THIS DOCUMENT IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION. If you are in any doubt
about the contents of this Document, or the action you should take, you should consult a person authorised under the
Financial Services and Markets Act 2000 (as amended) who specialises in advising on the acquisition of shares and
other securities in the United Kingdom. The whole of the text of this document should be read. Investment in the
Company is speculative and involves a high degree of risk.

This Document constitutes an admission document drawn up in accordance with the AIM Rules. This Document does not
constitute an offer to the public in accordance with the provisions of section 85 of FSMA and is not a prospectus for the
purposes of the Prospectus Rules and a copy of it has not been, and will not be, reviewed or approved by the UK Listing
Authority or any other authority which could be a competent authority for the purposes of the Prospectus Directive. Each AIM
company is required pursuant to the AIM Rules for Companies to have a nominated adviser. The nominated adviser is required
to make a declaration to the London Stock Exchange on admission in the form set out in Schedule Two to the AIM Rules for
Nominated Advisers.

The Company and the Directors, whose names appear on page 5 of this Document, accept responsibility for the information
contained in this Document including collective and individual responsibility for compliance with the AIM Rules for
Companies. To the best of the knowledge and belief of the Company and the Directors (who have taken all reasonable care to
ensure that such is the case), the information contained in this Document is in accordance with the facts and does not omit
anything likely to affect the import of such information. In connection with this Document, no person is authorised to give any
information or make any representation other than as contained in this Document.

Application will be made for the Enlarged Share Capital to be admitted to trading on AIM. It is emphasised that no
application has been made or is being made for admission of the Enlarged Share Capital to the Official List of the
UKLA. The Ordinary Shares are not traded on any recognised investment exchange and no application has been or is
intended to be made for the Enlarged Share Capital to be admitted to trading on any such market. It is expected that
Admission will become effective and dealings in the Ordinary Shares will commence on AIM on 25 November 2011.
AIM is a market designed primarily for emerging or smaller companies to which a higher investment risk tends to be
attached than to larger or more established companies. London Stock Exchange has not itself examined or approved
the contents of this Document. A prospective investor should be aware of the risks of investing in such companies and
should make the decision to invest only after careful consideration and, if appropriate, consultation with an
independent financial adviser. The attention of prospective investors is particularly drawn to the section entitled “Risk
Factors” set out in Part II of this Document, and all statements regarding the Company’s business should be viewed in
light of those risk factors.

Magnolia Petroleum Plc

(Incorporated in England and Wales under the Companies Act 1985 with
Registered Number 5566066)

Placing and Subscription of 218,181,820 new Ordinary Shares at 0.55p per share
and Admission to trading on AIM
Nominated Adviser and Joint Broker

Daniel Stewart & Company Plc

Joint Broker

Northland Capital Partners Limited

Share capital immediately following Admission (assuming full subscription under the Placing and Subscription)
Amount
£10,000,000
£30,000

Authorised
Number
10,000,000,000
3,000,000

Issued and fully paid
Amount
Ordinary Shares of £0.001 each
£559,220.26

Redeemable Shares of £0.01 each

Nil

Number
559,220,261
Nil

The Placing Shares and the Subscription Shares will, on issue, rank pari passu in all respects with the Existing Ordinary
Shares, including the right to receive all dividends or other distributions declared, made or paid after the issue of the Placing
Shares and the Subscription Shares.
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Daniel Stewart & Company Plc which is authorised and regulated in the United Kingdom by the Financial Services
Authority, is acting as nominated adviser and joint broker to the Company in connection with Admission and the
Placing and is not acting for any other person nor will otherwise be responsible to any person for providing the
protections afforded to customers of Daniel Stewart, or for advising any other person in respect of the Placing. Daniel
Stewart’s responsibilities as the Company’s nominated adviser under the AIM Rules are owed solely to the London
Stock Exchange and are not owed to the Company or to any Director or to any other person in respect of his decision
to acquire Ordinary Shares in the Company in reliance on any part of this document.

Northland Capital which is authorised and regulated in the United Kingdom by the Financial Services Authority, is
acting as joint broker to the Company in connection with the Placing and is not acting for any other person nor will
otherwise be responsible to any person for providing the protections afforded to customers of Northland, or for
advising any other person in respect of the Placing.
The distribution of this Document outside the UK may be restricted by law, and therefore persons outside the UK into whose
possession this Document comes should inform themselves about and observe any restrictions as to the Ordinary Shares or the
distribution of this Document.

This Document does not constitute an offer to sell or the solicitation of an offer to buy Ordinary Shares in any jurisdiction in
which such offer or solicitation is unlawful. In particular, this Document is not for distribution (directly or indirectly) in or into
the United States, Canada, South Africa, Australia, the Republic of Ireland, Malaysia, Singapore, the People’s Republic of
China, Hong Kong or Japan. The Ordinary Shares have not been and will not be registered under securities legislation of any
province or territory of the United States, Canada, South Africa, Australia, the Republic of Ireland, Malaysia, Singapore, the
People’s Republic of China, Hong Kong or Japan or in any country, territory or possession where to do so may contravene
local securities law or regulations. Accordingly, subject to certain exemptions, the Ordinary Shares may not be offered or sold
directly or indirectly in or into the United States, Canada, South Africa, Australia, the Republic of Ireland, Malaysia,
Singapore, the People’s Republic of China, Hong Kong or Japan or to any national, resident or citizen of the United States,
Canada, South Africa, Australia, the Republic of Ireland, Malaysia, Singapore, the People’s Republic of China, Hong Kong or
Japan. The distribution of this Document in other jurisdictions may be restricted by law, and therefore persons into whose
possession this Document comes should inform themselves about and observe any such restriction. Any failure to comply with
these restrictions may constitute a violation of the securities law of any such jurisdiction.
No person has been authorised to give any information or make any representation in the context of any offer of Ordinary
Shares (including the Placing Shares) other than as contained in this Document, and if any such information or representation
is given or made in the context of any offer of Ordinary Shares, any such information or representation must not be relied upon
as having been authorised.

Copies of this Document will be available free of charge during normal business hours on any weekday (except public
holidays) at the offices of Daniel Stewart & Company Plc, Becket House, 36 Old Jewry, London EC2R 8DD from the date of
this Document and shall remain available for a period of one month from Admission, and will also be available on the
Company’s website www.magnoliapetroleum.com.

This Document contains forward-looking statements. These relate to the Company’s future prospects, developments and
strategies. Forward-looking statements are identified by their use of terms and phrases such as “believe”, “could”, “envisage”,
“estimate”, “anticipate”, “intend”, “may”, “plan”, “seek”, “target”, “will” or the negative of those variations or comparable
expressions, including references to assumptions. These statements are primarily contained in Parts I, II and III of this
Document. The forward-looking statements in this Document are based on current expectations and are subject to risks and
uncertainties that could cause actual results to differ materially from those expressed or implied by those statements.
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Publication of this Document

EXPECTED TIMETABLE OF EVENTS

15 November 2011

Admission and commencement of dealings in the Enlarged Share Capital on AIM
Settlement of Placing Shares in uncertificated form through CREST

Despatch of definitive share certificates in respect of the Placing Shares
and Subscription Shares in certificated form to Subscribers

25 November 2011

8.00 a.m. on 25 November 2011

by no later than 1 December 2011

PLACING & SUBSCRIPTION STATISTICS

Placing Price per new Ordinary Share

Number of Ordinary Shares in issue at the date of this Document

Number of Placing Shares

Number of Subscription Shares

Number of Ordinary Shares in issue following the Placing and the Subscription
Placing and Subscription Shares as a percentage of the Enlarged Share Capital

0.55p

341,038,441

210,909,100
7,272,720

559,220,261
39.02

Market capitalisation following Admission at the Placing Price

£3.08 million

Estimated net proceeds of the Placing and the Subscription

£0.73 million

Gross proceeds of the Placing and the Subscription
Ticker
ISIN

£1.2 million
MAGP

GB00B1G3RY22

Website address

www.magnoliapetroleum.com
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DEFINITIONS

In this Document, unless the context requires otherwise, the words and expressions set out below shall bear the
following meanings:
“Act”

means the Companies Act 1985 as amended or superseded by the 2006 Act;

“Admission”

means admission of the Enlarged Share Capital to trading on AIM becoming
effective in accordance with Rule 6 of the AIM Rules;

“2006 Act”

means the Companies Act 2006;

“AIM”

means the AIM Market operated by London Stock Exchange;

“AIM Rules”
“Articles” or
“Articles of Association”

“Bakken/Three Forks
Sanish Interests”
“Company”

“CREST Regulations”
“Daniel Stewart” or “DS”
“Directors” or “Board”
“Disclosure Rules”
“Document”

“Enlarged Share Capital”

“Existing Ordinary Shares”
“FSA Handbook”

means leases in respect of approximately 557 net mineral acres in the Bakken
and Three Forks Sanish formations, giving rights to participate in wells or the
drilling of wells across a total of 28 sections located in Dunn, Williams and
McKenzie Counties, North Dakota;

means the computerised settlement system (as defined in the CREST
Regulations) operated by Euroclear, which facilitates the transfer of title to
shares in uncertificated form;

means the Uncertificated Securities Regulations 2006 (as amended) and such
other regulations as are applicable to Euroclear and or the Euroclear service
and from time to time in force;
means Daniel Stewart & Company Plc, Nominated Adviser and Joint Broker
to the Company;

means the directors of the Company, whose names are set out on page 5 of this
Document or any duly authorised committee thereof;
means the Disclosure Rules and Transparency Rules as set out in the FSA
Handbook;
means this admission document;

“Enerlex”

“FSA”

means the articles of association of the Company;

means Magnolia Petroleum Plc, a company incorporated in England and
Wales under the Companies Act 1985 with registered number 5566066;

“CREST”

“Euroclear”

means the Rules for Companies and the AIM Rule for Nominated Advisers, as
published by London Stock Exchange from time to time;

means Enerlex Inc, an oil and gas royalty acquisition and management
company wholly owned by Steve Snead and his wife;
means the Ordinary Shares in issue immediately following Admission, being
the Existing Ordinary Shares, the Placing Shares and the Subscription Shares;
means Euroclear UK & Ireland Limited

means the 341,038,441 Ordinary Shares in issue at the date of this Document;
means the United Kingdom Financial Services Authority;

means the rules and guidance published by the FSA from time to time under
the powers given to it by FSMA;
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“FSMA”

means UK Financial Services and Markets Act 2000;

“IFRS”

means the International Financial Reporting Standards;

“Group”

means the Company and Magnolia;

“London Stock Exchange”
“Listing Rules”

“Magnolia”

means London Stock Exchange plc;

means the listing rules made by the UKLA under Part VI of FSMA;

means Magnolia Petroleum Inc, a company founded in Oklahoma USA, a
wholly-owned subsidiary of the Company;

“Memorandum”

means the memorandum of association of the Company;

“Model Code”

“Northland Capital”

means the code set out at Annex 1 to Rule 9 of the Listing Rules;

means Northland Capital Partners Limited, Joint Broker to the Company;

“Official List”

means the Official List of the UKLA;

“Placees”

means the subscribers for the Placing Shares pursuant to the Placing;

“Ordinary Shares”
“Placing”

means the conditional Placing of the Placing Shares, outside of the USA, at the
Placing Price pursuant to the Placing Letters;

“Placing Letters”

means the letters dated 9 November 2011 under which the Placees have
subscribed for the Placing Shares pursuant to the Placing;

“Placing Price”

means 0.55p per new Ordinary Share;

“Placing Shares”
“Prospectus Directive”
“Prospectus Rules”
“QCA Guidelines”
“Relationship Agreement”
“Shareholders”

“Share Dealing Code”

“Subscription”

“Subscription Letter(s)”
“Subscription Shares”
“Takeover Code”

means ordinary shares in the capital of the Company;

means the 210,909,100 new Ordinary Shares being issued by the Company
pursuant to the Placing;
means Directive 2003/71/EC;

means the prospectus rules made by the Financial Services Authority pursuant
to Part VI of FSMA;

means the QCA Guidelines (September 2010) published by the Quoted
Companies Alliance;
means the agreement described in paragraph 18 of Part I of this Document;
means holders of Ordinary Shares from time to time;

means the Company’s share dealing code as referred to in Part I paragraph 17;

means the conditional subscription of the Subscription Shares by three of the
Directors at the Placing Price pursuant to the Subscription Letters;
means the letters between the Company and three of the Directors pursuant to
which each such Director will subscribe for Subscription Shares;

means the 7,272,720 new Ordinary Shares being issued by the Company
pursuant to the Subscription Letters;
means the City Code on Takeovers and Mergers, as updated from time to time;
7
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“Takeover Panel”

means the Panel on Takeovers and Mergers;

“UKLA”

means the United Kingdom Listing Authority;

“UK”

means the United Kingdom of Great Britain and Northern Ireland;

“US”, “USA” or “United States” means the United States of America, its territories possessions, any state of the
United States of America and the District of Columbia and all other areas
subject to its jurisdiction;

“USD”, “$” or “US$”

“US Dollars”

“Woodford Interests”
“£”

means US Dollars;

means the lawful currency of the United States;

means leases in respect of approximately 702 net mineral acres, giving rights
to participate in the drilling of wells in 87 sections located in 26 counties in
central Oklahoma; and
means pounds sterling, the official currency of the UK.
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TECHNICAL GLOSSARY

“AFE”

authorisation for expenditure, a budgetary document, usually prepared
by the operator, to list estimated expenses of drilling a well to a
specified depth, casing point or geological objective, and then either
completing or abandoning the well. Such expenses may include
excavation and surface site preparation, the daily rental rate of a
drilling rig, costs of fuel, drillpipe, bits, casing, cement and logging,
and coring and testing of the well, among others. This estimate of
expenses is provided to partners for approval prior to commencement
of drilling or subsequent operations. Failure to approve an authority for
expenditure (AFE) may result in delay or cancellation of the proposed
drilling project or subsequent operation.

