,357 1.2%
Sterling 25,925 1.4%
Algerian Dinar 676 0.0%
82,244 1.5%

Weighted

Balance average

invested  interest rate

US$’000 %

UsS Dollar 28,248 1.4%
Euro 1,100 0.4%
Sterling 1,728 1.2%
Algerian Dinar 2,651 0.0%
33,727 1.3%

At 31 December 2010 and 2009, the Group did not have any interest bearing liabilities.

(d) Liquidity risk
The Group has significant cash balances on hand, and accordingly, limited liquidity risk exists at present.

All cash and cash equivalent amounts are on demand, and all frade and other receivables and trade and other
payables are due within three months of the reporting date.

The Board monitors the availability of and requirements for funds in the Group. Surplus cash within the Group is put on
deposit in accordance with limits and counterparties agreed by the Board, the objective being to maximise return on
funds whilst ensuring that the short-term cashfiow requirements of the Group are met.

(e) Interest rate risk

Cash and cash equivalents are invested primarily in U.S. Dollars and Sterling. Exposure to interest rate risk on cash and
cash equivalents is actively monitored and managed. If interest rates rose by 0.5%, the Group’s loss for the year would
decrease and equity at year end would increase by approximately US$400,000. If interest rates fell by 0.5% it would have
an equal but opposite effect.

(f) Currency risk

The US dollar is the primary currency in which the Group conducts business. The US dollar is used for planning and
budgetary purposes and as the presentation currency for financial reporting. The Group also has some costs, assets and
liabilities, denominated in Algerian Dinars, Euro and Sterling.

The Group manages the exposure by matching receipts and payments in the same currency and monitoring the residual
net position.

The Group may, from fime to time, with the approval of the Board, use derivative financial instruments to manage its
exposure to fluctuations in foreign currency exchange rates. No such instruments were in use during the current or prior
year. The Group does not undertake any frading activity in financial instruments.
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(continued)

At year end the Group’s foreign currency balances were as follows:
Denominated Denominated Denominated

in Algerian Dinars in Euro in Sterling

US$’000 US$'000 US$'000

Trade and other receivables - 1,100 -
Trade and other payables (8,518) (1,129 (1,387)
Cash and cash equivalents 676 1,357 25,925
(7,842) 1,328 24,538

If the US dollar increased by 5% in value against the above foreign currencies, the Group’s loss for the year would
decrease and equity at year end would increase by US$1,219,000 approximately. A 5% weakening would have an equal
but opposite effect.

The exchange rates used in the preparation of the financial statements were as follows:

2010 2010 2009 2009

USS$ per foreign currency US$ per foreign currency

Average Year end Average Year end

Euro 1.33 1.33 1.39 1.44
Sterling 1.55 1.55 1.57 1.62
Algerian Dinars 75.18 72.94 71.73 70.47

The Company’s only assets are:
* available-for-sale financial assets
e amounts due from subsidiaries

See the disclosure above for the Group in relation to the fair value of available-for-sale assets. This also applies to such
assets held by the Company.

The amounts due from subsidiaries are denominated in US dollars, are non interest bearing and are due on demand.
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The Company’s principal subsidiary undertakings at 31 December 2010, all of which are wholly owned, are as follows:

Name Registered Office Activity
Petroceltic Investments Limited 75 St. Stephen’s Green, Dublin 2, Ireland 2
Petroceltic Erris Limited 75 St. Stephen’s Green, Dublin 2, Ireland 2
Petroceltic Ksar Hadada Limited 3rd Floor, Windward House, La Route de la Liberation, Jersey 2
Petroceltic Isarene Limited 3rd Floor, Windward House, La Route de la Liberation, Jersey 2
Petroceltic African Holdings Limited 3rd Floor, Windward House, La Route de la Liberation, Jersey 1
Petroceltic Italia S.R.L. Via Paola N.24 Int 7. 00186 Rome, Italy 2
Petroceltic CSI Limited 3rd Floor, Windward House, La Route de la Liberation, Jersey 3

Key to activity:

1 Investment holding company.

2 Oil and gas exploration and development company.

3 Service and administration company.

All shareholdings are of ordinary shares and are held directly by the Company.

Each Company’s registered office is located in the country in which it operates, except for Petroceltic Ksar Haodada
Limited which operates in Tunisia and Petroceltic Isarene Limited which operates in Algeria.

A full list of subsidiary companies is filed with the Registrar of Companies.

There have been no significant events since year end.

The Directors approved these financial statements on 1 April 2011.
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Share Information

Shares in Issue
The number of shares in issue at 31 December 2010 was 2,014,355,049. The total number of share options and warrants
outstanding at 31 December 2010 was 85,615,063. The Petroceltic share price can be monitored at www.petroceltic.com.

Shareholder Profile
On 1 April 2011 Petroceltic had 9,492 shareholders with the majority of shares held by institutional UK based shareholders.

