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Welcome to our 2019
Annual Report and
Financial Statements
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We are an oil and gas business focused on careful,
disciplined growth in our operations in Ukraine.

Our success is founded on rigorous planning, disciplined
application of enhanced and proven technology,
responsible resource stewardship, and a highly
experienced team. Meet an energy business that’s
listening to its stakeholders.

Sergii Glazunov
Chief Executive Officer
Enwell Energy plc
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Highlights

$66.1

som 1

§235

Gross profit l
$2 3 u 5 m 2018 2019

2018 2019

Operating profit

$21.1m §..

{2018: $66.4 million including a -
one-off reversal of impairment
item of $36.1 million) 2018 2019

$24.6

Cash generated I
$24 ] 6 m 2018 2019

Finance

B Revenue for the year ended 31 December 2019 of $55.9 million (2018:
$66.1 million), down 15% as a function of weakened gas prices in
the year

B Gross profit for the year of $23.5 million (2018: $34.2 million), down 31%

B Operating profit for the year of $21.1 million (2018: $66.4 million,
including a one-off reversal of impairment item of $36.1 million relating to
impairment reversal of oil and gas development and production assets)

B Cash generated from operations during the year of $24.6 million (2018:
$36.3 million), down 32%

B Net profit for the year of $12.2 million (2018: $54.3 million, included
a one-off reversal of impairment item of $36.1 million relating to
impairment reversal of oil and gas development and production assets)

B Average realised gas, condensate and LPG prices in Ukraine were all
lower, particularly gas prices, for the year to 31 December 2019 at $219/
Mm3 (UAH5,729/Mm3), $58/bb! and $55/bbl respectively (2018: $312/
Mm?3 (UAH8,528/Mm?) gas, $72/bbl condensate and $64/bbl LPG)

B Cash and cash equivalents up 17% at $62.5 million at 31 December 2019
(31 December 2018: cash and cash equivalents of $53.2 million), with
cash and cash equivalents at 7 April 2020 of $55.2 million, held as to
$18.5 million equivalent in Ukrainian Hryvnia and $36.7 million equivalent
predominantly in US Dollars, Euros and Pounds Sterling
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Ukraine Operations

B Aggregate average daily production from the MEX-GOL, SV and VAS
fields over the year to 31 December 2013 of 4,263 boepd (2018: 3,391
boepd), an increase of nearly 26%

B Aggregate average daily production from the MEX-GOL, SV and VAS
fields for Q4 2019 of 4,776 boepd (Q4 2018: 4,139 boepd), representing
an increase of over 15%, largely as a result of the significant contribution
from the MEX-119 well in Q4 2019

B Reserves upgrade at VAS field announced in August 2019, nearly
doubling proved plus probable (2P) reserves to 3.145 MMboe (from 1.80
MMboe)

B MEX-119 well successfully completed and brought on production in
October 2019

Outlook

B Development work planned for 2020 at MEX-GOL and SV fields includes:
completion of the SV-54 well; commencement of a new well, SV-25;
planning for a further new well or sidetracking of an existing well in
the SV field; investigating workover opportunities for existing wells;
installation of further compression equipment; and continued investment
in gas processing facilities, pipeline network and other infrastructure

B Development work planned for 2020 at the VAS field includes: planning
for a new well to explore the VED prospect within the VAS licence area,
installation of compression equipment; and continued investment in gas
processing facilities, pipeline network and other infrastructure

B Commencement of planning for development of the SC field operated
by Arkona

B 2020 development programme expected to be funded from existing cash
resources and operational cash flow

B As of the date of this report, the global economy, and global social
dynamics, are in a state of disruption and uncertainty as result of the
COVID-19 pandemic. The Board and management continue to monitor
the evolving situation and take any steps necessary to protect our staff,
stakeholders and business alike. As of the date hereof, there has been no
operational disruption linked to the COVID-19 pandemic, and no material
impact is currently envisaged on the Group's prospects. However, the
Board and management remain acutely aware of the risks, and are taking
action to mitigate them where possible, with the safety of individuals
and communities being paramount. To this end, we have joined with
other Ukrainian businesses to acquire medical equipment and supplies
for donation to the Ukrainian State, with our share of the pre-emptive
initiative being $2 million.
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What we do

I L

We are an o1l and gas exploration and
production group, headquartered in the United
Kingdom and quoted on the AIM Market of
London Stock Exchange plc, with an exclusive

focus on operations in Ukraine.

We have four fields in appraisal, development and production
- three in the Poltava region and one in the Kharkiv region

of Ukraine — producing over 4,000 boe per day. Our current
proved plus probable (2P) reserves stand at over 50 MMboe.

We are an oil and gas business relentlessly focused on
careful, disciplined growth in our operations in Ukraine.

Our success is founded on rigorous planning, careful use of
cutting-edge technology, responsible resource stewardship,
and a highly experienced team.

L -
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Where we operate
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MEX-GOL & SV Fields Eﬂﬂ VAS Field ﬁ SC Field ﬂ
Our licences for the MEX-GOL and The VAS licence covers an area of The SC licence covers an area of
SV fields cover an area of 269 km?2. 33.2 km? and has remaining 2P 97 km?, and while 2P reserves are yet
The remaining 2P reserves are 47.7 reserves of 2.8 MMboe and 3C to be assesed, C1 and C2 reserves
MMboe, with 3C contingent resources contingent resources of 0.6 MMboe, of 38 MMboe under Ukrainian
of 25.3 MMboe. while prospective resources in the classification (DK2) are attributable to
VED block are estimated at 7.7 the licence.
MMboe.

A

Working 2P Reserves
Interest % MMboe

Working 2P Reserves
Interest % MMboe

Working 2P Reserves
Interest % MMboe

100 47.7 100 2.8 100 0

STRATEGIC REPORT
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Why Ukraine?

Why we operate exclusively in Ukraine:

. B Improved fiscal and economic conditions in Ukraine

8 Reasonable stability in the Ukrainian currency, improved
foreign exchange rates, reduced inflation, international
market-based hydrocarbon prices and reductions in the
subsaoil tax

B Improvements in the Ukrainian regulatory procedures in
the oil and gas sector

B Encouraging new legislation for the oil and gas sector
in Ukraine, demonstrating the Ukrainian Government’s
stated intention to promote and support the domestic oll
and gas production industry
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l_ Supply of Ukranian gas market

- Domestic consumption

Domestic production and consumption, Bm?*
"
32.3
31.9
29.8

& . . 20.7
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2017 2018 2019
Year
. Domestic production

. Domestic production
. European imports

r

Resource size

Ukraine has a significant available gas resource,
particularly in the Dnieper Donets basin where our
licences are located, with a national total of in excess of
35 Tscf.

Domestic market dynamics

Ukraine remains a net importer of gas, with
consumption of 29.8 Bm3in 2019, of which only 69%
is met by the 20.7 Bm? of domestic production.

The market segment open to us, industrial consumers,
has grown over the last three years along with the
steady improvements in the Ukrainian economy. In
addition to this segment, completion of liberalisation
of the gas market in Ukraine is opening up to us the
Household and Heat and Electricity market segments,
which in combination account for just over one half

of the overall gas market. In addition to increasing our
target market by approximately 240%, this liberalisation
will also drive convergence of prices for industrial and
household consumers.

Regulatory environment

The regulatory environment in Ukraine has steadily
improved in recent years, and has included reductions in
production related taxes being introduced from 2018, as
set out further in the Finance Review.

Licensing regime

Electronic auctions of oil and gas licences were
introduced by the Ukrainian Government and State
Geological Survey of Ukraine in 2018, increasing
transparency in licence competition and awards.

07
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Relentless Focus

Why we have a strong future:

B We see a growth market ahead in Ukraine as domestic
demand expands

B We have a significant reserves base

B We aim for a production to reserves ratio of 7%
(currently at 3%)

B We apply our skills and technology to enable us to
produce at low cost

B We place great emphasis on safety and environmental
awareness, and we design our processes to achieve
accident-free operations ’

B We have no debt and sufficient funding resources and
contingency plans to deliver our near-term plans

B We apply rigorous selection criteria when investigating
new business opportunities
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We have the capital and
contingency plans to
implement our near-term
strategy, because we are
very cautious about future
conditions.

We have grown our reserves
since 2013 by a factor of
four, through careful field
development and disciplined
production.
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Chairman's Statement

Chris Hopkinson
Chairman

| am delighted to introduce the 2019 Annual
Report and Financial Statements. This year
has been a strong year for the Group, with
good progress in the development of the
MEX-GOL, SV and VAS gas and condensate
fields in north-eastern Ukraine and a robust
financial performance during the year.
Drilling of the MEX-119 development well
was successfully completed and brought on
production in October 2019, with very strong
flow rates.