“barrel”

a unit of volume measurement used for petroleum and its products
(7.3 barrels = 1 ton: 6.29 barrels = 1 cubic metre);

“barrel of oil”

1 barrel of oil = 35 Imperial gallons (approx.), or 159 litres (approx.);
7.5 barrels = 1 tonne (approx.); 6.29 barrels = 1 cubic metre;

“Bcf”

billion cubic feet of gas; 1 bcf = 0.83 million tonnes of oil equivalent;

“bopd”

barrels of oil per day;

“boepd”

“Certified Professional Landman”
“hydrocarbon”

“gross mineral asset/acres”

“landman”

“lease”

“net mineral assets/acres”

“net revenue interest” or “nri”

Job No.: 9516
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a compound containing only the elements hydrogen and carbon;
the number of acres in which one owns an interest;

a person responsible for the commercial matters of the oil and gas and
mineral exploration and production business, negotiating deals and
trades with other companies and individuals, drafting contracts (and
administering their compliance), acquiring leases and ensuring
compliance with governmental regulations;

million cubic feet of gas;

“MMcfpd”

“PLUS”

a landman who has been accredited with this status by the American
Association of Professional Landmen;

an oil and gas lease whereby the lessee (or, where the original lessee
has assigned his lease, the assignee) has the rights to all the oil, gas and
other hydrocarbons produced from the lease area in proportion to his
working interest;

“MMcf”

“play”

barrels of oil equivalent per day;

million cubic feet of gas per day;

the acreage in a section in which the owner has the revenue interest
from the sale of the underlying minerals;

the interest which the lessee or assignee of a lease has in the production
from that section, calculated as the net mineral acres he holds as a
percentage of the section (640 acres) or, if the section is subject to a
spacing order with another section, 1,280 acres. Most of the
Bakken/Three Forks Sanish Interests are, or are expected to be, in
spacings of 1,280 acres at the date of this document;
a geographical trend of one or more geologically related prospects;
the PLUS-quoted market operated by PLUS Stock Exchange;
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“primary term”

the time period in which a lease is in effect prior to production;

“section”

an area, in most cases of 640 acres (equivalent to a square mile), in
which a mineral rights holder or a leaseholder or his assignee holds all
or a part of the mineral interests;

“shale”

a fine grained, fissile sedimentary rock composed of clay sized and silt
sized particles of unspecified mineral composition;

“shale gas”

“spacing unit” or “unit”
“spud”

a natural gas produced from shale. Because shales ordinarily have
insufficient permeability to allow significant fluid flow to a well bore,
most shales are not sources of natural gas. Shale gas is one of a number
of “unconventional” sources of natural gas; other unconventional
sources of natural gas include coalbed methane, tight sandstones and
methane hydrates;
a unit for drilling and production purposes as authorised by the local oil
and gas commission;
to drill a well;

“Tcf”

trillion cubic feet;

“workover”
“working interest” or “WI”

remedial work to the equipment within a well, the well pipework, or
relating to attempts to increase the rate of flow;

the interest in oil and gas production that bears its share of the costs of
exploration, development and operation of the property and of a
proportionate share of royalties and any other similar burdens.
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PART I

INFORMATION ON THE GROUP

1.
Introduction & Background
Magnolia Petroleum Plc is the holding company of Magnolia Petroleum, Inc.

Magnolia is an oil and gas exploration and production company that was founded on 2 July 2008 to engage in the
acquisition, exploitation and development of oil and gas properties primarily located onshore in the United States.

Magnolia was formed to acquire leases and participate in the drilling of wells in the Bakken Shale in North
Dakota. The Bakken Shale produced oil from the 1950s to the 1980s. However, the introduction of horizontal
drilling and fracture stimulation technology within the last decade has reopened these fields to become
economically viable again.
As well as the Bakken, Magnolia has interests in the Woodford and Hunton formations in Oklahoma, and is
seeking to acquire interests in the Mississippi formation. These are all well known oil plays that are now being
reopened as a result of the introduction of horizontal drilling and new technologies.

Magnolia’s management team is experienced and skilled in the acquisition, development, production and
operation of oil and gas properties, with long-standing industry contacts to take advantage of the changes in
technology and introduction of horizontal drilling.
Magnolia currently holds oil and gas interests that, in summary, comprise:

Producing Working Interests
•
interests in 64 oil and/or gas producing properties located onshore United States;
•

23 of these wells have been drilled since Magnolia was founded; and

•

these interests have a current net present value at a 10 per cent. discount rate of approximately
$1,531,000(1).

Non Producing Working Interests
•
leases in respect of approximately 33,920 gross mineral acres (557 net mineral acres) in the Bakken/Three
Forks Sanish formations, giving rights to participate in the drilling in up to eight wells per section in 28
sections located in North Dakota (“Bakken/Three Forks Sanish Interests”);

•

leases in respect of approximately 57,600 gross mineral acres (702 net mineral acres) located in the
Woodford and Hunton formations, giving rights to participate in the drilling in up to two wells per section
in 87 sections in Oklahoma (“Woodford Interests”); and

•

these interests have a current net present value at a 10 per cent. discount rate of approximately
$16,482,000(2).

Future Opportunities – Mississippi Formation
•
Magnolia has executed an agreement with a geologist to use his data and analysis to evaluate and then
acquire acreage on 21,000 gross mineral acres in the Mississippi formation located in Oklahoma. This
acreage covers five prospects. This oil-rich region, considered tapped out by vertical drilling decades ago,
has been yielding reservoirs to horizontal operators during the past two years.

Magnolia is not currently an operator on any of the acreage where it has either production interests or rights to
participate in the drilling of wells; however, Magnolia is now licensed to operate wells in Oklahoma and plans to
acquire acreage in Oklahoma on the Mississippi prospects using the proceeds of the Placing and the Subscription.
The Company will look to drill and operate wells in this acreage in due course, and subject to further funding.

2.
Working Interests
A working interest is an interest in oil and gas production that bears its share of the costs of exploration,
development and operation of the property and of a proportionate share of royalties and any similar burdens, in
return receiving its proportionate share of the revenue once production has been established. Magnolia is currently
a non-operator on its portfolio of working interests.
(1)
(2)

Moyes & Co. CPR p.29
Moyes & Co. CPR p.29
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As a non-operator, Magnolia is able to minimise its capital requirements and maximise the number of
opportunities it can review and evaluate, thereby enabling it to acquire and develop a diversified portfolio of
acreage and reduce the risk profile of its assets. Magnolia will be offered the opportunity to participate when an
operator proposes to undertake a well-drilling programme in a section where it has a lease interest. Should
Magnolia decide to participate, it will be required to commit to its share of the drilling and completion costs
incurred by the operator (proportionate to its working interest percentage) and to become a signatory to the
operator’s Joint Operating Agreement that governs the legal, commercial and financial relationship between the
operator and the other working interest owners in the section to be drilled. In the event that production is
successfully established at the well, the operator will credit Magnolia with its share of oil and/or gas revenues less
any royalties payable to the lessor or assignor of the mineral rights. Magnolia’s lease interest will terminate on the
stated date unless there is current production in paying quantities, drilling operations or in certain other
circumstances.

The production and undeveloped leases have readily available access to both the oil and gas markets. Production
from the existing leases is gathered from the well head to a central processing facility on the lease where the gas
is sold into a transportation network and the oil is either sold into a pipeline and transported to a refinery or is
trucked from the lease to a pipeline terminal from where it is then transported to a refinery. The benchmark for
pricing products in the United States is West Texas Intermediate Crude and Henry Hub Natural Gas.

2.1
Producing Working Interests
Magnolia owns interests in 64 oil and/or gas producing properties located in North Dakota, Oklahoma, Texas,
Alabama and Florida. The working interests vary from 1.57 per cent. to 1.46 per cent. and the net revenue interests
vary from 1.18 per cent. to 1.10 per cent.
Historically, the aggregate revenue from these interests has been approximately $60,000 per quarter. The Directors
expect that, on the basis of prevailing oil prices, revenues from the current production interests will continue to
show steady growth as the operators apply workover and other techniques. In addition, revenue from production
interests will be supplemented by revenue from producing wells that have not yet recovered their costs and from
proposed new wells.
Since it was formed, Magnolia has participated in the successful drilling of 23 new wells of which 22 show a
positive return on capital.

Further details of the Bakken/Three Forks Sanish Interests, Mississippi and the Woodford Interests are set out in
the Competent Person’s report in Part III of this Document.

2.2
Non-Producing Working Interests
2.2.1 Bakken/Three Forks Sanish Interests
Magnolia’s Bakken/Three Forks Sanish Interests target the Bakken and Three Forks Sanish formations and
comprise leases in respect of approximately 33,920 gross mineral acres (557 net mineral acres) distributed across
a total of 28 sections all of which are located in Dunn, Williams and McKenzie Counties, North Dakota. The
Bakken is being infill drilled to four wells per 1,280 acres spacing unit by other operators. The leases grant
Magnolia the right to participate in 92 identified well locations (78 increased density locations) targeting the
Bakken as well as 107 identified well locations (82 increased density locations) targeting the Three Forks Sanish.

The Bakken formation, which comprises three separate reservoirs, sits above the Three Forks Sanish Formation.
This provides Magnolia with the opportunity to produce oil on the same lease from both separate formations. The
operator is entitled to drill 4 wells on each of the Bakken and Three Forks Sanish formations in each section. At
the time of acquisition of the Company’s interests in the Bakken it was unknown that the Three Forks Sanish
formation was a separate and distinct reservoir. It is now thought that the Three Forks Sanish formation could be
equally or more productive than the Bakken formation.
Of Magnolia’s 64 producing interests, 13 are located in the Bakken and Three Forks Sanish formations. Magnolia
expects to see four new wells drilled on its acreage in 2012 and 10 in 2013. As at the date of this Document, the
drilling of 4 new wells is currently underway.
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Based on the current pace of development, the Directors expect it to take several years to develop fully Magnolia’s
Bakken/Three Forks Sanish Interest; operators in this area expect to drill 4 wells per unit in each of the Middle
Bakken and Three Forks Sanish formations. Magnolia has experienced average stabilised production rates of 400
barrels of oil per day on its multi-stage frac wells. Therefore, based on four wells where drilling is underway and
4 currently planned wells, the Directors expect that the annualised run rate from Magnolia’s planned 8 wells at
the end of 2012 will be approximately 34 bopd, based on Magnolia’s net revenue interest.

The leases in the Bakken/Three Forks Sanish Interests have expiry dates between Febuary 2012 and July 2013
(or, where the acreage has a producing well at the end of the primary term, the cessation of commercial
production). Should it be in Magnolia’s interest, Magnolia expects to be able to negotiate extensions. It should be
noted that these extensions will be at an additional cost to the Group.

2.2.2 Woodford Interests
Woodford is an established reservoir thought to be mostly depleted until the introduction of horizontal drilling and
stimulation technology. These formations have not been exploited to the same extent as the Bakken to date, but
several qualified independent exploration companies have now begun aggressive drilling programmes.

Magnolia holds leases in respect of approximately 57,600 gross mineral acres (702 net mineral acres), giving
rights to participate in the drilling of wells in 87 sections located in 26 counties in central Oklahoma. Magnolia
has an average working interest of approximately 1.57 per cent. and an average net revenue interest of
approximately 1.18 per cent. in the 87 sections. Magnolia has received proposals from operators proposing to drill
87 of these sections, and will evaluate its possible opportunities to participate. These proposed wells are likely to
be drilled over the next two to three years, and Magnolia will focus its participation in the wells that are targeting
the oil play.

In addition to the 3 wells currently being drilled, Magnolia expects to participate in an additional 5 wells in 2012,
with an average working interest of 1.57%. The Directors believe that larger interests in these wells could be
available if additional funds become available to the Group.

Magnolia leased, or was assigned, the Woodford Interests from Enerlex. Magnolia receives 75 per cent. net
revenue interests on these assets. The majority of these leases will expire on 1 August 2013 or, if the acreage has
a producing well at that date, the cessation of production. If production has not been established by the expiration
date, Enerlex has agreed to grant Magnolia an additional three year lease on its mineral interest.
3.
Future Opportunities – Mississippi Formation
Magnolia is currently targeting opportunities in the Mississippi formation, Oklahoma. The company has already
participated with Chesapeake in the Sundance Well in this formation, and Magnolia recovered all of its costs in
three months. Magnolia has executed an agreement with a geologist to use his data and analysis covering 21,000
gross acres to evaluate other potential sections.
The Mississippi formation is a proven reservoir that was historically considered tapped out by vertical drilling
decades ago. It is only in the last two years that horizontal drilling has established the opportunity for further
exploitation of the reservoir.