The shareholding distribution at T April 2011 is as follows:

Holdings Number of accounts Number of shares held
1-1,000 2,085 1,407,504
1,001 - 5000 3,344 8,891,127
5001 - 10,000 1,339 10,618,916
10,001 - 100,000 2,128 71,371,162
100,001 - 1,000,000 429 128,880,081
Above 1,000,000 167 1,793,186,259

9,492 2,014,355,049

The geographical distribution af 1 April 2011 is as follows:

Distribution Number of accounts Number of shares held
Republic of Ireland 5215 188,279,233
UK 4,195 1,823,376,441
Other 82 2,699,375
9,492 2,014,355,049

Shareholding distribution (based on number of shares held) Geographical distribution (based on number of shares held)

Republic of Ireland

. 1-1,000
. 1,001 - 5000

5001 - 10,000

. Ofther

10,001 - 100,000
100,001 - 1,000,000

. Above 1,000,000




Appraisal Well: A well drilled after a discovery of oil or gas has
been made, to help determine the size of a hydrocarbon deposit,
through reservoir flow tests, the gathering of core or fluid samples,
and petrophysical measurement of reservoir rock formation
properties.

Barrel of oil (“bbl”): 42 US gallons of oil at 60° Fahrenheit.

Barrel of oil equivalent (“boe”): a unit of energy based on the
approximate energy released by burning one barrel of crude oil.
Used to help compare oil and gas reserves in terms of energy
potential. Petroceltic converts gas to barrels of oil equivalent af
the rate of 5.6 standard cubic feet of gas equals one barrel of oil
equivalent,

BCF: Billion Cubic Feet of Gas.

Cambrian: a geological time period and system, covering the
fime between 542 to 488 Million years ago.

Cambro-Ordovician: a geological fime period comprising the
Cambrian and the Ordovician together.

Devonian: a geological fime period and system, covering the
fime between 416 to 359 Million years ago.

Diagenesis: any chemical, physical or biological
undergone by a sediment after its initial deposition.

change

Exploration Well: A well drilled to look for oil and gas in an area
where no known oil or gas exists.

Gas initially in place (“GlIP”): the fotal gas content of a reservoir
in situ before the commencement of production, as measured
at a notional surface location i.e. at surface pressure and
temperature, and before any recovery factor is applied.

Hydraulic Fracture Stimulation: The technique of hydraulic
fracture stimulation (“fraccing”) is used to increase or restore the
rate at which fluids, such as oil, gas or water, can be produced
from a reservoir, including unconventional reservoirs such as shale
rock or coal beds. Hydraulic fracturing enables the production of
natural gas and oil from rock formations where there may not be
sufficient porosity and permeability to allow natural gas and oil to
flow from the rock into the wellbore at economic rates. Hydraulic
fractures are extended by internal fluid pressure which opens the
fracture and causes it to extend through the rock. Man-made
fluid-driven fractures are formed at depth in a borehole and
extend into targeted formations. The fracture width is typically
maintained after the injection by introducing a proppant into
the injected fluid. Proppant is a material, such as grains of sand,
ceramic, or other partficulates that prevent the fractures from
closing when the injection pressure is reduced.

MMbbls: Millions of barrels of oil.
MMscf/d: Million standard cubic feet of gas per day.
Nautical mile: a unit of length corresponding approximately to

one minute of arc of latitude along any meridian. By international
agreement it is exactly 1,852 metres.
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Ordovician: a geological time period and system, covering the
time between 488 to 444 Million years ago.

Permeability: a measure of the ability of a porous material (such
as a reservoir rock) to tfransmit fluids.

Petrophysics: the study of the physical and chemical properties
that describe the occurrence and behaviour of rocks mainly
focused on the study of reservoir rocks holding oil or natural gas
reservoirs.

Porosity: a measure of the void spaces in a reservoir rock, and
is expressed as a fraction of the volume of voids over the total
volume, generally expressed as a percentage measure.

Proven reserves: generally taken to be those quantities of oil and
gas that geological and engineering information indicates with
reasonable certainty can be recovered in the future from known
reservoirs under existing economic and operating conditions.
Proven reserves may also be called 1P reserves. Some oil industry
specialists refer to this as P90 - i.e. having a 90% certainty of being
produced.

Probable Reserves: oil and gas reasonably probable to be
produced using current or likely tfechnology at current prices, with
current commercial terms and government consents. Probable
reserves are also known as P50 - i.e. having a 50% certainty of
being produced. - This is also known in the oil industry as 2P, or
proven plus probable.

Possible Reserves: oil and gas which may possibly be developed
under favourable circumstances. Some industry specialists refer to
this as P10 - i.e. having a 10% certainty of being produced. - This
is also known in the industry as 3P or proven plus probable plus
possible.

Production Sharing Contract: A contract signed between a host
government and an oil and gas exploitation company, regulating
how much of the oil and gas produced from a production
concession each will receive.

Recovery Factor: that proportion of the oil or gas volume in a
reservoir which can be technically and economically recovered.

Remaining recoverable resources: the fotal volume of a resource
that is both technically and economically recoverable. They
include proven, probable and possible reserves in a discovered
field, as well as hydrocarbons that have yet to be found, less
cumulative production.

Sedimentology: the study of modern and ancient sediments and
the processes which control their deposition.

Stock Tank Oil Initially In Place (“STOIIP”): the total oil content of
a reservoir in situ before the commencement of production, as
measured at a notional surface location i.e. at surface pressure
and temperature, and before any recovery factor is applied.

TCEF: Trillion Cubic Feet of Gas.
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PETROCELTIC INTERNATIONAL PLC
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Telephone: +353 1 4218300

Fax: +353 1 4218301

Email: info@petroceltic.ie

Web: www.petroceltic.com
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Telephone: +353 1 4319825 (Ireland)
Telephone: +44 870 7036243 (UK)