At the MEX-GOL and SV fields, production
was reasonably stable during 2019, with
higher production volumes compared

with the 2018 year, and at the VAS field
production was also steady, and significantly
higher than during 2018 following the hook-
up of the VAS-10 well in November 2018.

Aggregate average daily production from

the MEX-GOL, SV and VAS fields during
2019 was approximately 4,263 boepd, which
compares with an aggregate daily production
rate of approximately 3,391 boepd during
2018, an increase of nearly 26%.

The Group delivered a robust financial
performance for the year ended 31 December
2019 on the back of record levels of
production and despite a significant drop in
the average gas price in the period, a function
of weakened European gas prices. During
2019, the Group achieved a net profit of $12.2
million (2018: $54.3 million). Continued strong
profitability, despite the weakened gas price,
has enabled the Group to further enhance its
balance sheet, with a 17% increase in closing
cash resources, being a total of $62.5 million
at 31 December 2019 {2018: $53.2 million).

The fiscal and economic situation in Ukraine
was reasonably stable during 2019, with

a better economic outlook, GDP growth,
reduced inflation and stability in the Ukrainian
Hryvnia exchange rates. Nevertheless,

We are also looking
forward to achieving
further successes

in the development

activities planned

for 2020

Ukraine retains residual risk of fiscal and
economic stress, and we remain vigilant.

The Ukrainian Government has implemented a
number of reforms in the oil and gas sector in
recent years, which include the deregulation
of the gas supply market in late 2015, and
more recently, reductions in the subsoil tax
rates relating to oil and gas production and

a simplification of the regulatory procedures
applicable to oil and gas exploration and
production activities in Ukraine.

The deregulation of the gas supply market,
supported by electronic gas trading platforms
and improved pricing transparency, has
meant that the market gas prices in Ukraine
now broadly correlate with the imported

gas prices. During 2019, gas prices trended
lower, reflecting a similar trend in European
gas prices, and were lower than in 2018.
Similarly, condensate and LPG prices were
also lower by comparison with last year.

New Acquisition

As announced on 24 March 2020, the Group
has acquired the entire issued share capital of
LLC Arkona Gas-Energy (“Arkona”) for total
consideration of up to $8.63 million, subject
1o satisfaction of certain conditions. Arkona
holds a 100% interest in the Svystunivsko-
Chervonolutskyi ("SC"”) exploration licence
in north-eastern Ukraine, some 15 km east
of the SV field. The SC licence was granted
in May 2017, with a duration of 20 years,

and is prospective for gas and condensate.
As with the productive reservoirs in the SV
field, the prospective reservoirs in this licence
are Visean, at depths between 4,600 and
6,000 metres. We believe that our existing
knowledge of the subsurface geology in the
area will enable us to quickly progress our
development planning for this licence, and
we hope to be able to commence drilling
operations on the licence within 12 months.

Board and Management Changes

In June 2019, Bruce Burrows was appointed

as Finance Director of the Company, having
previously been a Non-Executive Director, and
Oleksiy Zayets was appointed as Chief Financial
Officer of the Company’s Ukrainian operations.

COVID-19 Virus

We are closely monitoring the current volatility

in global financial markets, and the implications
on the operational, economic and social
environment within which we work caused

by the COVID-19 pandemic, coupled with the
recent sharp decline in oil prices. As of the date
hereof, there has been no operational disruption
linked to the COVID-19 pandemic, and no
material impact is currently envisaged on the
Group's prospects. However, the Board and
management remain acutely aware of the risks,
and are taking action to mitigate them where
possible. This is a rapidly evolving situation and
we are working to not only protect our staff

and stakeholders but to minimise disruption to
our business. Our supply chain is not materially
exposed to countries currently most affected by
the pandemic, and we hold good inventories of
critical spares for our field operations. We have
reassessed our medium-term forecasts based on
current pricing and are highly confident we have
the resources to continue to deliver on our plans.
Of course, we cannot be certain of the duration
of the pandemic’s impact but will remain focused
on monitoring and protecting our business
through the period of uncertainty. In protecting
our stakeholders’ interests, we are conscious of
our wider obligations to the communities, and
country, in which we operate. Accordingly, we
have acted, alongside other corporate entities in
Ukraine, to directly acquire critical equipment and
supplies from Chinese suppliers to donate to the
Ukrainian State to assist its efforts to manage
the pandemic in Ukraine. We have allocated $2
million to this initiative.

Outlook

While there are still challenges in the business
environment in Ukraine, the situation

is improving graduglly. After the steady
operational performance during 2019, and the
increased production output during the year,
we are eagerly awaiting the results of the SV-
54 development well, which are expected in
the third quarter of 2020. We are also looking
forward to achieving further successes in the
development activities planned for 2020 and
delivering a steadily increasing production and
revenue stream in the future.

In conclusion, on behalf of the Board, | would
like to thank all of our staff for the continued
dedication and support they have shown
during the year and especially during the
current COVID-19 pandemic.

Chris Hopkinson
Chairman
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Chief Executive’'s Statement

Introduction

The Group continued its good progress

at its Ukrainian fields during 2019, with
development activity at the MEX-GOL and
SV fields including the successful drilling
of the MEX-119 development well, which
came on production in October 2019, the
successful workover of the MEX-106 well to
renew the production tubing, and hydraulic
fracturing operations at the MEX-120 well.
In addition, work continued to refine the
geological model of the fields, upgrade
the gas processing facilities and pipeline
network, and undertake remedial work on
existing wells.

At the VAS field, acquisition of the remaining
coverage of 3D seismic over the field

Quality, Health, Safety and
Environment ("QHSE")

The Group is committed to maintaining
the highest QHSE standards and the
effective management of these areas is
an intrinsic element of the overall business
ethos. Through strict enforcement of the
Group’s QHSE policies, together with
regular management meetings, training
and the appointment of dedicated safety
professionals, the Group strives to ensure
that the impact of its business activities on
its staff, contractors and the environment
is as low as is reasonably practicable. The
Group reports safety and environmental
performance in accordance with industry
practice and guidelines.

\\

Sergii Glazunov was completed in early 2019 and the data | am pleased to report that during 2019, 7

Chief Executive Officer acquired was processed and interpreted. a total of 413,419 man-hours of staff and //,/’//)
However, a decline in production rates from contractor time were recorded without a Lost “7/4
the VAS-10 well impacted overall production Time Incident occurring. The total number .///;'/
at the VAS field during the fourth quarter of safe man-hours now stands at over // /
of 2019, and as a result, compression 2,954,500 man-hours without a Lost Time /// ’,
equipment was installed at the well. Incident. No environmental incidents were { ///f

13

During 2020, the
Group will continue
to develop the MEX-
GOL, SV and VAS

Overall production was steady during 2019,
and significantly higher than in 2018, with a
substantial boost in the fourth quarter once
the MEX-119 well came on production.

Production

recorded during the year.

The average daily production of gas, condensate and LPG from the MEX-GOL, SV and VAS
fields for the year ended 31 December 2019 was as follows:

N
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Gas Condensate LPG Aggregate / //// |

ﬁg[d5 as well as (MMscf/d) (bbl/d) (bbl/d) boepd s
? Field 2019 2018 2018 2018 2019 2018 2019 2018 / //
commence development MEX-GOL & SV 148 120 577.8 4362 2744 2250 3,391 2717 // %
. VAS 4.4 33 619 499 - - 872 674 S
planming for the Total 192153 6397 4861 2744 2750 42633391 . 7
SC licence o
Production rates were higher in 2019 when compared with 2018, predominantly due to the ///, )

’ ’ success of the MEX-119 well in the fourth guarter of 2019. //////
The Group's average daily production for the period from 1 January 2020 to 31 March 2020 /;///f

from the MEX-GOL and SV field was 17.3 MMscf/d of gas, 659 bbl/d of condensate and 280 S

bbl/d of LPG (3,904 boepd in aggregate) and from the VAS field was 3.1 MMscf/d of gas and
34 bbls/d of condensate {604 boepd in aggregate).
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Chief Executive’s Statement v

Operations

The much improved fiscal and economic
conditions in Ukraine, coupled with
reasonable stability in the Ukrainian Hryvnia,
reductions in the subsoil tax rates and
improvements in the regulatory procedures
in the oil and gas sector in Ukraine over the
last year, gave the Board the confidence

to continue the Group's development
programme at its Ukrainian fields during
2019. However, lower realised gas prices
impacted revenues, following a general
decline in gas prices in Europe.

The Group continued to refine its geological
subsurface models of the MEX-GOL, SV and
VAS fields, in order to enhance its strategies
for the further development of the fields,
including the timing and level of future
capital investment required to exploit the
hydrocarbon resources.