Magnolia has recently been granted a permit to become an operator, and it is the intention of the management to
acquire more material working interests (of up to 50 per cent.) in sections in this formation and other potentially
productive formations.

As an Oklahoma operator, Magnolia will be able to control the timing of the drilling, proposing and producing
of its oil and gas wells in the State of Oklahoma. Magnolia will offer the opportunity to participate to the
non-operator working interest owners. Should they decide to participate, the non-operators will be required to
commit to their respective shares of the drilling and completion costs incurred by Magnolia (proportionate to their
working interest percentages) and to become signatories to Magnolia’s Joint Operating Agreement, which governs
the legal, commercial and financial relationship between Magnolia and the non-working interest owners in the
section to be drilled. In the event that production is successfully established at the well, Magnolia will credit the
non-operator working interest owners with their share of oil and/or gas revenues less any royalties payable to the
lessor or assignor of the mineral rights.
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Magnolia has identified 5 prospects across 80 sections (square miles). During 2012, Magnolia expects to acquire
acreage on one or more of these prospects and then, subject to available finance, drill and operate 2 wells on this
acreage, with an average working interest of 25 per cent. It is anticipated that these 2 wells will set up an additional
22 drilling locations. There are two objectives in the prospect areas: the Mississippi Chat and the Mississippi
Carbonates. Both sections have been productive in and around the prospect areas via vertical well completions,
but the vertical well completions were marginally economic. Horizontal wells and modern fracture stimulation
treatments will be key to the economic viability of the identified prospect areas.
4.
Geology
4.1
Bakken formations (including Three Forks Sanish)
The Bakken formation is a rock formation of the Late Devonian to Early Mississippian age occupying about
200,000 square miles of the subsurface of the Williston Basin, covering parts of Montana, North Dakota and
Saskatchewan. The rock formation consists of three members: lower shale, middle dolomite and upper shale. Both
the lower and upper shale are organic rich, brittle due to silica content, of marine origin, and are considered an
important source rock in the area. Between the lower and upper shale is the Bakken reservoir target and beneath
the lower shale is the Three Forks Sanish reservoir target.

Oil was first discovered there in 1951, but efforts to extract it met with difficulties until the late 1980s when
horizontal drilling technology was used to drill lateral wells in the upper and lower shales. Production levels,
however, were unpredictable because the oil derived mainly from fractures in the shale. The most important
breakthrough occurred in 2000 in Richland County, Montana when the first horizontal well was drilled in the
oil-charged middle dolomite of the Bakken Formation at what became known as the Elm Coulee Field. By 2007,
this field had been officially ranked as one of the 20 largest producing oil fields in the United States.

The advent of horizontal drilling in the 1980s, together with improved hydraulic fracturing techniques, led to the
shale becoming a significant target for oil and gas, and post 2000 activity has significantly increased. Daily
production is estimated to exceed 700,000 bopd by 2013 and to exceed 1.2 MMbopd by 2019. The 2008 US
Geological Survey (“USGS”) estimates that mean undiscovered recoverable volumes of 3.65 Bbbls and 1.85 Tcf
are contained in the Bakken Shale of Montana and North Dakota.

The main centre of Bakken Shale activity is in North Dakota, where there are 4,000 active wells. The counties
that have seen the highest level of exploration are McKenzie Co, ND and the eastern part of Richland County
Montana where the shale is considered to be the most favourable for oil generation. The largest Bakken Shale field
is at Parshall, operated by EOG Resources Inc., which produces around 30,000 bopd from 60 wells. In July 2011
there were 31 rigs operating in Dunn County and 36 operating in Mountrail County.
A state study evaluating oil reserves in the Three Forks formation in western North Dakota concluded that there
could be as much as 2 billion barrels of recoverable oil in the Three Forks, enhancing the sustainability of the play
over time. The new projection is based on more than 200 well measurement logs and 85 sets of testimony from
technical experts.

Major oil exploration companies active in the area include Marathon Oil Corporation (“Marathon”), Whiting
Petroleum Corporation, EOG Resources Inc., Continental Resources, Inc., Hess Corporation and Peak North
Dakota, LLC.

4.2
Woodford/Hunton formation
The primary geological zone for drilling in the Woodford Interests is the Woodford Shale. The shale is mostly Late
Devonian in age, although some is reported as being Earliest Carboniferous. The formation was deposited as part
of a global Late Devonian marine transgression. It is an important source rock in the area for both oil and gas in
the south-central basins of the USA, and the shale is considered an important oil and particularly gas reservoir.

Production from shale is reported as far back as 1934. The advent of improved horizontal drilling and hydraulic
frac techniques has increased the prospectivity of the shale to become a significant unconventional target for oil
and gas. Publications have suggested that total gas-in-place for the Woodford Shale play is 830 Tcf, and oil-inplace in the order of 250 Bbbls. However, these numbers are based on a number of assumptions covering a very
large area. In May 2011 there were 173 drilling rigs active in the Anadarko and Arkoma Basins, all drilling
horizontal wells.
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In only four years of active drilling, the Woodford formation now contains 1,281 producing wells. Most of the
wells are where the Woodford Shale is in the dry gas window, greater than 50 ft thick and at a relatively shallow
depth (<12,000 ft). The Woodford Oil window play in Hughes and Coal Counties Oklahoma is experiencing
increasing activity, with the most active companies being Continental Resources and Newfield.

Because the Woodford oil play is relatively new, there is little long term production data to establish statistical
ultimate recovery projections for the trend. However, Newfield has reported that they have completed six wells
and five of those wells had initial production of over 1,400 boepd. The 30 day production average on those wells
was 950 boepd and the 90 day average was 760 boepd. While these are based on a limited sample of completions
in the Woodford and may not reflect the averages, they indicate the attractiveness of the play. The early production
figures provided by Newfield are comparable to the initial rates in the Bakken play and the well costs are on
average less.
4.3
Mississippi Geology
The Mississippian oil trend is an expansive carbonate stratigraphic trap producing at shallow depths ranging from
4,500 to 7,000 feet below the surface. The reservoirs lie at the regional Pennsylvanian/Mississippian
unconformity, as a result of uplift, alteration and erosion of shallow marine Mississippian carbonates.

The uppermost Mississippian member is a widespread debris-flow deposit formed through a combination of uplift
and erosion of the Mississippi Limestone, consisting of varying amounts of weathered chert, limestone and
dolomite called the “Mississippi Chat”. The “Mississippi Lime” underlies the chat and also exhibits good
reservoir characteristics. The formation was subject to weathering and digenesis and erosion at the regional
unconformity. This results in greatly varying reservoir properties both horizontal and vertically. Where the
digenesis and weathering have enhanced the reservoir properties, the porosity is generally 15-20 per cent. and can
be more than 100 feet thick. Where it has not been enhanced, the porosity is only 4-6 per cent. and has low
permeability. This results in lateral discontinuous reservoirs that are ideally developed with horizontal drilling
technology.
The horizontal wells drilled in the play have lateral lengths of between 2,500 feet and 5,000 feet and are fracture
stimulated in 6-12 stages. The fracture stimulation treatments are not as large as those in the Bakken play or the
other unconventional resource plays such as the Eagle Ford. Because of the shallow depths and smaller fracture
stimulation treatments, the typical completed well cost ranges from $2.4-$2.9 million. Current drilling times are
approximately 17-28 days from spud to total depth.

The active operators in the play have published significant information on their results and expectation on the
performance of wells in the play. SandRidge currently has over 650,000 acres under lease and the company has
completed over 60 wells in the play. They estimate they have over 3,000 potential drilling locations. SandRidge’s
published type curve for well performance is 409 Mboe with expected well recoveries ranging from 300,000 to
500,000 boe at an average drill and complete cost of $2.7 million including allocated salt water disposal well
costs.

Moyes has analysed the performance of 56 Mississippi Lime horizontal wells that were completed between 2007
and early 2011. The wells had 30 day average initial rates ranging from 60 bopd to 750 bopd. The average
estimated oil recovery was 366 Mbo from this sampling of wells.
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5.
Reserves
Summary of Magnolia Reserves
Net Reserves

Oil &
Condensate

Reserve Class/Category

(Mbbl)

Proved Developed Producing
Proved Developed Non-Producing
Proved Undeveloped

24.2
14.4
8.0

As of October 1, 2011

Net Cash Flow

Natural Future Net Future Net Future Net
Gas
Revenue
OPEX
Capital
(MMcf)

146.5
31.0
20.7

($000)

($000)

($000)

2,963
1,446
818

959
427
200

Future Net
Cash Flow

NPV Disc
@ 10%

2,004
917
431

919
408
205

($000)

–
103
187

($000)

Total Proved

46.6

198.2

5,226

1,585

289

3,352

1,531

Total 2P

68.7

249.8

7,455

2,050

731

4,674

2,182

Total 3P

975.6

1,175.0

68,396

18,013

Probable Reserves

22.1

Possible Reserves
Bakken Increased Density
Sanish Three Forks

15.9
404
487

51.6
34.2
404
487

2,229

1,592
41,300
51,200

101,547

465

356
7,900
10,000

20,305

441

314
4,900
6,900

12,845

1,323

922
28,500
34,300

651

431
7,500
7,900

Summary of Magnolia Contingent Resources
Operator: Magnolia

Risk Factor: 50%

Gross Resources

Mississippi Lime

Low Estimate
Best Estimate
High Estimate

Oil &
Condensate

(Mbbl)

5,280
8,534
10,968

Other Undeveloped Leasehold

Net Resources

Natural
Oil &
Gas Condensate
(MMcf)

10,560
17,068
21,936

(Mbbl)

993
1,605
2,063

Natural
Gas

(MMcf)

1,987
3,211
4,127

As of October 1, 2011

Net Cash Flow

Future Net Future Net Future Net Future Net
Revenue
OPEX
Capital Cash Flow
($000)

99,600
167,300
213,200

($000)

20,300
31,500
34,700

($000)

16,500
16,500
16,500

($000)

62,800
119,300
162,000

NPV Disc
@ 10%

($000)

34,300
55,700
79,900
256

The summary of the contingent resources is dependent on the Company raising sufficient funds to acquire and develop
acreage in the Mississippi formation. The proceeds of the Placing and the Subscription are currently only sufficient to
acquire the acreage, and as a result the Company is likely to require additional capital to develop the leases.

6.
Strategy
Magnolia’s growth strategy is two-fold:
1.

2.

Magnolia plans to continue to increase its production by participating with successful operators in
developmental wells on its current acreage in the Bakken and Three Forks Sanish area in North Dakota and
its Woodford/Hunton Oil acreage in Oklahoma.

Magnolia has now become licensed as an operator, and plans to acquire leases to drill and operate
horizontal wells on its prospects in Oklahoma targeting the Mississippi formation.

The Directors expect that over the next two years Magnolia will participate in the drilling of a total of 14 wells on
its Bakken/Three Forks Sanish acreage and at least 5-10 wells on its Woodford/Hunton Oil acreage in Oklahoma.

The Directors believe that management’s experience in the acquisition of leases, development of projects and
operations will allow it to take advantage of multiple opportunities existing in areas that are on the leading edge
of developing successful drilling plays.

At this time, Magnolia has not arranged bank facilities or other lines of credit to finance future acquisitions of
interests or to finance drilling expenditures. In the absence of such facilities, acquisitions and expenditures will
be financed out of any future retained earnings and the net proceeds of the Placing and the Subscription. The
Directors will regularly review the requirement for, and availability of, debt financing. Any such facilities, if they
can be arranged on terms acceptable to the Directors, would provide Magnolia with additional flexibility to take
advantage of opportunities to increase its portfolio of exploration and production properties.
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7.
Key Strengths/Market Opportunities
The Directors believe that the Group has the following key strengths:
•
•

a management team with significant experience in working interest acquisition who have longstanding
industry contacts in the onshore US oil and gas industry;
a proven track record of successfully drilling wells with an average payout of 24 months or less;

•

a diverse portfolio of revenue-generating assets;

•

a licence to operate, which allows Magnolia the ability to control the timing of drilling future prospects;
and

•
•

low risk prospects and undeveloped leases with the potential for good returns;

ability to access new opportunities, which includes acquiring existing production and undeveloped leases
with value enhancing potential.

8.
Competition
Magnolia will be competing for leases with various other companies active in the Bakken, Three Forks Sanish,
Mississippi and Woodford areas, in particular from Marathon, Hess Corporation, Newfield Exploration Company,
Cimarex Energy, Co., Chesapeake Energy Corporation, SandRidge Energy and Devon Energy Corporation.

The Directors believe that Magnolia’s management is well-placed to meet competition for leases because of the
following factors:
•

•

the short lines of communication inherent in a small company, resulting in quick response times when
pursuing prospective acquisitions; and

considerable experience in reviewing title, acquiring leases and negotiating agreements with local
companies who desire partners in those acquisitions.