At the MEX-GOL and SV fields, the MEX-119
development well was spudded in February
2019 and drilled to a depth of 4,822 metres,
which was slightly shallower than its planned
depth, after the targeted horizons were
encountered. The well targeted production
from the B-20 reservoirs in the Visean
formation. One interval, at a drilled depth

of 4,804 — 4,816 metres, was perforated,
and after successful testing, the well was
hooked-up to the gas processing facilities.
The well has demonstrated excellent
production rates and is currently producing
at approximately 4.8 MMscf/d of gas and
216 bbl/d of condensate {1,058 boepd in
aggregate).

The Group continues to operate each of the
SV-2 and SV-12 wells under joint venture
agreements with NJSC Ukrnafta, the majority
State-owned oil and gas producer. Under

the agreements, the gas and condensate
produced from the respective wells is sold
under an equal net profit sharing arrangement
between the Group and NJSC Ukrnafta, with
the Group accounting for the hydrocarbons
produced and sold from the wells as revenue,
and the net profit share due to NJSC Ukrnafta
being treated as a lease expense in cost of
sales. Both of these wells have proven to be
strong producers since being brought back on
production.

At the MEX-106 well, a successful workover
was undertaken to renew the production
tubing, which boosted production from this
well, and at the MEX-120 well, hydraulic
fracturing operations were undertaken,
following which the well was lifted using
coiled tubing, but only modest flows of gas
and condensate were recovered and the
well is now under observation. |n addition,

the Group upgraded the gas processing
facilities and pipeline network, and undertook
remedial work on existing wells.

Drilling of the SV-54 well has been
completed, with the well having reached

a final depth of 5,322 metres. Completion
operations have now commenced and these
are scheduled to be concluded by the end
of the second quarter of 2020, and, subject
to successful testing, production hook-up
is anticipated during the third quarter of
2020. The well is a development well, with
its primary targets being the B-22 and B-23
horizons in the Visean formation.

At the VAS field, interpretation of the

3D seismic data acquired last year was
completed and integrated into the geological
model for the field. Planning is continuing
for 2 new well to explore the VED prospect
within the VAS licence area. However, a
decline in production rates from the VAS-

10 well impacted overall production at the
VAS field during the fourth quarter, and as a
result, compression equipment was installed
to increase production from this well, with

a longer term plan to undertake a workover
of the well to access an alternative reservoir
horizon.

In March 2019 (see announcement made

on 12 March 2019}, a regulatory issue

arose when the State Service of Geology
and Subsoil of Ukraine issued an order for
suspension {the “Order") of the production
licence for the VAS field. Under the
applicable legislation, the Order would lead
to a shutdown of production operations at
the VAS field, but the Group has issued legal
proceedings to challenge the Order, and has
obtained a ruling suspending operation of the
Order pending a hearing of the substantive
issues. The Group does not believe that there
are any grounds for the Order, and intends to
pursue its challenge to the Order through the
Ukrainian Courts.

Reserves Update

In early 2019, the Group commissioned
DeGolyer and MacNaughton (“D&M") to
prepare an updated assessment of the
remaining reserves and resources at the

VAS field as at 31 December 2018 in order to
provide an update since the previous reserves
estimation undertaken by Senergy (GB)
Limited ("Senergy”) as at 1 January 2016.

The updated assessment of 1.895 MMboe of
proved {1P) and 3.145 MMboe of proved plus
probable (2P) reserves resulted in a material
increase in these categories of remaining
reserves from the 2016 Senergy estimates,
which were 0.66 MMboe and 1.80 MMboe
respectively. These increases reflect a higher

level of confidence in the understanding

of the subsurface at the field as a result of
the new data obtained since 2016. Further
details of the D&M assessment are set out
in the Company’s announcement dated 21
August 2019. Over and above the increase in
reserves themselves, the Group is tailoring
its field development programme for the VAS
fields, which is envisaged to include increased
development activity, production and cash
flow in future periods.

New Acquisitions

As announced on 24 March 2020, the

Group has acquired the entire issued share
capital of LLC Arkona Gas-Energy for total
consideration of up to $8.63 million, with
$4.3 million subject to the satisfaction of
certain conditions as set out therein. Arkona
holds a 100% interest in the Svystunivsko-
Chervonolutskyi {"SC") exploration licence,
which is located in the Poltava region in
north-eastern Ukraine. The SC licence has an
area of 97 km?, and is approximately 15 km
east of the SV field. The licence was granted
in May 2017 with a duration of 20 years. The
licence is prospective for gas and condensate,
and has been the subject of exploration since
the 1980s, with five wells having been drilled
on the licence since then, although none of
these wells are currently on production. As
with the productive reservoirs in the SV field,
the prospective reservoirs in the licence are
Visean, at depths between 4,600 and 6,000
metres.

According to the recorded information

on the Ukrainian State Balance of Natural
Resources as at 1 January 2020, the licence
has hydrocarbon reserves, in the category of
C1 and C2 under the Ukrainian classification,
DKZ, of approximately 38.0 MMboe (4.9 Bm?
of gas and 0.86 Mtonnes of condensate).

It should be noted, however, that while the
Group's review of existing technical data for
the licence is considered supportive of such
assessment of hydrocarbon reserves, such
hydrocarbon reserves have not been verified
by an independent reserves assessor and do
not correspond to the SPE/WPC/AAPG/SPEE
Petroleum Resources Management System
("PRMS") standard for classification and
reporting.

We believe that our existing knowledge of the
subsurface geology in the area will enable us
to quickly progress our development planning
for this licence, and we envisage that this will
include the commencement of a new well
within the next 12 months, with drilling and
completion operations expected to take up to
a further 12 months.
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As announced on 1 April 2020, the
Memorandum of Understanding (the
“Memorandum”) for the potential acquisition
of PJSC Science and Production Concern
UKrnaftinvest, announced on 26 November
2019, expired and was consequently
terminated as a result of the parties to the
Memorandum, being (1} the Company

and (2} Mrs Lidiia Chernysh and Bolaso
Investments Limited, being unable to reach a
final agreement for such potential acquisition.
The provisions relating to such termination
set out in the Memorandum are now
applicable, and these include the refund of the
deposit of $0.5 million previously paid under
the Memorandum.

Outlook

During 2020, the Group will continue to
develop the MEX-GOL, SV and VAS fields,
as well as commence development planning
for the SC licence. At the MEX-GOL and SV
fields, the development programme includes
completing the drilling and production hook-
up of the SV-54 development well, which

is scheduled for Q4 2020, commencing a
new well, SV-25, in the SV field, which is
planned to be spudded later in the year,
planning for a further well or sidetracking of
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an existing well in the SV field, investigating
workover opportunities for other existing
wells, instailation of further compression
equipment, further upgrading of the gas
processing facilities and pipeline network,
and remedial and upgrade work on existing
wells, pipelines and other infrastructure.

At the VAS field, planning for the proposed
new well to explore the VED prospect within
the VAS licence area is continuing, and
upgrades to the gas processing facilities,
pipeline network and other infrastructure
are planned.

There has aiso been encouraging recent
legislation relating to the oil and gas sector
in Ukraine, demonstrating the Ukrainian
Government's stated intention to promote
and support the domestic oil and gas
production industry. These measures include
reductions in the subsoil taxes applicable
to the production of hydrocarbons, which
became effective for gas production from
new wells drilled after 1 January 2018

and came into effect for condensate
production from all wells from 1 January
2019. Furthermore, new legislation was
introduced last year to simplify a number of
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the regulatory procedures relating to oil and
gas exploration and production activities in
Ukraine. These measures, and the general
improvement in the business climate in
Ukraine, are encouraging and supportive of
the independent oil and gas producers in
Ukraine.

Finally, | would like to add my thanks to all
of our staff for the continued hard work and
dedication they have shown over what has
been a successful year for the Group, and to
especially recognise their continuing efforts
and professionalism during the current
COVID-19 pandemic.

Sergii Glazunov
Chief Executive Officer
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Focus for Growth

. 1

We believe there is great potential in
Ukraine’s market, and we intend to grow.

Steadily and strongly.

Between 2016 and 2019:

B Total production increased from 0.6 MMboe
to 1.6 MMboe

B Revenue grew from $25.7 million to $55.9 million
® Operating margin increased from 9% to 38%

B Cash reserves more than tripled from $20 million
to $62.5 million

L _1
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Looking forward over the next three to five

years, we are optimistic about our growth
prospects. Here are the key reasons why.

1. Demand for gas forecast to grow
globally and in Ukraine

Natural gas emits less pollution than
other fossil fuels. In a future of tougher
environmental regulation, it is the only
fossil fuel whose share in global energy
consumption is forecast to grow.

By 2025, gas is expected to become the
world's second largest source of energy,
converging with oil by 2040. The average
annual growth rate is forecast to be around 2%.

Only approximately two thirds of Ukraine's
gas demand is domestically produced with
prices therefore tending to follow the prices
in Europe.

The gas market in Ukraine is currently being
liberalised, which will allow local oil and gas
producers greater access to and effectively
increase our market by an estimated 240%.

2. A steadily improving situation

in Ukraine

The fiscal and economic situation in Ukraine
has been improving for a number of years
now. Inflation is lower, exchange rate
volatility is lower, and GDP growth is up.

Shares of primary energy

50%

1980 1990 2000

3. Investing in the future

Having successfully grown our resource
base, the Group has extensive and capital-
intensive development plans in place and

in process, including drilling new wells,
upgrading infrastructure and equipment,
and introducing innovative new technology
in our operational activities. Given that we
have 100% operatorship of our assets, we
have the ability to maintain rigidly monitored
contingency planning and can promptly
modify schedules and plans should future
economic and operational realities dictate. At
the same time, we take a highly discerning
approach to selecting new business
opportunities.

We are also investing in our people, building
a strong performance-oriented culture, with
high productivity.

4. Large and growing reserves
Through careful and incremental
development of our fields, our proved plus
probable (2P) reserves have grown to over
50 MMboe.

2010 2020 2030 2040
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5. A disciplined operator

We work in a carefully structured way. We
are focused on implementing projects on
time and on budget, through the use of
optimal technological solutions and rigorous
risk management. A disciplined and detailed
budgeting process is essential to the cost
forecasting and performance discipline we
pursue. We have a very strong QHSE record.
Our Continuous Improvement System
(targeting employee initiative feedback

and refinement) means we are focused on
getting better at what we do, day by day, and
year by year.

As a result, we have the ability to produce in
lower oil or gas price environments.

6. Take nothing for granted

Rigid financial and risk planning reduces our
exposure to external factors. We always
ensure capital is available for our planning
horizon. We maintain a discerning eye

for potential new business opportunities

and acquisitions, although we ensure that
our selection criteria are stringent and
chaltenging. We manage production levels to
preserve reservoir performance.

Our growth strategy is measured, disciplined
and smart, designed for challenging but
opportunity-rich times.

- Hydro
. Nuclear
- Renewables
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Strategic Priorities

Our three strategic priorities

1

Deliver profitable production

and reserves growth in
Ukraine, with continued
capital efficient operational

2

Be a responsible steward of
the resources we manage,
produce, and deliver to
market

3

Recruit and retain a

management team capable
of delivering consistent top
quartile performance across

excellence

recognised industry and
market metrics

Stakeholder buy-in

B Team clear on behaviours, roles and
responsibilities

Organic growth Operating safely and responsibly

B Expedite development of our assets, B Adopt and exceed industry standards
accelerate production growth, exploit B Embed corporate and social
resource base responsibility process throughout
W Careful field and reserves development business organisation
planning B Implement Near Miss system of
B Geological modelling to achieve high reporting
probability of success

Retention
B Keeping great people on the team

Correct skills for the objective/role
Strong and stable governance

B Adhere to QCA Code and institutional
shareholder body guidance

: B Clarity of skills required for each position

Growth of reserves and resources

B Additional exploration, life cycle mix, new
business opportunities and screening
process

Attracting new talent
. . . . W Strong reputation as a model employer
Rigid operating financial

. h B Transparent and clearly structured career
and risk planning

opportunities, progression and talent

Improving performance .
nurturing

M Ensure that future operations and sales

B Adopt oil and gas industry best practice reflect the market and forecasts
B Reducing cost of operations

B Application of drilling model

B Cognisant of necessity of good reservoir
and corporate resource management

B Reservoir and operational performance B Implementation and adherence to QHSE B Failure to challenge and motivate
B Regional stability policies existing employees
B Commodity price shifts M Maintenance of independence of Board B Compensation

of Directors B Competitiveness

B Maintenance of controls and processes
for financial and risk management
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Statement by the Directors

in performance of their statutory duties in accordance with Section 172(1) of the Companies Act 2006

Introduction

The Directors of the Company must act in
accordance with a set of general duties,
which are detailed in Section 172(1) of the
Companies Act 20086, as follows:

"“A director of a company must act in the way
he considers, in good faith, would be most
likely to promote the success of the company
for the benefit of its members as a whole
and, in doing so have regard (amongst other
matters) to:

W the likely consequences of any decision
in the long term;

W the interests of the company's
employees;

B the need to foster the company's
business relationships with suppliers,
customers and others;

B the impact of the company’s operations
on the community and environment;

8 the desirability of the company
maintaining a reputation for high
standards of business conduct; and

M the need to act fairly as between
members of the company.”

The Directors are mindful of their duty

to promote the success of the Company

as described above. Details of how the
Directors have had regard to these matters
can be found throughout this Annual Report
and Financial Statements, where we provide
examples of how we: take into account the
likely conseguences of long-term decisions;
understand the importance of engaging
with our employees; build relationships

with stakeholders; understand the impact

of our operations on the communities in

our region and the environment we depend
upon; attribute importance to behaving as a
responsible business; and ensure that we act
fairly between shareholders.

Statement

The Directors of the Company consider,

both individually and collectively, that they
have acted in the way they consider, in good
faith, would be most likely to promote the
success of the Company for the benefit of its
shareholders as a whole (having regard to the
stakeholders and matters set out in Section
172(1}{a—f) of the Companies Act 2006) in
the decisions taken during the year ended

31 December 2019. Examples of this include:

Long-term decision-making

We have a strategy for the development of
our business and our oil and gas assets in
Ukraine, and retain, monitor and adjust a
corporate financial model for the economic
life of our assets. Our plan is designed to
have a long-term beneficial impact on the
Company and to contribute to its success

in safely producing gas, condensate and
LPG from our fields in Ukraine. We will
continue to operate our business with robust
and documented financial and operational
controls and in line with safety and
environmental regulations and requirements.

Employees’ interests

Our employees are fundamental to the
delivery of our business plan. We aim to

be a responsible employer in our approach
to the remuneration and benefits that our
employees receive. The health, safety and
well-being of our employees is one of our
primary considerations in the way we do
business, and the training and development
of our employees to develop their skilis

and expertise is fundamental in the highly
technical and specialised oil and gas industry.

Relationships with stakeholders

We aim 1o operate our gas and condensate
fields in Ukraine safely and efficiently for
the benefit of all of our stakeholders. In the
operational extraction and production of
gas, condensate and LPG, there are many
risks, including to health, safety and the
environment. In our operational activities,
we rigorously apply our quality, health,
safety and environmental ("QHSE") policies
to protect the safety of our employees and
contractors, and to protect the environment
from pollution. In the delivery of our
hydrocarbon products, we aim to ensure that
our products meet all applicable regulatory
requirements and to be a reliable and
consistent supplier to our customers. We
also aim to act responsibly and fairly in how
we engage with our contractors, suppliers
and customers, and to co-operate with our
industry regulators, all of which are integral to
the successful delivery of our business plan
and the stewardship of the resources we
manage.

Impact on community

and environment

Our business plan takes into account

the impact of the Company's operations

on the community and environment in
which we operate, and our wider societal
responsibilities, particularly in Ukraine at
our operational sites. We have a number

ot corporate social responsibility {(“CSR")
initiatives in Ukraine, and have supported a
number of community projects, including
support of local schools (materials for repair
works, funding of school meals) and youth
sports, as well as the repair of roads and
local infrastructure. More recently, we have
allocated $2 million to fund procurement of
medical equipment and supplies for donation
to the Ukrainian State 1o aid its initiatives

to protect the population from the health
impact of the COVID-19 pandemic. We also
strictly adhere to our QHSE policies in our
approach to the environment and ensure
compliance with applicable health, safety and
environment regulatory requirements.



Business conduct

We aim to ensure that the Company behaves
responsibly in the wider community, and that
our business is operated in a responsible
manner, operating within the high standards
of business conduct and good governance
expected for 2 business such as ours. We
have in place, and monitor adherence to,

our Anti-Bribery and Corruption Policy

and a range of QHSE related policies. This
approach contributes to the delivery of our
business plan by ensuring we work in an
honest and ethical way, and we require the
same from our employees, contractors and
others connected with the business.

Fair engagement with shareholders

Our intention is always to behave responsibly
toward our shareholders and treat them
fairly and equally, so they, too, may benefit
from the successful delivery of our business
plan. In light of our significant majority
shareholder, we have in place a Relationship
Agreement to ensure that the management
and governance of the Company is and
remains independent. We have adopted and
adhere to the Quoted Companies Alliance
Corporate Governance Code 2018 ("QCA
Code") to ensure clearly defined governance
procedures within our business.

enwell
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Overview of Assets

We operate three fields, and recently acquired a further field, in the Dnieper-Donets basin

in north-eastern Ukraine. Our fields have high potential for growth and longevity for future

production — a strong foundation for success.