9.
Directors
Brief details of the Directors are set out below:

Directors
John Malcolm Cubitt, aged 62, Non-Executive Chairman
Dr Cubitt has more than 31 years of commercial experience in the oil exploration and production industry,
following a period in academic research and graduate/post-graduate education in the UK and USA. He is a
registered Chartered Geologist (CGeol) and his experience includes asset evaluation and project management, as
well as board-level strategic and operational direction. He is Managing Director of Woburn Energy Plc (formerly
Black Rock Oil & Gas Plc), an AIM-listed oil and gas exploration company, and also a director of various private
oil industry consultancy and software companies.

Steven Otis Snead, aged 56, Chief Executive Officer
Mr Snead is a Certified Professional Landman with 35 years’ experience in the US onshore oil and gas industry.
During this period he has owned and operated successful oil and gas operating and services companies. He
founded and still owns Enerlex Inc. for the purpose of acquiring and managing royalty interests. He has extensive
experience in oil and gas lease acquisition, drilling, development and operations.

Rita Fern Whittington, aged 50, Chief Operations Officer
Mrs Whittington is a petroleum landman with more than 32 years’ experience in acquisitions, operations and
management of oil and gas properties. She joined Primary Natural Resources I and II as a senior member of the
asset management team, where she was jointly responsible for company growth. Both companies were sold in an
aggregate eight-year period generating a 3:1 return on equity.

Gavin John Burnell, aged 34, Non-Executive Director
Mr Burnell has 11 years’ experience of corporate finance, specialising in small-cap companies, and is a director
of corporate finance at Northland Capital Partners Limited. He is also the founder and/or director of several
companies in varying sectors including Globo Plc (AIM:GBO), Hot Rocks Investments Plc (PLUS:HRIP),
Hellenic Capital Plc (PLUS:HECP) and Woodland Capital Limited.
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Ronald Sanford Harwood, aged 76, Non-Executive Director
Mr Harwood has had active involvement in originating and developing projects in oil and gas exploration and
production since 1981. He founded Bellwood Petroleum Corporation in 1985, Bellwood Petroleum, LLC in 2007
and Colony Petroleum, LLC in 1990. Colony secured US and international investors to participate in oil and gas
exploration and production ventures originated and operated by American and Canadian independent oil and gas
companies.
10.
Financial Information
Detailed financial information on the Company can be found in Part IV of this Document.

11.
The Placing, the Subscription and Use of Proceeds
The Company has received Placing Letters from placees to subscribe for 210,909,100 Placing Shares at the
Placing Price.
The Directors have agreed to subscribe for shares in the Subscription as follows:

Director
Steven Snead
Ronald Harwood
Gavin Burnell

Number of Shares subscribed for
3,636,360
1,818,180
1,818,180

Steven Snead and Ronald Harwood, being US nationals, have subscribed under the exemption provided by
Regulation D of the Securities Act of 1933, each of them being an accredited investor.

The Placing Shares and Subscription Shares when allotted and issued will represent approximately 39 per cent. of
the Enlarged Share Capital of the Company on Admission. At the Placing Price, the Company will have a market
capitalisation of £3.1 million on Admission.

The proceeds of the Placing and Subscription will be used as follows:

Uses
Acquisition of working interest in the Mississippi formation
Participation in existing working interest drilling costs
Costs of Admission and the Placing and the Subscription

Total

£
125,000
600,000
475,000

1,200,000

The Placing and Subscription are conditional, inter alia, on Admission occurring by 25 November 2011 (or such
later date as Daniel Stewart, Northland Capital, the Directors and the Company agree, but in any event no later
than 23 December 2011).
The Placing Shares and Subscription Shares allotted pursuant to the Placing and Subscription respectively will,
when issued and duly paid, rank pari passu in all respects with the Existing Ordinary Shares and in full for all
dividends declared, paid or made on or after the date of Admission.

12.
Admission to Trading and Dealing Arrangements
Application has been made for admission of the Enlarged Share Capital to trading on AIM. It is expected that
Admission will become effective and that dealings in the Ordinary Shares will commence on 25 November 2011.

The Ordinary Shares will have the ISIN number GB00B1G3RY22. The Ordinary Shares are not dealt in on any
other recognised investment exchange and no application has been or is being made for the Ordinary Shares to be
admitted to any such other exchange.

13.
Lock-in arrangements and Orderly Market Restrictions
The Directors, whose interests in the Company (including the interests of their related persons and family trusts)
amount to 44.31 per cent. in aggregate of the Enlarged Share Capital, have undertaken to the Company and
Daniel Stewart that neither they nor their related persons and family trusts will dispose of any interest in their
Ordinary Shares or any options to subscribe for Ordinary Shares for a period of twelve months following
Admission, except in the very limited circumstances allowed by the AIM Rules. The locked-in parties have also
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undertaken to the Company and Daniel Stewart to only dispose of their shares in the Company through the
Company’s brokers following the expiry of the first year of the lock-in period for a period of 12 months.

14.
Dividend policy
To date the Company has not paid any dividends.

The Directors anticipate that, following Admission, any profits will be retained for the acquisition of further
interests in the US oil and gas sector, and will not be distributed until the Company has an appropriate level of
distributable profits. The declaration and payment by the Company of any dividends and the amount thereof will
depend on the results of the Group’s operations, its financial position, cash requirements, prospects, profits
available for distribution and other factors deemed to be relevant at the time.

15.
CREST
The Articles of Association permit the Company to issue shares in uncertificated form in accordance with the
CREST Regulations. The Directors will apply for the Placing Shares and Subscription Shares to be admitted to
CREST with effect from Admission. Accordingly, settlement of transactions in the Ordinary Shares following
Admission may take place in the CREST system if the relevant Shareholders so wish.
CREST is a voluntary system, and holders of Ordinary Shares who wish to receive and retain certificates will be
able to do so.

16.
Taxation
The attention of prospective investors is drawn to the taxation section in paragraph 16 of Part V of this Document.
If you are in any doubt as to your tax position, you should consult your own independent adviser immediately.

17.
Corporate governance
The Directors recognise the importance of sound corporate governance, and intend to observe the requirements of
the QCA Guidelines to the extent they consider appropriate in light of the Company’s size, stage of development
and resources.
The Company has established an audit committee and a remuneration committee. The members of the audit
committee and the remuneration committee will be the non-executive directors of the Company from time to time,
of whom a majority will be independent. On Admission, the constitution of the audit committee and the
remuneration committee will comprise John Cubitt, Ronald Harwood and Gavin Burnell, with John Cubitt
chairing the audit committee and Ronald Harwood chairing the remuneration committee. The chairman of each
of these committees will be periodically reviewed following Admission.

The Directors have established financial controls and reporting procedures that are considered appropriate given
the size and structure of the Group. The Board will meet regularly and be responsible for strategy, performance,
approval of major capital projects and the framework of internal controls. The Board will have a formal schedule
of matters specifically reserved to it for decision, including matters relating to management structure and
appointments, strategic and policy considerations, transactions and finance. To enable the Board to discharge its
duties, all the Directors will receive timely information.
The Directors recognise, however, that the Company’s internal financial control system can only provide
reasonable, not absolute, assurance against material misstatement or loss. The effectiveness of the system of
internal financial control operated by the Group will therefore be subject to continuing review by the Board.

The Company has adopted a share dealing code for dealings in shares by directors and senior employees that is
appropriate for a company whose shares are traded on the AIM Market.

18.
Relationship Agreement
Following Admission, Steven Snead together with members of his family and the Snead Family LLC will own
over 30 per cent. of the Company’s issued share capital, and he will be a “controlling shareholder”. Steven Snead,
Snead Family LLC, April Snead, R. Sterling Snead and Summer Day Stoffel (together “the Controlling
Shareholders”) have therefore agreed to give undertakings to the Company and Daniel Stewart protecting the
interests of Shareholders and ensuring the independence of the Company.
To this end, the Controlling Shareholders have entered into an agreement with the Company and Daniel Stewart
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under which the Controlling Shareholders have undertaken to use their powers to ensure that the Group is capable
of maintaining its business independently of their influence. In addition, they have agreed that matters between
them and the Group will be conducted at arm’s length and on a commercial basis, that any such transactions
require the approval of the independent directors, and that the Board will include at least two independent
non-executive directors at least one of whom is to be UK resident.
The Controlling Shareholders have also given undertakings not to be interested in a business competitive with that
of the Group unless the Company consents in writing with the approval of a majority of the independent directors.
The agreement also includes “right of first refusal” provisions where Steven Snead or Enerlex (a company owned
by Steven Snead and his wife) acquire, or become aware of the opportunity to acquire, working interests or are
offered drilling participations.

The Controlling Shareholders also undertake that without the consent of Daniel Stewart they will not acquire
further shares in the Company save on exercise of options, in a placing or in a rights issue to maintain their
percentage shareholdings.

The independence provisions continue so long as the Controlling Shareholders have 30 per cent. or more of the
voting rights in the Company. The restrictive covenants and rights of first refusal continue so long as the
Controlling Shareholders have any interest in shares in the Company. Additionally, the agreement terminates
automatically if so agreed by all parties or if a takeover offer for the Company becomes unconditional.

19.
Takeover Code
The Takeover Code does not currently apply to the Company and is not expected to apply to the Company
following Admission on the basis that the Company’s place of central management and control is not in the UK,
the Channel Islands or the Isle of Man.

For this reason, the Shareholders will not be offered any protections under the Takeover Code. It is emphasised
that although the Ordinary Shares will trade on AIM, the Company will not be subject to takeover regulation in
the UK.

20.
Risk Factors
Your attention is drawn to the risk factors set out in Part II of this Document. Potential investors should carefully
consider the risks described in Part II of this Document before making a decision to invest in the Company.
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PART II

RISK FACTORS

Prospective investors should be aware that an investment in the Company is speculative and involves a high
degree of risk. In addition to the other information in this Document, the Directors consider the following risk
factors are of particular relevance to the Company’s activities and to any investment in the Company. It should be
noted that this list is not exhaustive and that other risk factors not presently known or currently deemed immaterial
may apply. Any one or more of these risk factors could have a materially adverse impact on the value of the
Company and its business prospects and should be taken into consideration when assessing the Company. In such
circumstances, investors could lose all or part of the value of their investment. The risks are not presented in any
order of priority.
Potential investors are advised to consult a person authorised under FSMA who specialises in advising on
investments of this kind before making any investment decisions. A prospective investor should carefully consider
whether an investment in the Company is suitable in light of his personal circumstances and the financial
resources available to him. Prospective investors should also consider carefully all of the information set out in
this Document and the risks attaching to investment in the Company including, in particular, the risks described
below, before making any investment decision.

RISKS RELATING SPECIFICALLY TO THE GROUP
Non-operator risk
Where it is a non-operator, Magnolia has no influence on the timing of drilling of the oil and gas wells in which it
participates, and will depend on operators to initiate and supervise the drilling and operation of such wells. As a
corollary, Magnolia cannot accurately predict the timing of the cashflows associated with the drilling of its wells.
There is no set interval between the permitting of a well and the receipt of an AFE, or between the receipt of the AFE
and the time when payment is required. In some cases, operators require prepayment of drilling costs under the AFE.

If Magnolia were unable or unwilling to comply with its payment obligations, it would seek to negotiate a
wellbore assignment of the lease, retaining the right to participate in future wells that may be drilled on that
acreage. If such an assignment could not be negotiated, Magnolia would lose the right to participate in the acreage
if it does not participate in the original well. This could have a material adverse effect on the Group’s prospects
for revenues and earnings.

Reliance on consultants
The operational management of Magnolia has no specific geological or geophysical sciences training. Recourse
will therefore continue to be made to third party consultants as appropriate to advise on decisions regarding
participation in the drilling of an oil and/or gas well. Magnolia plans to recruit a petroleum engineer when such
an investment can be justified by the scale of the Group’s operations.
Influence of Controlling Shareholder
Steven Snead and family will own approximately 35.3 per cent. of the Enlarged Share Capital following
Admission.

As a result, Steven Snead and family will be able to exercise significant control over all matters requiring approval
by Shareholders, including the election of directors, approval of mergers, consolidations, sales of assets,
recapitalisations and amendments to the Articles of Association. Steven Snead may take actions with which other
Shareholders do not agree, including actions that delay, defer or prevent a change of control, and which could
cause the price that investors would be willing to pay for the Ordinary Shares to decline.

To mitigate these risks, Steven Snead and Family, LLC have given certain undertakings to Daniel Stewart and the
Company in the Relationship Agreement, further details of which are set out in paragraph 18 of Part I.

Mississippi
Pursuant to the Placing and the Subscription the Company intends to acquire acreage in the Mississippi formation.
It is anticipated that the Company will require additional financing to drill and develop these leases. At this time,
there can be no guarantee that this funding will be available.
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Financing risks
The further development of the Group’s properties will depend on its ability to obtain financing through private
placement financing, public financing or other means. In addition, if the Group does not realise sufficient revenue
levels to sustain profitability, it may require additional financing. There is no guarantee that the Group will be
successful in obtaining the required financing.

Magnolia is or may become subject to payment and other obligations under the exploration licences and certain
other contractual agreements to which it is or may in the future become party. If such obligations are not complied
with when due, in addition to any other remedies that may be available to the other parties, this could result in
dilution or forfeiture of interests held by the Group.