MEX-GOL and SV Fields

The MEX-GOL and SV fields are held under two
adjacent production licences, but are operated as
one integrated asset, and have significant gas and

condensate reserves and potential resources of

unconventional gas.

100%

WORKING INTEREST

269km2

COMBINED LICENCES AREA

50MMboe

2P RESERVES

Production Licences

We hold a 100% working interest in, and
are the operator of, the MEX-GOL and SV
fields. The production licences for the fields
were granted to the Group in July 2004 with
a duration of 20 years, and it is intended

to apply to extend the licences under the
applicable regulations in Ukraine in order to
fully develop the remaining reserves. The
economic lives of these fields extend to 2038
and 2042 respectively pursuant to the most
recent reserves and resources assessment
by DeGolyer and MacNaughton (“D&M") as
at 31 December 2017.

The two licences, located in Ukraine's
Poltava region, are adjacent and extend over
a combined area of 269 km?, approximately
200 km east of Kyiv.

Geology

Geologically, the fields are located

towards the middle of the Dnieper-Donets
sedimentary basin which extends across the
major part of north-eastern Ukraine. The vast
majority of Ukrainian gas and condensate
production comes from this basin. The
reservoirs comprise a series of gently dipping
Carboniferous sandstones of Visean age
inter-bedded with shales at around 4,700
metres below the surface, with a gross
thickness between 800 and 1,000 metres.

Analysis suggests that the origin of these
deposits ranges from fluvial to deltaic,

and much of the trapping at these fields

is stratigraphic. Below these reservoirs is

a thick sequence of shale above deeper,
similar, sandstones at a depth of around
5,800 metres. These sands are of Tournasian
age and offer additional gas potential. Deeper
sandstones of Devonian age have also been
penetrated in the fields.

Reserves

The development of the fields began in
1995 by the Ukrainian State company
Chernihivnaftogasgeologiya (“"CNGG"), and
shortly after this time, the Group entered a
joint venture with CNGG in respect of the
exploration and development of these fields.

The fields have been mapped with 3D
seismic, and a geological subsurface model
has been developed and refined using data
derived from high-level reprocessing of such
3D seismic and new wells drilled on the
fields.

The assessment undertaken by D&M as at
31 December 2017 estimated proved plus
probable (2P) reserves attributable to the
fields of 50.0 MMboe, with 3C contingent
resources of 25.3 MMboe.




VAS Field

The VAS field 1s a smaller field with interesting
potential. The VAS licence was granted in August
2012 with a duration of 20 years. In addition to the
2P reserves, the field has substantial contingent and
prospective resources, as well as potential resources

of unconventional gas.

Production Licence
We hold a 100% working interest in, and

o are the operator of, the VAS field. The
production licence for the field was granted
o in August 2012 with a duration of 20 years.

The economic life of the field extends to
WORKING INTEREST 2032 pursuant to the most recent reserves
and resources assessment by D&M as at
31 December 2018.

The licence extends over an area of 33.2 km?
and is located 17 km south-east of Kharkiv, in
a km2 the Kharkiv region of Ukraine. The field was

discovered in 1981, and the first well on the

i illed in 2004.
COMBINED LICENCES AREA licence area was drilled in 200
The Group acquired this project in July 2016.

Geology
Geologically, the field is located towards the
middle of the Dnieper-Donets sedimentary
[ ] M M boe basin in north-east Ukraine. The field is
trapped in an anticlinal structure broken
2P RESERVES into several faulted blocks, which are
gently dipping to the north, stretching
from the north-east to south-west along a
main bounding fault. The gas is located in
Carboniferous sandstones of Bashkirian,
Serpukhovian and Visean age.

The productive reservoirs are at depths
between 3,370 and 3,700 metres.
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Reserves

The fields have been mapped with 3D
seismic, and a geological subsurface model
has been developed and refined using data
derived from such 3D seismic and new wells
drilied on the field.

The assessment undertaken by D&M as at
31 December 2018 estimated proved plus
probable (2P) reserves of 3.1 MMboe, with
contingent resources of 0.6 MMboe, and
prospective resources of 7.7 MMboe in the
VED area of the field. The next well planned
on the field is designed to explore the VED
area of the field.
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Overview of Reserves

MEX-GOL and SV Fields

The Group's estimates of the remaining Reserves and Resources at the MEX-GOL and SV
fields are derived from an assessment undertaken by D&M, as at 31 December 2017 (the
“MEX-GOL-SV Report”), which was announced on 31 July 2018. During the period from

1 January 2018 to 31 December 2019, the Group has produced 2.2 MMboe from these fields.

The MEX-GOL-SV Report estimated the remaining Reserves as at 31 December 2017 in the
MEX-GOL and SV fields as follows:

Proved Proved + Probable Proved + Probable +
(1P) {2P) Possible (3P)
Gas 121.9 Bscf/ 3.5 Bm? 218.3 Bscf /6.2 Bm? 256.5 Bscf/ 7.3 Bm?

Condensate 4.3 MMbbl /514 Mtonne 7.9 MMbbl / 943 Mtonne 9.2 MMbbl / 1,098 Mtonne

LPG 2.8 MMbbl / 233 Mtonne 5.0 MMbbl / 418 Mtonne 5.8 MMbbl / 491 Mtonne

Total 27.8 MMboe 50.0 MMboe 58.6 MMboe

The MEX-GOL-SV Report estimated the Contingent Resources as at 31 December 2017 in the
MEX-GOL and SV fields as follows:

Contingent Resources (1C) Contingent Resources {(2C) Contingent Resources (3C)

Gas 14.7 Bscf/0.42 Bm? 38.3 Bscf/1.08 Bm?® 105.9 Bscf/ 3.00 Bm?®

Condensate  1.17 MMbbl / 144 Mtonne 2.8 MMbbl / 343 Mtonne 6.6 MMbb! / 812 Mtonne

Total 3.8 MMboe 9.6 MMboe 25.3 MMboe

VAS Field

The Group's estimates of the remaining Reserves and Resources at the VAS field and the
Prospective Resources at the VED prospect are derived from an assessment undertaken by
D&M as at 31 December 2018 ({the "VAS Report”), which was announced on 21 August 2019.
During the period from 1 January 2019 to 31 December 2019, 0.3 MMboe were produced
from the field.

The VAS Report estimates the remaining Reserves as at 31 December 2018 in the VAS field
as follows: '

Proved Proved + Probable Proved + Probable +

(1P) (2P) Possible (3P)

9,114 MMscf / 15,098 MMscf / 18,816 MMscf /

Gas 258 MMm? 427 MMm? 533 MMm?

Condensate 205 Mbbl / 25 Mtonne 346 Mbbl / 42 Mtonne 401 Mbbl / 48 Mtonne

Total 1.895 MMboe 3.145 MMboe 3.890 MMboe

The VAS Report estimates the Contingent Resources as at 31 December 2018 in the VAS field
as follows:

Contingent Resources {1C) Contingent Resources (2C) Contingent Resources (3C)

Gas 0 0 2,912 MMscf/83 MMm?

Condensate 0 0 74 Mbbl / 9 Mtonne

The VAS Report estimates the Prospective Resources as at 31 December 2018 in the VED
prospect as follows:

Low (1U) Best (2U) High (3U) Mean

23,721 MMscf/ 38,079 MMscf / 62,293 MMscf / 41,291 MMscf/
Gas 672 MMm? 1,078 MMm? 1,764 MMm? 1,169 MMm?
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Finance Review

Bruce Burrows
Finance Director

(13

The Group delivered

a very solid financial
performance in 2019,
enabled by a record level
of gas production

24

The Group delivered a very solid financial
performance in 2019, enabled by a record
level of gas production, and despite a
significant drop in average gas realisations.
Net profit for the year was $12.2 million
{2018: $54.3 million including the $36.1
million benefit of a one-off reversal of
impairment of oil and gas development and
production assets).

Gross profit for the year ended 31 December
2019 was $23.5 million (2018: $34.2 million).
The 31% drop in gross profit year-on-year

is almost entirely a result of weakened gas
prices in the year (average realisations of
$219/Mm?3 compared to $312/Mm3 in 2018),
with condensate and LPG sales up 7.5% and
5.5% respectively, and cost of sales up a
modest 1.7% year-on-year.

Revenue for the year, derived from the sale
of the Group's Ukrainian gas, condensate and
LPG production, was $55.9 million {2018:
$66.1 million). The gas price driven fall in
revenue also impacted cash generated from
operations during the year, which was 32%
lower at $24.6 million (2018; $36.3 million)
predominantly, as noted, as a result of lower
gas prices and despite the higher production
volumes achieved in the year.