To this end, the Group may require further finance in addition to the amounts raised in the Placing and
Subscription. Additional equity fundraising on the capital markets may be dilutive for existing shareholders, and
failure to access funding may result in a curtailment of the scale of the Group’s business. Any debt financing if
available may involve restrictions on the Group’s future financing and its ongoing operating activities. If the
Group is unable to raise additional financing as needed, it may be required to reduce the scope of its operations
or its anticipated expansion.

Non-applicability of the City Code on Takeovers and Mergers (the “City Code”)
The Company is not subject to the City Code, and accordingly any shareholder may increase their interests in the
Ordinary Shares, either individually or in aggregate, without incurring any obligation under Rule 9 of the City
Code to make a general offer. It is therefore possible that an offeror may gain control of the Company in
circumstances where the non-selling Shareholders do not receive, or are not given the opportunity to receive, the
benefit of any control premium paid to the selling Shareholders.

GENERAL INDUSTRY RISKS
Oil and gas exploration and production risks
In many cases where Magnolia owns an interest, Magnolia is a non-operator working interest owner, and is reliant
on the operator for managing all aspects of its exploration and production activities. Magnolia has recently
become licensed as an operator in the State of Oklahoma. There are significant risks and hazards inherent in the
exploration and production of oil and gas, including environmental hazards, industrial incidents, labour disputes,
fire, drought, flooding and other acts of God. The occurrence of any of these hazards can delay or interrupt
production and increase production costs. There is no guarantee that oil and/or gas will be discovered by future
drilling in any of the Group’s existing or future licences/permitted acreage or, even if they are, that commercial
quantities of oil and gas can be recovered. No assurance can be given that, if commercial reserves are discovered,
the Group will be able to realise such reserves as intended. Similarly, there is no guarantee that additional
quantities of oil and/or gas will be discovered in the licences/permitted acreage of the Group.

Financial risks are inherent in any operation where the costs of drilling, equipping, completing and operating wells
are shared by more than one person. The Group currently holds significantly less than a 100 per cent. working
interest in its completed wells and in wells that are being drilled; it is also likely to hold less than 100 per cent. in
wells that may be drilled in the future. The Group could be held liable for the joint activity obligations of the other
working interest owners arising from the actions of those other working interest owners such as non-payment of
costs and liabilities. In the event that other working interest owners do not pay their share of such costs, the Group
would be likely to have to pay those costs, which could materially and adversely affect the Group’s financial
condition.

The failure of an operator of the Group’s wells adequately to perform operations, an operator’s breach of the
applicable agreements or an operator’s failure to act in ways that are in the Group’s best interests could reduce the
Group’s production and revenues. The success and timing of the Group’s drilling and development activities on
properties operated by others therefore depend upon a number of factors outside the Group’s control, including
the operator’s:
•

timing and amount of capital expenditure;

•

expertise and financial resources;

•

use of technology.

•

inclusion of other participants in drilling wells; and
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Environmental factors
The Group’s operations are subject to environmental regulation in all the jurisdictions in which it operates.
Environmental legislation and permitting are likely to evolve in a manner that will require stricter standards and
enforcement, increased fines and penalties for non-compliance, more stringent environmental assessments of
proposed projects and a heightened degree of responsibility for companies and their directors and employees. The
Group is unable to predict the effect of additional environmental laws and regulations that may be adopted in the
future, including whether any such laws or regulations would adversely affect the Group’s operations. There can
be no assurance that such new environmental legislation once implemented will not oblige the Group to incur
significant expenses and undertake significant investments that could have a material adverse effect on the
Group’s business, financial condition and results of operations.

Reserves and resources
The oil and gas reserves figures presented in this Document have been derived from the calculations and estimates
by management and reported in the report prepared by Moyes & Co. set out in Part III of this Document.
Hydrocarbon resource and reserve estimates are expressions of judgement based on knowledge, experience and
industry practice. They are therefore imprecise and depend to some extent on interpretations, which may prove to
be inaccurate. Estimates that were reasonable when made may change significantly when new information from
additional drilling and analysis becomes available. This may result in alterations to development and production
plans that may, in turn, adversely affect operations.

Estimates of the possible hydrocarbon resources or reserves that might be hosted on the lease areas where the
Group has interests should not be taken to imply that any hydrocarbon resources are present in these structures.

Licences and title
The leases in which the Group has or is seeking to have an interest will be subject to termination after the primary
term of such leases unless there is current production of oil or gas in paying quantities, drilling operations or in
certain other circumstances. If a lease is not extended after the primary term, the Group may suffer significant
damage through loss of the opportunity to develop and discover any hydrocarbon resources on that lease area.

Under the leases and certain other contractual agreements to which the Group is, or may in the future become,
party, the Group is or may become subject to payment and other obligations. Failure to meet these commitments
would render the lease liable to be revoked. Further, if any contractual obligations are not complied with when
due, in addition to any other remedies that may be available to other parties, this could result in dilution or
forfeiture of interests held by the Group.

In taking an assignment of an oil and gas lease, Magnolia would, in accordance with industry practice, rely on the
warranty provisions in the said assignment and would not perform a title check in respect of previous assignments
or the title of the original mineral rights lessor.
Other parties may dispute the Group’s title to its properties. While the Group has investigated title to its most
significant properties, and to the best of its knowledge title to all properties is in good standing, this should not be
construed as a guarantee of title. The properties may be subject to prior unregistered agreements or transfers or
native land claims, and title may be affected by undetected defects.

The Group’s exploration and production activities are dependent on the grant of appropriate licences, concessions,
leases, permits and regulatory consents that may be withdrawn or made subject to limitations. Although the Group
believes that the licences, concessions, leases, permits and consents it or the relevant operator holds will be
renewed, if required, when they expire, according to the current laws applicable in the relevant jurisdiction, there
can be no assurance that they will be renewed or as to the terms of any such renewal. The decision to proceed to
further exploration may require the participation of other companies whose interests and objectives may not be
the same as those of the Group.
Production and estimates
Actual production may vary from estimates of future production for a variety of reasons including risks and
hazards described elsewhere in this section.

Volatility of oil and gas prices
Oil and gas prices historically have fluctuated widely and are affected by numerous factors over which the Group
does not have any control, including world production levels, international economic trends, currency exchange
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fluctuations, expectations for inflation, speculative activity, consumption patterns and global or regional political
events. The aggregate effect of these factors is impossible to predict.

The principal benchmark for sales of the Group’s oil products is West Texas Intermediate Crude (“WTI”) traded
on the New York Mercantile Exchange. Historically the WTI has maintained a predictable relationship with other
crude oil benchmarks, the most important being the European-based and electronically traded Brent. WTI has
generally traded at a premium to Brent of around $1.50 to $1.75 per barrel, reflecting mainly the shipping and
other costs of attracting oil to the US market from overseas. Technical factors in the local markets can however
cause short-term distortions in the WTI/Brent relationship. The short term performance of Brent may therefore
not correspond to that of the WTI and hence the selling prices achieved for the Group’s oil products.
Currency and exchange rate fluctuations
As commodity prices are denominated in US dollars, most of the Group’s income will be denominated in US dollars.
Most of its operational costs will also be denominated in US dollars as its principal operations will be located in the
US. Consequently, the Group’s consolidated financial statements will be prepared in US dollars rather than sterling,
which will limit the adverse effect on any reported profits of the Group that any appreciation of sterling against the
US dollar would have had if the Group’s consolidated financial statements were prepared in sterling.

Competition
There is aggressive competition within the petroleum industry for the discovery and acquisition of properties
considered to have commercial potential. As well as competing with other non-operator working interest owners,
the Group will compete with exploration and production companies having greater financial resources than the
Group for the acquisition of properties, leases and other interests as well as for the recruitment and retention of
qualified employees and other personnel. Such factors may result in the Group being unable to secure new
exploration areas or recruit and retain staff.

Political
Although political conditions in the US where the Group operates are generally stable, changes may occur in its
political, fiscal and legal systems that might affect the ownership or operation of the Group’s interests, including,
amongst other things, changes in exchange rates, control regulations, expropriation of oil and gas rights, changes
in government and in legislative and regulatory regimes.
Achievement of strategic aims
The value of an investment in the Company is dependent on the Group achieving its strategic aims. Whilst the
Directors are optimistic about the prospects for the Group, there is no certainty that the Group’s business will be
capable of achieving the anticipated revenues or growth. The Group’s future operating results will be highly
dependent on how well it manages the planned investment strategy. This strategy could place significant strain on
the Group’s managerial, financial and other resources.
Group’s operating performance
The results of the Group’s operations may fluctuate, and it may not be able to achieve revenue growth and
profitability in the future because the Group’s results are influenced by a number of factors, many of which are
beyond the Group’s control.

Dividends
There can be no assurance as to the level of future dividends, if any. The declaration, payment and amount of any
future dividends of the Company are subject to the discretion of the Directors, and will depend on, among other
things, the Company’s earnings, financial position, cash requirements and availability of profits, as well as
provisions of relevant laws and generally accepted accounting principles from time to time.

Insurance
Although the Group expects that the operator will carry adequate insurance with respect to its operations in
accordance with industry practice, in certain circumstances the operator’s insurance may not cover or be adequate
to cover the consequences of all its operations. In addition, the Group may be subject to liability for pollution,
blow-outs or other hazards against which the Group or the operator does not insure or against which it may elect
not to insure because of high premium costs or other reasons. The occurrence of an event that is not covered or
fully covered by insurance could have a material adverse effect on the business, financial condition and results of
operations of the Group. Moreover, there can be no assurance that the Group will be able to maintain adequate
insurance in the future at rates it considers reasonable.
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RISKS RELATING TO THE ORDINARY SHARES
Liquidity of Ordinary Shares
Notwithstanding the fact that an application will be made for the Ordinary Shares to be traded on AIM, this should
not be taken as implying that there will be a “liquid” market in the Ordinary Shares. The market for shares in
smaller public companies is less liquid than for larger public companies. Therefore, an investment in the Ordinary
Shares may be difficult to realise. The Ordinary Shares will not be listed on the Official List. Investments in shares
traded on AIM carry a higher degree of risk than investments in shares quoted on the Official List. The price of
the Ordinary Shares may be volatile and may be influenced by many factors, some of which are beyond the control
of the Company, including the performance of the overall share market, other Shareholders buying or selling large
numbers of Ordinary Shares, changes in legislation or regulations and general economic conditions.

Investment risk
The value of an investment in the Company could, for a number of reasons, go up or down. There is also the
possibility that the market value of an investment in the Company may not reflect the true underlying value of the
Company.

Share dilution
The Company may require further funds to be raised via equity offerings. The Company’s capital requirements
will depend on numerous factors, including its ability to maintain and expand its business, and it is difficult for
the Directors to predict the timing and amount of the Company’s capital requirements with accuracy. If the
Company’s capital requirements vary materially from its plans, the Company may require further capital. Any
additional equity financing may be dilutive to Shareholders, and debt financing, if available, may place
restrictions on the Company’s financing and operating activities. If the Company is unable to obtain additional
financing as needed, it may be required to reduce the scope of its operations or anticipated expansion. In certain
circumstances, securities issued by the Company in the future may have rights, preferences or privileges attached
to them that are senior to or otherwise adversely affect those attached to the Ordinary Shares in issue from time
to time.
Release of Ordinary Shares to the Market
The Company is unable to predict whether substantial numbers of Ordinary Shares will be sold in the open market.
Any sales of substantial numbers of Ordinary Shares in the open market, or the perception that such sales might
occur, could materially and adversely affect the market price of the Ordinary Shares.

Volatility in the Ordinary Shares
It is possible that an active trading market in Ordinary Shares may not develop and continue upon completion of
the Placing and Subscription. Even if an active trading market develops, the market price for Ordinary Shares may
fall below the Placing Price. If an active trading market is not developed or maintained, the liquidity and trading
price of the Ordinary Shares could be adversely affected.

GENERAL RISKS
Political and economic risks
It is anticipated that all or the majority of the Company’s activities will be outside the UK and, accordingly, there
are a number of risks over which it will have little or no control. Whilst the Company will make every effort to
ensure it has robust commercial agreements covering its activities, there is a risk that the Company’s activities
will be adversely impacted by economic and political factors such as the imposition of additional taxes and
charges, cancellation or suspension of planning or other licences, war, terrorism, insurrection and changes to laws
governing power generation and any of the Company’s other operations.
Insurance risks
The Company does not currently maintain keyman insurance in respect of any of the Directors, but is considering
putting such insurance in place in respect of Rita Whittington and Steven Snead.

Recent developments in global financial markets
There can be no assurances that financial conditions in the global financial markets will not worsen or adversely
affect the Company’s then prevailing financial position and performance.
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Taxation Risk
Any change in the Company’s tax status or the tax applicable to holding Ordinary Shares or in taxation legislation
or its interpretation in any of the jurisdictions in which the Company operates or may invest, could affect the value
of the investments held by the Company, affect the Company’s ability to provide returns to Shareholders and/or
alter the post-tax returns to Shareholders. Statements in this Document concerning the taxation of the Company
and its investors are based upon tax law and practice at the date of this Document, which is subject to change.

Joint venture risk
Whilst the Company will seek to identify reliable partners who can deliver on their obligations, the Company’s
position may nonetheless be compromised by the circumstances of any joint venture partner, such as bankruptcy,
litigation, or potential disagreement on investment strategy. Additionally, the ability of the Company to execute
the joint venture arrangements in a timely manner may be compromised by the approach of any joint venture
partner.