The average realised gas, condensate and
LPG prices during the 2019 year were $219/
Mm? (UAHS5,729/Mm?3), $58/bbl and $55/bbl
respectively (2018: $312/Mm?® (UAH8,528/
Mm3), $72/bbl and $64/bbl respectively).

During the period from 1 January 2020

to 7 April 2020, the average realised gas,
condensate and LPG prices were $158/
Mm3 (UAH3,961/Mm?3), $47/bbl and $43/bbl
respectively. The current realised gas price is
$128/Mm? (3,469/Mm?3).

As noted above, 2019 saw a significant

drop in averaged realised gas prices, having
the singularly greatest impact on our 2019
performance. Since the deregulation of the
gas supply market in Ukraine in October
2015, the market price for gas has broadly
correlated to the price of imported gas,
which generally reflects trends in European
gas prices. Gas prices are also subject to
seasonal variation. During the 2019 year, gas
prices were depressed, as a combined result
of lower international prices reducing the
price of imported gas, and the unseasonally
warm 2019/20 winter. Condensate and LPG
prices were also lower than in 2018.

Cost of sales for the year ended 31 December
2019 was marginally higher at $32.4 million
{2018: $31.9 million). While broadly consistent
with last year, there were some significant
intra-total movements: production taxes
declined by 22% as a result of reduced gas
revenues, in turn a function of the reduced
gas prices as noted above; a 19% increase

in rent expense, a function of increased
production; staff costs increased by 19% as

a function of a maturing employment market
in Ukraine and associated salary inflation;,

and a new transmission tariff for use of the
Ukrainian gas system of UAH91.87/Mm? of
gas was introduced and applicable to oil and
gas producers in Ukraine, including the Group,
resulting in a $673,000 (2018: nil) charge in
the period.

New legislation relating to the oil and gas
sector in Ukraine has been introduced over
the last year, and in this regard, with effect
from 1 January 2019, the subsoil tax rates,
as included in cost of sales, applicable to
condensate production were reduced from
45% to 31% for condensate produced from
deposits above 5,000 metres and from
21% 10 16% for condensate produced from
deposits below 5,000 metres.

Administrative expenses for the year were
higher at $7.4 million {2018: $5.7 million),
primarily as a result of: an 18% increase in
payroll and related taxes, consistent with
the maturing employment market as noted
above; a 150% increase in depreciation of
fixed assets as a result of additions, and the
implementation of IFRS 16 from 1 January
2019, whereby the Group now calculates
the expense by depreciation of the right-
to-use assets and interest expense on the
liability over the lease term; and a 94%
increase in other expenses primarily in
relation to increased costs for managing gas
transportation and storage, and marketing.

The tax charge for the year reduced by 23%
to $9.6 million (2018: $12.5 million charge)
and comprises a current tax charge of $4.8
million (2018: $6.5 million charge) and a
deferred tax charge of $4.8 million {2018:
$6.0 million charge). The materia!l reduction
in the deferred tax charge results from

the $5.5 million 2018 deferred tax charge
being incurred as a result of the reversal of
the impairment of the carrying value of the
Group’'s MEX-GOL and SV development and
production asset, and the reversal of the
impairment of intra-group loans receivable by
the Company.

The Group derecognised a deferred tax
asset of $2.1 million at 31 December 2019
(31 December 2018: $2.1 million). In the
period, the opening balance deferred tax
asset of $2.1 million in relation to UK tax
losses carried forward was charged to the
Income Statement because the Group does
not expect to be able to utilise unrecognised
UK losses carried forward in the foreseeable
future. In addition, a deferred tax liability
relating to the development and production
asset at the MEX-GOL and SV fields of $2.3
million (31 December 2018: deferred tax asset
$0.8 million) is recognised on the tax effects



of the temporary differences of the provision
for decommissioning and the carrying value
relating of these assets, and their tax bases.

A deferred tax liability relating to the
development and production asset at the
VAS field of $0.2 million {31 December 2018:
$0.5 million) was recognised at 3t December
2019 on the tax effect of the temporary
differences between the carrying value of
the development and production asset at the
VAS field, and its tax base.

A significant increase in capital investment to
$17.7 million reflects the expenditure on oil
and gas development assets during the year
(2018: $9.6 million), following the field studies
and revised development plans undertaken by
the Group over recent periods. The carrying
value of the Group's assets was reviewed at
year end as a result of the significant drop in
gas prices during the year, which did not result
in any impairment of assets.

Cash and cash equivalents held at 31
December 2019 were up 17% at $62.5
million (31 December 2018: $53.2 million).
The Group's cash and cash equivalents
balance at 7 April 2020 was $55.2 million,
held as to $18.5 million equivalent in
Ukrainian Hryvnia and the balance of $36.7
million equivalent predominantly in US
Dollars, Euros and Pounds Sterling.

Between early 2014 and 2018, the Ukrainian
Hryvnia devalued significantly against

the US Dollar, falling from UAH8.3/$1.00

on 1 January 2014 to UAH27.7/$1.00 on

31 December 2018, which resulted in
substantial foreign exchange translation
losses for the Group over that period, and

in turn adversely impacted the carrying
value of the MEX-GOL and SV asset due

LR, "7 % 1 3 BT AN, NI Y. T B T, SR . TG WAL 5T, O I TR . ot -5 KT L 1. bl V3™

to the translation of two of the Group's
subsidiaries from their functional currency of
Ukrainian Hryvnia to the Group's presentation
currency of US Dollars. However, during
2019, the Ukrainian Hryvnia strengthened
materially against the US Dollar averaging
UAH25.8/$1.00 during the period (average
rate during 2018: UAH27.2/$1.00). The total
foreign exchange gain in the period was
$3.5 million (2018: $0.5 million). In the later
part of Q1 2020, however, global financial
markets have become extremely volatile as
a combined function of a significant fall in
oil prices and the effects of the COVID-19
pandemic, and the Ukrainian Hryvnia has
weakened against the US Dollar with

the exchange rate at 7 April 2020 being
UAH27.2/$1.00. Further devaluation of the
Ukrainian Hryvnia against the US Dollar
may affect the carrying value of the Group's
assets in the future.

Cash from operations has funded the capital
investment during the year, and the Group's
current cash position and positive operating
cash flow are the sources from which

the Group plans to fund the development
programmes for its assets in 2020 and
beyond. This is coupled with the fact that the
Group is currently debt-free, and therefore
has no debt covenants that may otherwise
impede the ability to implement contingency
plans if domestic and/or global circumstances
dictate. This flexibility and ability to monitor
and manage development plans and liquidity
is a cornerstone of our planning, and
underpins our assessments of the future.

The Group manages its revenue, cash from
operations, production volumes and safety
performance as key performance indicators.
The achieved results for 2019 were as follows:

A revenue of $55.8 million
(2018: $66.1 million)

O cash from operations of $24.6 million
(2018: $36.8 million)

B daily production volumes from the
MEX-GOL and SV fields for the year
of 14.8 MMscf/d of gas, 577.8 bbl/d
of condensate and 274.4 bbl/d of LPG
(3,391 boepd in aggregate) (2018:

12.0 MMscf/d of gas, 436.2 bbl/d of
condensate and 225.0 bbl/d of LPG
{2,717 boepd in aggregate))

O daily production volumes from the VAS
field for the year of 4.4 MMscf/d of gas
and 61.9 bb/d of condensate (872 boepd
in aggregate) (2018: 3.3 MMscf/d of gas
and 49.9 bbl/d of condensate (674 boepd
in aggregate))

B aggregate production volumes from
the MEX-GOL and SV fields for the
year of 5,417 MMscf of gas, 210,894
bbl of condensate and 100,168 bbl of
LPG, equating to a combined total oil
equivalent of 1,237,695 boe (2018:
4,394 MMscf of gas, 159,203 bbl of
condensate and 82,127 bbl of LPG
(992,880 boe in aggregate))

O aggregate production volumes from the
VAS field for the year of 1,583 MMscf
of gas and 22,603 bb! of condensate,
equating to a combined total oil equivalent
of 318,254 boe (2018: 1,221 MMscf
of gas and 18,206 bbl of condensate
(245,392 boe in aggregate))

B Lost Time Incidents of zero (2018: zero)

Bruce Burrows
Finance Director
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Corporate Social Responsibility Overview

We believe in operating to top quartile ethical, safcty and environmental standards,

and we intend to make a positive impact wherever we work.

Transparency and fairness ﬂ-
We succeed in business by working '
in an honest and ethical way, and A
{ we will not countenance bribery R
'] and corruption. Our Anti-Bribery
and Corruption Policy explains our
approach to these issues. ltis also
important that all our stakeholders
are well informed about our work,
and that we carry out tenders for
operational services and equipment
in a fair and transparent way.