Force Majeure events, civil unrest and terrorist attacks or war and conflicts involving the United States
of America
The Company’s proposed projects now or in the future may be adversely affected by risks outside the control of
the Company, including labour unrest, civil disorder, war, subversive activities or sabotage, fires, floods,
explosions or other catastrophes, epidemics or quarantine restrictions. Any major hostilities involving the United
States, or other acts of violence including civil unrest or terrorist attacks, or events that are beyond human control,
could have an adverse effect on the operation of oil assets in the United States. The terrorist attack on New York
and Washington D.C. on 11 September 2001 and their aftermath had an adverse effect on worldwide financial
markets. Incidents such as these and other acts of violence may adversely affect global equity markets as well as
the US economy and stock markets. Such acts could negatively affect business sentiment as well as trade between
countries, which could adversely affect business and the profitability of companies. The United States may enter
into armed conflict or war with other countries. The consequences of armed conflicts are unpredictable, and may
result in unforeseeable events that could have an adverse effect on business. Military activity or terrorist attacks
could adversely affect the US economy by disrupting communications and making travel more difficult.
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PART III

COMPETENT PERSON’S REPORT

MOYES & CO.
http://www.moyesco.com

Competent Person’s Report

Interests held by Magnolia Petroleum, Inc.
in the United States of America

as of 25 October 2011

Prepared for Magnolia Petroleum Plc
For inclusion in the AIM Admission Document

by
Moyes & Co.
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25 October 2011
Moyes & Co.
8235 Douglas Ave Suite 1221
Dallas TX 75225
The Directors
Magnolia Petroleum Plc
The Fitzpatrick Building
188/194 York Way
London N7 9AS
The Directors
Daniel Stewart & Company, Plc
Becket House
36 Old Jewry
London, EC2R 8DD
RE: COMPETENT PERSON’S REPORT ON INTERESTS HELD BY MAGNOLIA PETROLEUM INC.
The Directors of Magnolia Petroleum Plc have requested Moyes & Co. (“Moyes”) to prepare an
independent report on the reserves, resources, and value of the producing properties and
undeveloped leasehold mineral interests of Magnolia Petroleum, Inc. (“Magnolia”). This report is to be
included in an admission document to be issued by Magnolia Petroleum Plc in connection with its
admission to the AIM Market (“the Admission Document”).
Magnolia has existing oil and gas production and reserves and is also focused on expanding its
production and reserves in three unconventional resource plays in the USA. The undeveloped
minerals, leasehold and prospects are principally in the Bakken/Three Forks Sanish oil play in North
Dakota, USA and the Woodford oil and gas play in Oklahoma and the Mississippi Lime Play, USA.
Moyes hereby consents to the inclusion of this report, with the inclusion of its name, in the form and
context in which it appears, in the Admission Document.
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1.

Executive Summary

Magnolia Petroleum Inc. (“Magnolia”) is an independent oil and gas company based in Tulsa,
Oklahoma, that is engaged in the acquisition, exploitation and development of oil and gas properties
primarily located onshore in the United States.

Oil Wells
Gas Wells

Figure 1: Location of Magnolia Leases
Figure 1.1: North American Unconventional Resource Plays
Magnolia owns certain rights to producing assets in five states and certain drilling leases in North
Dakota and Oklahoma. These comprise:
•

Leases in Dunn, McKenzie and Williams Counties, North Dakota, totaling 557 net acres in
28 sections and 13 producing leases.

•

Leases in Oklahoma covering 702 acres in 87 sections in 26 counties.

•

Working interests and Overriding Royalty Interests in 51 producing non-operated leases in
fields in Texas, Oklahoma, Florida and Alabama.

•

An executed Agreement with a geologist to develop prospects in the Mississippi Lime
Horizontal Drilling Play in Noble County Oklahoma.
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•

The working interests and overrides in the 51 producing non-operated leases in Texas,
Oklahoma, Alabama, and Florida produce a net 4 BOEPD and provide a base of long life,
cash flow and low decline production. These fields are fairly mature and will require little
future maintenance capital. In North Dakota, there are thirteen producing wells, one
undergoing completion and three drilling that add an additional 3 BOEPD. Outside of the
Mississippi Lime Horizontal drilling play, the North Dakota acreage will be the primary source
of future growth for the company.

•

The North Dakota leases in Dunn, McKenzie and Williams Counties are undergoing active
development as a part of the Bailey Field. Magnolia has participated in drilling and
completion of thirteen wells since 2008. All of these wells are currently producing and four
are currently being drilled or completed. Magnolia is expected to participate in the drilling of
four additional wells in 2012 and ten wells in 2013. On 1280 acre spacing, there are a total
of four Proved Developed Non-Producing (PDNP), four Proven Undeveloped (PUD), five
Probable, and five Possible drilling locations on the respective acreage. The Gehrer and
Borth wells were the first increased density wells in the Bailey Field to be drilled on 1280 acre
spacing with 10,000ft horizontal laterals. The Bakken is being infill drilled to four wells per
1280 acres spacing unit by other operators (Continental and Whiting) in Dunn and McKenzie
Counties and the Three Forks Sanish is starting to be developed in the area at four wells per
1280 acre spacing unit. This infill drilling would allow for an additional 78 Bakken and 107
Sanish Three Forks locations for a total of 108 wells in the Bakken and 108 wells in the
Sanish Three Forks.

•

Oklahoma is a very active oil and gas province. The Oklahoma undeveloped leases are in
the Woodford play, but also have potential in multiple horizons including the Hunton, Atoka,
and Springer. Magnolia is currently interested in participation in Woodford oil plays. In the
Woodford Play Magnolia will focus on the oil window of the play, primarily in Coal and
Hughes Counties. Magnolia participated in five Woodford oil wells in 2010 and is on pace to
participate in five Woodford oil wells in 2011. The 2011 Woodford wells are the Jones 28W,
Zenyatta #1, Fundis 1-4H, Cheryl Lee 1-33H and the Hudson 1-15 that are currently being
completed. There are locations for an additional 87 wells. In addition, Magnolia has
executed an Agreement with a geologist to develop prospects in the Mississippi Lime
Horizontal Play in Noble County Oklahoma. Given that Magnolia secures the acreage,
Magnolia expects to drill two wells in the Mississippi Lime Horizontal Play in 2012 which
could then set up an additional 22 development locations.

The producing Magnolia assets contain 46.6 MBO and 198.2 MMcf of Proved Reserves, 68.7 MBO
and 249.8 MMCF of Proved and Probable (2P) Reserves and 975.6 MBO and 1,175.0 MMcf of
Proved, Probable, and Possible (3P) Reserves, plus undeveloped leasehold with un-assessed
exploratory potential in Oklahoma and in the Bakken region in North Dakota. As of 25 October 2011,
Magnolia’s net reserves, future net cash flow, and net present worth discounted at 10% per annum
(NPV), including the market value of the undeveloped leasehold not associated with the wells that are
scheduled to be drilled in this report, have been estimated to be as follows:
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Reserve Class/Category
Proved Developed Producing
Proved Developed Non-Producing
Proved Undeveloped
Total Proved
Probable Reserves
Total 2P
Possible Reserves
Bakken Increased Density
Sanish Three Forks
Total 3P

As
2011
As of
ofOctober
October25,
1, 2011
Net Reserves
Net Cash Flow
Future Net Future Net Future Net Future Net
Natural
Oil &
Cash Flow
Capital
OPEX
Revenue
Gas
Condensate
($000)
($000)
($000)
($000)
(MMcf)
(Mbbl)
24.2
146.5
2,963
959
2,004
14.4
31.0
1,446
427
103
917
8.0
20.7
818
200
187
431
46.6
198.2
5,226
1,585
289
3,352
22.1
51.6
2,229
465
441
1,323
68.7
249.8
7,455
2,050
731
4,674
15.9
34.2
1,592
356
314
922
404
404
41,300
7,900
4,900
28,500
487
487
51,200
10,000
6,900
34,300
975.6
1,175.0
101,547
20,306
12,845
68,396

NPV Disc
@ 10%
($000)
919
408
205
1,531
651
2,182
431
7,500
7,900
18,013

Figure 1.2: Summary of Magnolia Reserves
Operator: Magnolia

Mississippi Lime
Low Estimate
Best Estimate
High Estimate

Risk Factor: 50%
Gross Resources
Natural
Oil &
Gas
Condensate
(MMcf)
(Mbbl)
5,280
10,560
8,534
17,068
10,968
21,936

As of
2011
As
of October
October25,
1, 2011
Net Resources
Net Cash Flow
Natural Future Net Future Net Future Net Future Net
Oil &
Cash Flow
Capital
OPEX
Revenue
Condensate Gas
($000)
($000)
($000)
($000)
(MMcf)
(Mbbl)
993
1,987
99,600
20,300
16,500
62,800
1,605
3,211
167,300
31,500
16,500
119,300
2,063
4,127
213,200
34,700
16,500
162,000

NPV Disc
@ 10%
($000)
34,300
55,700
79,900

Other Undeveloped Leasehold

256

Figure 1.3: Summary of Magnolia Contingent Resources
Magnolia has a well diversified portfolio of producing properties that provide a stable long life cash
flow to underpin the company. It has a small, but well positioned presence in two of the most active
unconventional resource plays in North America. The two plays provide robust economics and provide
a balance between oil and gas reserves.
The wells in the North Dakota Bakken play have a short cycle time between spud and first production.
The quick high rate oil production provides relatively significant early cash flow, and when combined
with the cash flow from existing production, provides the funds necessary for a capital program that
can be supported by internally generated cash flow within 12 months at the current strip pricing. The
potential for increased well density for up to 4 wells per formation per 1,280 acre spacing unit
provides potential for significant additional investment opportunities and growth within the current
asset base.
The table in Figure 1.4 shows the sensitivities to the major uncertainties of revenue, capital cost,
operating expense, and discount rate. The Table shows the impact of a plus or minus 10% change in
each of the variables and percentage change in the variable, except for discount rate. The table
shows the change in Net Present Value from a 10% discount rate to a 15% and 20% discount rate.
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Sensitivities (M$), Impact on Net Present Value
Va ri a bl e

-10%

10%

Revenue
% Cha nge
Ca pi ta l
% Cha nge
OPEX
% Cha nge
Di s count Ra te, NPV15
% Cha nge
Di s count Ra te, NPV20
% Cha nge

2P Reserves (NPV10 = $2,182)
-336
337
-15%
15%
65
-65
3%
-3%
46
-46
2%
-2%
(467)
-21%
(773)
-35%

Revenue
% Cha nge
Ca pi ta l
% Cha nge
OPEX
% Cha nge
Di s count Ra te, NPV15
% Cha nge
Di s count Ra te, NPV20
% Cha nge

Bakken/Sanish/3P (NPV10 = $15,831)
-2578
2678
-16%
17%
227
-226
1%
-1%
208
-208
1%
-1%
(7,510)
-47%
(11,484)
-73%

Revenue
% Cha nge
Ca pi ta l
% Cha nge
OPEX
% Cha nge
Di s count Ra te, NPV15
% Cha nge
Di s count Ra te, NPV20
% Cha nge

Mississippi Lime Best Estimate (NPV10 = $55,700)
-7500
7500
-13%
13%
1200
-1200
2%
-2%
600
-600
1%
-1%
(16,000)
-29%
(26,800)
-48%

Figure 1.4: Magnolia NPV10 Sensitivities by Category
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2.

Introduction

2.1

Summary

Magnolia is an independent oil and gas company based in Tulsa, Oklahoma, that is engaged in the
acquisition, exploitation and development of oil and gas properties primarily located onshore in the
United States. Magnolia owns acreage and producing assets and intends to participate in the
developmental and exploratory wells, principally located in three of North America’s most prolific
onshore plays, the Bakken/Three Forks Sanish and Woodford Shales and the Mississippi Lime
horizontal drilling Play.

2.2

Magnolia’s Lease Holdings and Producing Assets

Magnolia owns certain rights to producing assets in five states and certain drilling leases in North
Dakota and Oklahoma. These comprise:
•

Leases in Dunn, McKenzie and Williams Counties, North Dakota, totaling 557 net acres in 28
sections and 13 producing leases.

•

Leases in Oklahoma covering 702 acres in 87 sections in 26 counties.

•

Working interests in 51 producing non-operated leases in fields in Texas, Oklahoma, Florida,
and Alabama.

These assets are summarized in the table below and are detailed in Appendix A.