T

— ﬂ
Our people "
Qur people are our most valuable
asset. We work hard to develop the
talents and skills of our team, and
we endeavour to recruit outstanding
new employees to enrich our
capabilities. At the same time, we

Hl  place paramount emphasis on safety [
{ at work, and have and continue to
implement rigorous new processes
and training across the business.

1 ﬁ
Environmental protection
We regularly update and modernise
our infrastructure and ways of
working to improve efficiency and
reduce our impact on the natural
world. Independent environmental
research companies monitor the
environment in the areas in which we
operate to ensure that we meet the
relevant standards and regulations.

1] ﬁ
Local communities -
We work hard to give back to the '
communities where we work, not
just by creating jobs and paying
taxes, but by maintaining and
contributing to local organisations
and infrastructure. Among other
things, we support local schools
(materials for repair works, funding
of school meals) and youth sports,
and as well as the repair of roads and
local infrastructure.

Health and Safety

Safety at work is fundamental and underpins
all our success. We continue to improve

our safety standards by introducing new
processes and systems, including our
recently implemented Near Miss reporting
system. We have introduced new production
processes which are intended to meet

or exceed all applicable health and safety
standards in Ukraine, as well as aiming to be
more efficient than previously. In 2018, our
operations were re-certified as complying
with international standards of occupational
safety and health management systems,

in particular, the State Standard of Ukraine
1ISO 9001:2015, State Standard of Ukraine
OHSAS 18001:2010, and ISO 14001:2015.

In 2019, we launched our Near Miss
reporting system, designed to increase
occupational health and safety by detecting
and eliminating dangerous incidents,
situations, and practices (“Near Misses”).
We now centrally record all Near Misses

in our workplaces and seek to establish
ways to reduce or eliminate the chances of

dangerous incidents occurring in the future.
During the year, we implemented practical
training sessions and generated a register of
reported Near Misses, ranked by risk level
{identification, recognition and mitigation as a
key to safe working).

In 2020, we are advancing our Near Miss
reporting system by introducing a fully
electronic process, carrying out Near Miss
training for internal auditors and coaches,
rolling out engaging new ways to detect and
eliminate Near Misses, and introducing Near
Miss KPIs for our team.

The preservation of human life and health

is our highest value, and we will continue to
work hard to further raise occupational health
and safety standards.




Environmental Management
Protecting the natural environment has
always been a key focus but arguably has
never been more important than now.

We carefully monitor the effects of our
operations, regularly upgrade equipment
to minimise our impact, and have
introduced strict quality, health, safety and
environmental ("QHSE") policies.

We work to mitigate our environmental
impact in many ways, including taking

a responsible attitude to methods of
production, carefully coordinating our
activities, using only high-quality materials
certified to international standards, and
frequently updating our technology and
processes.

We have been accredited to environmental
standard DSTU ISO 14001:2006
Environmental Management Systems, and
our QHSE policies are designed to raise
standards in these areas.

Regular monitoring of environmental
indicators for ongoing projects ensures we
can continually assess our impact on the
environment.

Modernised infrastructure

We continue to modernise our production
infrastructure in order to improve both
operational and environmental performance.

Over recent years we have progressively
upgraded infrastructure, including the
metering and separation station ("MSS") at
the gas processing facility at the MEX-GOL
and SV fields. This involved replacement

of equipment and automation of various
processes, allowing us to solve a number of
issues and reduce our environmental impact
through, in particular:

B significant reduction of gas flaring, gas
losses and air emissions

B expansion of pollution controls in and
around the area

B development of an enclosed gas
measuring system on a well

B stricter observance of environmental
laws and safety regulations

We also installed a new condensate
stabilisation unit (“CSU") at the MSS, enabling
us to use raw materials more efficiently and
greatly improve the MSS$'s environmental
performance. We also installed facilities

to produce LPG at the MEX-GOL and SV
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fields. The LPG produced is not only a very
marketable product (liquefied propane-butane)
but is also a very environmentally friendly
hydrocarbon fuel.

Our QHSE policies

Our policies for quality, health, safety
and environment protection focus on the
following:

B using our capabilities in the most efficient
ways possible

B protecting and improving environmental
conditions where we work

improving occupational health and safety

developing and expanding
employees’ skills

Environmental monitoring

From time to time, we commission
independent environmental research
companies to monitor the state of soil,
underground and open water, and plant and
animal life throughout the entire area of our
activities. These studies have never detected
any violation of relevant environmental
standards.
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Principal Risks and Uncertainties

Risks Overview

Managing risks effectively is fundamental to
the success of our business and we apply
rigorous criteria across our operations and
functions. We also operate to top quartile
quality, health, safety and environmental
(*QHSE") standards, and we monitor and
manage each of these areas.

We evaluate the risks according to the
common set of assessment criteria deployed
across business units, corporate functions
and capital investment projects, and then
rank and prioritise risks by importance and by
comparing their level against predetermined
target risk levels and tolerance thresholds.

For all major risks we have developed a
strategy for how we respond and mitigation
plans, with deadlines and responsibilities - so
if a serious risk ever materialises, we know
how we will react and will react quickly.

Quality, health, safety and
environmental (“QHSE")

The key team responsible for managing
QHSE risks is our Risk Committee. They
monitor our business operations, identify and
record important risks, and formally review
and update our Risk Register and Mitigation
Plan each quarter.

The Group's QHSE policies are robustly
enforced via management meetings, training
and the work of our safety experts. The
overall aim is always to ensure that the
impact of our work on our staff, contractors
and the environment is as low as is
practically possible.

We also operate a Near Miss reporting
system, collecting and addressing reports on
near miss incidents to monitor and improve
occupational health and safety.
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Principal Risks and how we manage them

The Group has a risk evaluation methodology in place to assist in the review of the risks across alt material aspects of its business. This
methodology highlights external, operational and technical, financial and corporate risks and assesses the level of risk and potential
consequences. It is periodically presented to the Audit Committee and the Board for review, to bring to their attention potential risks and,
where possible, propose mitigating actions. Key risks recognised and mitigation factors are detailed below:

Risk Mitigation

External risks

Risk relating to Ukraine

Ukraine is an emerging market and as such the Group is exposed
to greater regulatory, economic and political risks than it would be
in other jurisdictions. Emerging economies are generally subject to
a volatile political and economic environment, which makes them
vulnerable to market downturns elsewhere in the world, and could
adversely impact the Group’s ability to operate in the market.

The Group minimises this risk by continuously monitoring the
market in Ukraine and by maintaining a strong working relationship
with the Ukrainian regulatory authorities. The Group also maintains
a significant proportion of it cash holdings in international banks
outside Ukraine.

Regional conflict

Ukraine continues to have a strained relationship with Russia,
following Ukraine’s agreement to join a free trade area with the
European Union, which resulted in the implementation of mutual
trade restrictions between Russia and Ukraine on many key
products. Further, the conflict in parts of eastern Ukraine has not
been resolved to date, and Russia continues to occupy Crimea. This
conflict has put further pressure on relations between Ukraine and
Russia, and the political tensions have had an adverse effect on
the Ukrainian financial markets, hampering the ability of Ukrainian
companies and banks to obtain funding from the international
capital and debt markets. This strained relationship between
Russia and Ukraine has also resulted in disputes and interruptions
in the supply of gas from Russia.

As the Group has no assets in Crimea or the areas of conflictin
the east of Ukraine, nor do its operations rely on sales or costs
incurred there, the Group has not been directly affected by the
conflict. However, the Group continues to monitor the situation
and endeavours to procure its equipment from sources in other
markets. The disputes and interruption to the supply of gas from
Russia has indirectly encouraged Ukrainian Government support
for the development of the domestic production of hydrocarbons
since Ukraine imports a significant proportion of its gas, which
has resulted in legislative measures to improve the regulatory
requirements for hydrocarbon extraction in Ukraine.

Banking system in Ukraine

The banking system in Ukraine has been under great strain in
recent years due to the weak level of capital, low asset quality
caused by the economic situation, currency depreciation, changing
regulations and other economic pressures generally, and so the
risks associated with the banks in Ukraine have been significant,
including in relation to the banks with which the Group has
operated bank accounts. However, following remedial action
imposed by the National Bank of Ukraine, Ukraine's banking
system has improved moderately. Nevertheless, Ukraine continues
to be supported by funding from the International Monetary Fund.

The creditworthiness and potential risks relating to the banks in
Ukraine are regularly reviewed by the Group, but the geopolitical
and economic events since 2013 in Ukraine have significantly
weakened the Ukrainian banking sector. In light of this, the Group
has taken and continues to take steps to diversify its banking
arrangements between a number of banks in Ukraine. These
measures are designed to spread the risks associated with each
bank’s creditworthiness, and the Group endeavours to use banks
that have the best available creditworthiness. Nevertheless, and
despite the recent improvements, the Ukrainian banking sector
remains weakly capitalised and so the risks associated with

the banks in Ukraine remain significant, including in relation to
the banks with which the Group operates bank accounts. As a
consequence, the Group also maintains a significant proportion of
its cash holdings in international banks outside Ukraine.
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Principal Risks and Uncertainties .o

Risk Mitigation :

External risks

' Geopolitical environment in Ukraine

Although there have been some improvements in recent years,
there has not been a final resolution of the political, fiscal and
economic situation in Ukraine and its ongoing effects are difficult
to predict and likely to continue to affect the Ukrainian economy
and potentially the Group’s business. While not materially affecting
the Group'’s production operations, the instability has disrupted the
Group’s development and operational planning for its assets.

The Group continually monitors the market and business
environment in Ukraine and endeavours to recognise approaching
risks and factors that may affect its business. In addition, the
involvement of Lovitia Investments Limited, as an indirect major
shareholder with extensive experience in Ukraine, is considered
helpful to mitigate such risks.

7 Climate change

Any near and medium-term continued warming of the Planet
can have potentially increasing negative social, economic and
environmental consequences, generally globally and regionally,
and specifically in relation to the Group. The potential impacts
include: loss of market; and increased costs of operation through
increasing regulatory oversight and controls, including potential
effective or actual loss of licence to operate. As a diligent operator
aware and responsive to its good stewardship responsibilities,
the Group not only needs to monitor and modify its business
plans and operations to react to changes, but aiso to ensure its
environmental footprintis as minimal as it can practicably be in
managing the hydrocarbon resources the Group produces.

The Group’s plans include: assessing, reducing and/or mitigating
its emissions in its operations; and identifying climate change-
related risks and assessing the degree to which they can affect its
business, including financial implication.

Operational and technical risks

- Quality, Health, Safety and Environment (“QHSE")

The oil and gas industry, by its nature, conducts activities which
can cause health, safety, environmental and security incidents.
Serious incidents can not only have a financial impact but can also
damage the Group’s reputation and the opportunity to undertake
further projects. As evidenced by events in Q1 2020, pandemics
also pose a risk to operations, by potential iliness and threat to life
of employees, and the associated disruptions in staffing levels,
operations and supply chain.

The Group maintains QHSE polocies and requires that
management, staff and contractors adhere to these policies. The
policies ensure that the Group meets Ukraine legislative standards
in full and achieves international standards to the maximum
extent possible. As a consequence of the COVID-19 pandemic,

the Group is revisiting processes and controls intended to ensure
protection of all our stakeholders and minimise any disruption

to our business. While possible to only a limited extent in field
operations, we have invested in technology that will allow many
staff to work just as effectively from remote locations.
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Industry risks

The Group is exposed to risks which are generally associated with
the oil and gas industry. For example, the Group’s ability to pursue
and develop its projects and development programmes depends
on a number of uncertainties, including the availability of capital,
seasonal conditions, regulatory approvals, gas, oil, condensate

and LPG prices, development costs and drilling success. As a result

of these uncertainties, it is unknown whether potential drilling
locations identified on proposed projects will ever be drilled or
whether these or any other potential drilling locations will be able
to produce gas, oil or condensate. In addition, drilling activities
are subject to many risks, including the risk that commercially
productive reservoirs will not be discovered. Drilling for
hydrocarbons can be unprofitable, not only due to dry holes, but
also as a result of productive wells that do not produce sufficiently
to be economic. In addition, drilling and production operations
are highly technical and complex activities and may be curtailed,
delayed or cancelled as a result of a variety of factors.

The Group has well qualified and experienced technical
management staff to plan and supervise operational activities.

In addition, the Group engages with suitably qualified local and
international geological, geophysical and engineering experts
and contractors to supplement and broaden the pool of expertise
available to the Group. Detailed planning of development activities
is undertaken with the aim of managing the inherent risks
associated with oil and gas exploration and production, as well as
ensuring that appropriate equipment and personnel are available
for the operations, and that local contractors are appropriately
supervised.

" Production of hydrocarbons

Producing gas and condensate reservoirs are generally
characterised by declining production rates which vary depending
upon reservoir characteristics and other factors. Future production
of the Group’s gas and condensate reserves, and therefore the
Group's cash flow and income, are highly dependent on the
Group's success in operating existing producing wells, drilling,
new production wells and efficiently developing and exploiting
any reserves, and finding or acquiring additional reserves. The
Group may not be able to develop, find or acquire reserves at
acceptable costs. The experience gained from drilling undertaken
to date highlights such risks as the Group targets the appraisal and
production of these hydrocarbons.

In 2016, the Group engaged external technical consultants to
undertake a comprehensive review and re-evaluation study

of the MEX-GOL and SV fields in order to gain an improved
understanding of the geological aspects of the fields and reservoir
engineering, drilling and completion techniques, and the results
of this study and further planned technical work are being used by
the Group in the future development of these fields. The Group has
established an ongoing relationship with such external technical
consultants to ensure that technical management and planning

is of a high quality in respect of all development activities on the
Group's fields.
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Risk

Mitigation

Risks relating to further development and operation
of the Group’s gas and condensate fields in Ukraine

The planned development and operation of the Group's gas

and condensate fields in Ukraine is susceptible to appraisal,
development and operational risk. This could include, but is not
restricted to, delays in delivery of equipment in Ukraine, failure
of key equipment, lower than expected production from wells
that are currently producing, or new wells that are brought on-
stream, problematic wells and complex geology which is difficult
to drill or interpret. The generation of significant operational cash
is dependent on the successful delivery and completion of the
development and operation of the fields.

The Group’s technical management staff, in consuitation with

its external technical consultants, carefully plan and supervise
development and operational activities with the aim of managing
the risks associated with the further development of the Group’s
fields in Ukraine. This includes detailed review and consideration
of available subsurface data, utilisation of modern geological
software, and utilisation of engineering and completion techniques
developed for the fields. With operational activities, the Group
ensures that appropriate equipment and personnel is available for
the operations, and that operational contractors are appropriately
supervised. In addition, the Group performs a review of its oil

and gas assets for impairment on an annual basis, and considers
whether an assessment of its oil and gas assets by a suitably
qualified independeént assessor is appropriate or required.

Drilling and workover operations

Due to the depth and nature of the reservoirs in the Group's fields,
the technical difficulty of drilling or re-entering wells in the Group’s
fields is high, and this and the equipment limitations within Ukraine
can result in unsuccessful or lower than expected outcomes for
wells.

The utilisation of detailed subsurface analysis, careful well
planning and engineering design in designing work programmes,
along with appropriate procurement procedures and competent
on-site management, aims to minimise these risks.

Maintenance of facilities

There is a risk that production or transportation facilities can fail
due to non-adequate maintenance, control or poor performance of
the Group's suppliers.

The Group'’s facilities are operated and maintained at standards
above the Ukraine minimum legal requirements. Operations staff
are experienced and receive supplemental training to ensure that
facilities are properly operated and maintained. Service providers
are rigorously reviewed at the tender stage and are monitored
during the contract period.

Financial risks

Exposure to cash flow and liquidity risk

There is a risk that insufficient funds are available to meet the
Group's development obligations to commercialise the Group's
oil and gas assets. Since a significant proportion of the future
capital requirements of the Group is expected to be derived from
operational cash generated from production, including from wells
yet to be drilled, there is a risk that in the longer term insufficient
operational cash is generated, or that additional funding, should
the need arise, cannot be secured.

The Group maintains adequate cash reserves and closely monitors
forecasted and actual cash flow, as well as short and longer-term
funding requirements. The Group does not currently have any
loans outstanding, internal financial projections are regularly made
based on the latest estimates available, and various scenarios are
run to assess the robustness of the liquidity of the Group. However,
as the risk to future capital funding is inherent in the oil and gas
exploration and development industry and reliant in part on future
development success, it is difficult for the Group to take any other
measures to further mitigate this risk, other than taitoring its
development activities to its available capital funding from time to
time.
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Risk Mitigation

Ensuring appropriate business practices

The Group operates in Ukraine, an emerging market, where certain
inappropriate business practices may, from time to time occur,
such as corrupt business practices, bribery, appropriation of
property and fraud, all of which can lead to financial loss.

The Group maintains anti-bribery and corruption policies in
relation to all aspects of its business, and ensures that clear
authority levels and robust approval processes are in place, with
stringent controls over cash management and the tendering and
procurement processes. In addition, office and site protection is
maintained to protect the Group’s assets.

Hydrocarbon price risk

The Group derives its revenue principally from the sale of its
Ukrainian gas, condensate and LPG production. These revenues
are subject to commodity price volatility and political influence.
A prolonged period of low gas, condensate and LPG prices may
impact the Group's ability to maintain its long-term investmen