SUMMARY TABLE
OF ASSETS
Operator
Oklahoma

North Dakota

North Dakota
Alabama, Florida,
Texas, Oklahoma

Various

Interest (%)

Lease
Expiry

Exploration
0.0016% to 25.0% WI Aug 2013 to
with NRI 75% of WI Nov 2013

Total Lease
Area (acres)
702.00

Marathon

Development
0.18% to 3.13% WI
with NRI 75% of WI

Feb 2012 to
July 2013

299.95

Various

Production
0.28% to 1.99% WI
with NRI 75% of WI

Held By
Production

257.52

See Appendix A

Held By
Production

117.60*

Various

WI= working interest; NRI= net revenue interest
* Excludes minority working interests or royalty interests where acreage information is either not
available or it is not meaningful in relation to the interest held.
North Dakota Summary –
Magnolia holds acreage in Dunn, McKenzie, and Williams Counties North Dakota. The acreage
position is in the fairway of Marathon Oil Company’s Bakken Shale exploitation/development program.
The leases grant Magnolia the right to participate in a total of 108 Bakken Shale drilling locations.
Sixteen of the locations have been drilled and 92 of the well locations are undrilled of which 78 are
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increased density locations. Of the 108 Sanish Three Forks locations one is drilling and 107 are
undrilled. Of the undrilled locations 25 will be initial spacing unit wells and 82 will be increased
density well locations. The initial Bakken well locations are typically drilled on 1,280 acre spacing units
and are categorized by Moyes as four Proved Undeveloped, five Probable, and five Possible, not
including the increased density wells. Increased density wells can be drilled up to four total wells per
section. At the Present time, Moyes has included the Bakken and Sanish Three Forks in the Possible
reserve category. The Reserve categories will shift significantly after the Skunk Creek Sanish Three
Forks well is drilled and producing.
Magnolia’s average interest will be approximately 1.46% WI / 1.10% NRI with an estimated cost to
Magnolia of US$ 115,000 per well. The schedule for drilling these wells is set by the operator and the
timing of approval of the drilling permits by the North Dakota Industrial Commission. Financial details
are provided in the section Planned Expenditures. See Appendix A for Magnolia’s North Dakota lease
summary.
Marathon is the primary operator in the vicinity of the Magnolia leases and will likely be the well
operator of the new wells. Marathon has been drilling 8,000 to 10,000 ft. lateral sections in its
horizontal Bakken wells which enables them to space the wells on 1,280 acre spacing units. One well
can hold two sections. The typical spacing unit is the two north-south adjacent sections in each
township starting with Sections 1 and 12.
In 2010, Magnolia participated in two successful Marathon wells in Dunn County, North Dakota:
The Rosemary Eckelberg #21-26H well was spud on 20 June 2010, and drilling was
completed on 14 July 2010. The well was placed on production on 1 August 2010, at a rate of
626 BOPD and the well has produced 47.7 MBO through April 2011.
The Lazy De #34-7H well was spud on 25 February 2010, and drilling was completed 17
March 2010. The well was placed on production on 1 June 2010, at a rate of 267 BOPD and
the well has produced 19.2 MBO through April 2011.
As of 15 September 2011, the statuses of the proved developed non-producing wells are as follows:
The Drone 1-34-27H well is in the process of being frac’d. It is planned to have a 32 stage
completion.
The Skunk Creek 2-8-17-15H well was spud on 2 September 2011 and is in the process of
being drilled. It is planned to have a 23 stage completion.
The Skunk Creek 2-8-17-14H well has an estimated spud date of October 2011. This is the
first well Magnolia has participated in that is targeting Sanish Three Forks reservoir. It is
planned to have a 24 stage completion.
The Stocke 1-4-9H well was spud on 28 August 2011 and is in the process of being drilled. It
is planned to have a 24 stage completion.
Oklahoma Summary–
Magnolia will hold the right to participate in wells drilled in 87 leases in 26 counties (Beckham, Bryan,
Caddo, Canadian, Carter, Cleveland, Coal, Creek, Dewey, Ellis, Garvin, Jackson, Latimer, Lincoln,
Logan, Major, McClain, Murray, Okfuskee, Oklahoma, Pottawatomie, Seminole, Stephens, Washita,
Woods, and Woodward) in central Oklahoma. These leases total 702 net mineral acres in 87 spacing
units. The detail of the Oklahoma leasehold is shown in Appendix A.
Although there are multiple possible productive targets, the primary objective for the acreage in the
immediate drilling is the Woodford Shale. Horizontal drilling and new stimulation techniques have
made this formation very productive for oil and natural gas.
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The Woodford Shale is a stratigraphic play. Only recently have modern horizontal drilling technology
and reservoir fracturing and stimulation technology allowed companies to fully tap into the potential of
the stratigraphic formation. Enerlex will lease 100% of its interest with a 75% net revenue interest to
Magnolia for a five year term.
Magnolia participated in five wells in 2010 and an additional five wells in 2011 in the Woodford Oil
Play that were all successful. The 2010 wells were the Sundance, Walker 1-29H, Hensley 1-30H,
Baxter #1 and the Midway #1. The 2011 wells were the Cheryl Lee 1-33H, Jones-28W, Zenyatta #1
and the Fundis 1-4H. The Hudson 1-15 currently is being completed. Magnolia expects to receive a
similar level of well proposals into the future and they will have a decision to participate or farmout.
Magnolia expects five Woodford well proposals per year and their focus will be participating on the
Woodford wells that are targeting the oil window.
Magnolia has executed an agreement with a geologist to develop prospects in the Mississippi Lime
Horizontal Drilling Play in Noble County Oklahoma. To date the geologist has identified five prospect
areas that cover approximately 80 square miles of area. The plan for the Mississippi Lime is to lease
2000 net acres in the prospect area and develop on 160 acre spacing. There is additional scope for
expansion if additional acreage is acquired. After the prospect is developed and the land is secured,
Magnolia has plans to farmout a portion of the prospect for a full to partial carry on the well cost and
keep approximately a 25% Working Interest in the prospect. Two wells should be drilled in 2012 and
those two wells should set up an additional 22 development drilling locations. Magnolia will raise the
funds necessary to develop the prospects and secure the acreage but may need to raise as much as
an additional $1,000,000 to participate in the drilling of the two prospects, depending on the actual
farmout terms.
Producing PropertiesMagnolia holds producing properties in four states (Oklahoma, Texas, Alabama, and Florida), aside
from the producing leases in North Dakota that produce approximately 3 barrels of oil equivalent per
day and generate approximately $9,100 per month in operating cash flow. The producing properties
consist of small working interests and royalties in individual wells to small working interests and
royalties in large producing units. All of the production has a long remaining life with a shallow
decline.

2.3

General Nature of USA Petroleum Rights

Unlike in other parts of the world, onshore mineral (including petroleum) rights in the United States are
primarily vested in, or derived from, the original landowner rather than the State. Mineral rights can be
held separately from ownership of the surface rights. Holders of mineral rights may lease their mineral
rights to operators who wish to drill wells or to non-operators who wish to participate in the drilling of
wells on the acreage owned by the mineral rights holder. Individual leases are usually much smaller
in size than is common elsewhere, and a company’s rights holdings in an area will often comprise
many small leases rather than fewer, larger, ones. Leases are typically granted for a relatively short
period, such as three to five years, unless production is established on the lease. At that point some
or all of the leases can continue to be held while production operations continue, the exact area
reflecting the permitted drilling density for the particular formation being produced. The drilling of
wells, and the rates at which they can be produced, are controlled by the relevant regulatory body; in
Oklahoma it is the Oklahoma Corporation Commission (“OCC”) and in North Dakota it is the North
Dakota Industrial Commission (“NDIC”). These regulatory bodies are charged with ensuring the
orderly and optimum development of reservoirs and, as such, establish field rules which define the
maximum drilling density allowed in an area and compliance with all environmental regulations. The
net impact of this ownership and regulatory environment is that acquiring and maintaining leases in
good order may take considerably more effort than that usually required in other countries.
The Magnolia leases are generally small lease tracts that will be combined with other leases to form a
drilling unit. The drilling unit can be formed voluntarily or compulsorily by state commission ruling
such as the OCC. Through either arrangement, the leaseholder has the option to join in the drilling of
the well, farm out the lease to a third party to support the drilling of the well, or sell its interest in the
lease. If the leaseholder elects to join, an operator is selected and a Joint Operating Agreement
(JOA) is executed that sets out the provisions for decision making and accounting procedures,
overhead charges, insurance, and other matters required for safe operation of the well.
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There are no obligations to drill a well on any of the leases except to extend the lease beyond its
primary term. Leases have a primary term in which the lease will expire if production is not
established. Drilling operations will need to commence on, or prior to, the lease expiration date in
order to perpetuate the lease. As long as there is continuous activity on the lease of a drilling or
production nature, the lease will continue. The lease will terminate on the later of the primary term
expiry date or the end of production from the well(s) in the spacing unit containing the lease.
Should Magnolia acquire new leases, the terms may provide for a cash payment to the owner of the
mineral interest called a lease bonus. The primary term of the lease is negotiable, but usually is 3 to 5
years. In that time Magnolia would need to drill a well and establish production to perpetuate the
lease.
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3.

North America Unconventional Resource Plays

Shale has been a hydrocarbon play within the U.S. since the late 1880s, with reports of production
from Indiana and Kentucky. However, in the past 20 years shale has been established as a major
onshore productive unit principally for gas, but oil is being established as technology evolves. Several
factors have contributed to this resource development including a lack of conventional hydrocarbon
exploration opportunities, new drilling and production techniques, and escalating oil and gas prices.
Current estimates for in-place resources of the shale play within the U.S are very large, although
much is based on speculation rather than hard data and there are wide variations in estimates.

Figure 3.1: North American Unconventional Resource Plays
The Barnett Shale of central Texas is the most well known and considered to be the largest proven
shale play to date within the U.S. Other significant shale plays include; the Marcellus (Pennsylvania,
New York, and West Virginia), Green River (Colorado, Utah, Nevada, and Wyoming),
Haynesville/Bossier (Texas and Louisiana), Fayetteville (Arkansas), Woodford (Oklahoma, Texas,
and New Mexico), Eagle Ford (Texas), Bakken (North Dakota and Montana), Chattanooga
(Tennessee, Kentucky, and Alabama), Utica (Pennsylvania and New York) and New Albany (Indiana
and Kentucky).
The distribution of many of these shale units is unclear and assumptions have been made when
presented on maps in various industry publications. Most of the shale is Devonian and earliest
Carboniferous in age, which was widespread throughout the U.S.
Horizontal drilling now accounts for up to 10 percent of active onshore wells in the U.S. and is
increasing every year. The ability of horizontal drilling to reach and extract petroleum from formations
that are not accessible with vertical drilling, including areas where drilling is not allowed for
environmental reasons, has made it an invaluable technology. Horizontal drilling allows for an
increase in the recoverable petroleum in a given formation, and can even increase the production in
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fields previously thought of as marginal or mature. Horizontal drilling also allows for more economical
drilling, and less impact on environmentally sensitive areas.
The development of the horizontal drilling technology and the multistage fracture stimulation is leading
to redevelopment of heterogeneous or low permeability oil and gas plays as well. Examples of these
plays are the Cotton Valley gas sand play in East Texas, the Bone Spring Play in West Texas and
New Mexico, the Granite Wash and Cleveland Sand play in Western Oklahoma and the Mississippi
Lime Horizontal Drilling Play in North Central Oklahoma. These technologies have transformed once
known, but marginal plays into highly profitable plays.
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4.

Bakken Shale and Sanish Three Forks North Dakota

The Bakken Shale, also referred to as the North Dakota Shale, is present in Montana and North
Dakota in the US, and Saskatchewan and Manitoba in Canada. It is a thin but widespread formation
in the Williston Basin.

Oil Wells
Gas Wells

Figure 4.1: Location of Magnolia Leases in North Dakota

4.1

Petroleum Geology

The Bakken Shale is present throughout the Williston Basin as shown on the isopach in Figure 4.2.
The Bakken thickens to the center of the basin which is northeast of the Magnolia acreage. The
Bakken is within the oil generation window at the location of the Magnolia acreage.
The Bakken Shale consists of three members: a Lower, Middle, and Upper Member, with greater
geographic extent from Lower to Upper. Both the Lower and Upper Members are organic rich, brittle
due to silica content, of marine origin, and are considered an important source rock in the area. The
Middle Member is the primary reservoir in the Bakken. The maximum thickness of the Lower Member
is 55ft while the Upper Member is 28ft. The Middle Member, which shows a maximum thickness of
87ft, is variable in lithology across the basin comprised of dolomite, sandstone, limey shale, and
shale. Where present, the sandstone intervals will also offer reservoir potential in addition to the
shale. A log section of the Bakken is shown in Figure 4.3.
The Lower Shale is conformable with the Three Forks Formation in the central portion of the basin,
but unconformably overlies the formation along the margins of the basin. The Devonian Three Forks
Formation conformably underlies the Bakken in the central portion of the basin; an angular
unconformity exists between the two formations along the margins of the basin. The formation
consists of an interbedded sequence of greenish grey and reddish brown shales, light brown to yellow
grey dolostones, grey to brown siltstones, and quartzose sandstones with minor amounts of
anhydrite. Local accumulations of coarse-grained siltstone to fine-grained quartz sandstone occur at
the top of the Three Forks. These local accumulations are informally known as “the Sanish sand.”
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The Three Forks Formation reaches a maximum thickness of 250 ft. Five lithofacies have been
identified within the formation representing environments from sublittoral to supralittoral. The “Sanish
sand” is thought to represent a beach or nearshore marine environment.
A state study evaluating oil reserves in the Three Forks Formation in western North Dakota concluded
that there could be as much as 2 billion barrels of recoverable oil in the Three Forks, enhancing the
sustainability of the play over time. The new projection is based on more than 200 well measurement
logs and 85 sets of testimony from technical experts.

Magnolia Dunn County
Leasing Area

Figure 4.2: Isopach of the Bakken Formation

Figure 4.3: Bakken Log Section (Target Interval between Red Lines)
Page 15 of 64

41

Job No.: 9516
Customer: Magnolia

Proof Event: 6
Project Title: Admission Document

Park Communications Ltd Alpine Way London E6 6LA
T: 020 7055 6500 F: 020 7055 6600

MOYES & CO.
http://www.moyesco.com
4.2

Current Activities

Exploration and development in the Bakken Formation started in the 1950s with the earliest discovery
occurring in the Antelope Field of North Dakota in 1953. The advent of horizontal drilling in the 1980s,
together with improved hydraulic fracturing techniques, led to the shale becoming a significant
unconventional target for oil and gas, and post 2000 activity has significantly increased. Daily
production is estimated to exceed 700,000 BOPD by 2013 and to exceed 1.2 MMBOPD by 2019. The
2008 US Geological Survey (USGS) estimates that mean undiscovered recoverable volumes of 3.65
BBbls and 1.85 TCF are contained in the Bakken Shale of Montana and North Dakota.
The main center of Bakken Shale activity is in North Dakota where there are 4,000 active wells. The
counties that have seen the highest level of exploration are McKenzie Co, ND and the eastern part of
Richland County Montana where the shale is considered to be the most favorable for oil generation.
The largest Bakken Shale field is at Parshall, operated by EOG, which produces around 30,000
BOPD from 60 wells. In July of 2011 there were 31 rigs operating in Dunn County and 36 operating in
Mountrail County.
Bakken Reserve Analysis
Moyes forecasted the ultimate recovery for 346 wells between January 2007 and November 2010
found in the state production records. Figure 4.5 shows the mean ultimate recovery is 311 MBO with
an 80 percent confidence interval (P90 to P10) of 138 MBO to 530 MBO. There are a couple of wells
with forecasted ultimate recoveries over 800 MBO. Figure 4.4 shows there has been no significant
improvement in ultimate recovery between 2007 and 2010, or that any improvements have been
offset by operation in a lesser reservoir quality area. The ultimate recovery should have the same
relationship between historical and future well operations using current technology. Therefore, we
estimate the Mean Ultimate Recovery from future Bakken Wells in Dunn County, ND to be 211 MBO.
Dunn County Bakken Distribution 350 Wells
P2

P5

P10

Jan 10 to Nov 10

Cumulative Probability

P20

Jan 09 to Dec 09

P30
P40
P50
P60
P70
All Wells
P80
Legend

Jan 07 to Dec 08

P90
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Group 3
Log Normal 3
Log Normal All

P98

Highlight Points

10

100

Oil Well Reserve Mbbl

1000

Figure 4.4: Well Ultimate Recovery Distribution Time Groups
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Dunn County Bakken Distribution 350 Wells
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Figure 4.5: Dunn County North Dakota Bakken Horizontal Well Ultimate Recovery Distribution
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The duration of the acreage by lease expiry date for the Magnolia North Dakota Leases is shown in
Figure 4.6. The original assumed drilling schedule was at a pace so that all of the leases were
developed before their expiration date. However, it is now likely that extensions will be required for
several of the leases in order to accommodate the drilling schedule.
Many of these leases cover multiple sections; therefore, the drilling of a well in one section will hold
the other sections under the “continuous drilling provision” which states that once a well starts drilling,
the operator will have 90 days from the date when the first well is drilled and completed to commence
drilling operations on the another section covered by the same lease. This would essentially enable
the operator to keep the leases from expiring until virtually all of the acreage on the lease could be
drilled and thus held by production.
We assumed no additional wells will be drilled in 2011 four wells in 2012 and ten wells in 2013 would
be drilled on the Magnolia leases. This is less than a one rig-year program. Marathon is the primary
operator of the leases and they have multiple active rigs. Once a lease starts to produce, the lease
will continue until the later of the end of the primary term or the end of production.

350

Magnolia - Dunn County ND
Acres Held by Primary Term

300
250
200
150
100
50
0
Jan-12

Mar-12 May-12

Jul-12

Sep-12

Nov-12

Jan-13

Mar-13 May-13

Jul-13

Figure 4.6: Primary Term Expiration Date of Magnolia North Dakota Leases
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5.

Woodford Shale Oklahoma

The Woodford Shale is present in numerous basins stretching across Arkansas, central and southern
Oklahoma, Texas, and New Mexico. The shale is productive for both oil and gas, with the liquids
content depending on the thermal maturity of the shale. The gas portion of the play was developed in
the initial stages. The viability of the oil portion of the play was recognized in 2009 to early 2010 and
the activity in the oil window of the play is accelerating in 2011.

Oil Wells
Gas Wells

Figure 5.1: Location of Magnolia Leases in Oklahoma

5.1

Petroleum Geology

The shale is mostly Late Devonian in age although some is reported as being Earliest Carboniferous.
The formation was deposited as part of a global Late Devonian marine transgression. It is an
important source rock in the area for both oil and gas in the south-central basins of the USA, and the
shale is considered an important oil and particularly gas reservoir.
The shale is generally described as being black and siliceous, with abundant chert beds and
occasional sandstones in the upper portion. The lower portion is organic rich with abundant pyrite,
along with minor phosphate and dolomite beds. Locally in Oklahoma it is divided into three units with
the middle part showing the highest organic content. The Woodford Shale is most productive where
the rock is organic-rich, thermally mature, and highly fractured. There is evidence that the best wells
are likely to be completed where chert is present.
Production from shale is reported as far back as 1934. The advent of improved horizontal drilling and
hydraulic frac techniques has increased the prospectivity of the shale to become a significant
unconventional target for oil and gas. Publications have suggested that total gas-in-place for the
Woodford Shale play is 830 TCF, and oil-in-place in the order of 250 Billion bbls. However, these
numbers are based on a number of assumptions covering a very large area.
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In May 2011 there were 173 drilling rigs active in the play in the Anadarko and Arkoma Basins, all
drilling horizontal wells. Figure 5.2 shows the Woodford Shale gas well completions. The most active
area is Hughes, Coal, and Pittsburg Counties in Oklahoma.

Figure 5.2: The Woodford Shale activity is primarily focused in Hughes, Coal, and Pittsburg
Counties Oklahoma

In only four years of active drilling, the Woodford now boasts 1,281 producing wells. Most of the wells
are where the Woodford Shale is in the dry gas window, greater than 50 ft thick and at a relatively
shallow depth (<12,000 ft). The Woodford Oil window play in Hughes and Coal Counties Oklahoma is
experiencing increasing activity with the most active companies being Continental Resources and
Newfield. Figure 5.2 shows the area of the oil and gas windows of the Woodford Shale in central
Oklahoma.
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Figure 5.3: Woodford Isopach Map

Because the Woodford oil play is relatively new, there is little long term production data to establish
statistical ultimate recovery projections for the trend. However, Newfield has reported that they have
completed six wells and five of those wells had initial production of over 1,400 BOEPD. The 30 day
production average on those wells was 950 BOEPD and the 90 day average was 760 BOEPD. While
these are a limited sample of completions in the Woodford and may not reflect the averages, they
indicate the attractiveness of the play. The early production provided by Newfield is comparable to
the initial rates in the Bakken play and the well costs are on average less.
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6.

Mississippi Lime Horizontal Play

Magnolia has executed an Agreement with a geologist to develop prospects in the Mississippi Lime
Horizontal Play in Noble County Oklahoma. Because of the competitive nature of the prospects, we
will not discuss specific well locations and the prospect maps have had the Township and Range
location information removed.

6.1 Current Activity
The Mississippi Lime Horizontal Drilling Play is a re-activation of the development of the Mississippi
Lime formation in northern Oklahoma and southern Kansas. The Mississippian oil and gas bearing
system is a proven commercial trend producing from several thousand vertical wells for more than 50
years. The play area includes multiple counties of the Northwest Shelf of the Anadarko Basin and the
Nemaha Uplift in North Central Oklahoma and Southern Kansas.
The core of the play involves drilling horizontal laterals in existing vertical wells or new horizontal wells
in the vicinity of historical Mississippi producers or Dry Holes. Active companies in the play include
Chesapeake Energy, SandRidge Energy, Range Resources, EOG Resources, Eagle Resources, and
Red Fork Energy. There are currently approximately 25-30 rigs actively drilling in the play. To date
there have been approximately 300 horizontal wells drilled in the play and approximately 56 wells
have a meaningful production history that can be used to estimate their ultimate recovery. A map of
the historical Mississippian production and a listing of the operators and their focus area are shown in
Figure 6.1. Range Resources, Red Fork Energy, and SandRidge Energy are the larger active
companies in the area of the Magnolia Petroleum prospect area of interest.

Figure 6.1: Mississippi Lime Historical Wells and Companies Focus Areas. (Courtesy of Oil
and Gas Journal)
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6.2 Petroleum Geology
The Mississippian Oil trend is an expansive carbonate stratigraphic trap producing at shallow depths
ranging from 4,500 to 7,000 feet below the surface.
The reservoirs lie at the regional
Pennsylvanian/Mississippian unconformity, as a result of uplift, alteration and erosion of shallow
marine Mississippian carbonates. A graphic of the target Mississippian formation is shown in Figure
6.2.
The uppermost Mississippian member is a widespread debris-flow deposit formed through a
combination of uplift and erosion of the Mississippi Limestone, consisting of varying amounts of
weathered chert, limestone and dolomite called the “Mississippi Chat”. The “Mississippi Lime”
underlies the chat and also exhibits good reservoir characteristics. The formation was subject to
weathering and digenesis and erosion at the regional unconformity. This results in greatly varying
reservoir properties both horizontal and vertically. Where the digenesis and weathering have
enhanced the reservoir properties, the porosity is generally 15 to 20% and can be more than 100 feet
thick. Where it has not been enhanced, the porosity is only 4-6% and has low permeability. This
results in lateral discontinuous reservoirs that are ideally developed with horizontal drilling technology.
The horizontal wells drilled in the play have lateral lengths of between 2,500 ft and 5,000 ft and are
fracture stimulated in 6-12 stages. The fracture stimulation treatments are not as large as those in the
Bakken play or the other unconventional resource play such as the Eagle Ford. Because of the
shallow depths and smaller fracture stimulation treatments the typical completed well cost ranges
from $2.4-$2.9 million. Current drilling times are approximately 17-28 days from spud to TD.

Figure 6.2: Mississippi Lime Horizontal Play Concept Cross Section.
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6.3 Reservoir Analysis
The active operators in the play have published significant information on their results and expectation
on the performance of wells in the play. SandRidge currently has over 650,000 acres under lease
and the company has completed over 60 wells in the play. They estimate they have over 3,000
potential drill locations. SandRidge’s published type curve for well performance is 409MBOE with
expected well recoveries ranging from 300,000 to 500,000 BOE at an average drill and complete cost
of $2.7 million including allocated salt water disposal well costs.
Chesapeake has approximately 230,000 acres under lease and has drilled approximately 50 wells in
the trend. Chesapeake has four drilling rigs working in the play and plans on drilling 40 wells in 2011.
Chesapeake’s published type curve is 360MBOE with a cost to drill and complete wells, including salt
water disposal facility of $2.8 million.
Range Resources has published a type curve based on seven wells that have been completed and
the average estimated ultimate recovery (EUR) is 485MBOE. The type curve is for a 2,200 ft
horizontal lateral well completed with a 12 stage fracture treatment. They indicate this equates to 49% of the original oil in place.
Moyes has analyzed the performance of 56 Mississippi Lime horizontal wells that were completed
between 2007 and early 2011. The wells had 30 day average initial rates ranging from 60BOPD to
750BOPD. The average estimated oil recovery 366MBO from this sampling of wells. This is shown
below in figure 6.3. A type curve based on the analysis is shown in Figure 6.4.
Mississippi Lime Distribution 56 Wells
LEGEND

P2

P2

Log Normal Line
Data Points

P5

P5

Highlight Points

P10

P10

P10= 959

P20

Cumulative Probability

P20
P30

P25= 508

P40

P30

Mean=434

P40

Average=366

P50

P50

P50= 251

P60

P60

P70

P70
P75= 124

P80

P80

P90

P90

P90= 66

P95

P95

P98

P98

10

100

Oil Well Reserve Mbbl

1,000

10,000

Figure 6.3: Mississippi Lime Ultimate Recovery Reserve Distribution
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Horizontal Wells Average Performance
Horizontal Wells- 2.5 B Factor yields 366Mbo
Horizontal Wells- 1.5 B Factor yields 240Mbo

Horizontal well normalized to Vertical WellHorizontal performance exceeds vertical wells

Vertical Wells- B factor = 2.5; EUR 40Mbo

Figure 6.4: Mississippi Lime Type Curve

6.4 Prospects
Magnolia Petroleum has entered into an agreement to participate in the leasing on a series of
prospects that have been generated in the play. The prospect areas consist of approximately 80
sections (square miles) of area that is prospective for hydrocarbons in five separate areas. There are
two objectives in the prospect areas; the Mississippi Chat and the Mississippi Carbonates. Both
sections have been productive in and around the prospect areas via vertical well completions, but the
vertical well completions were marginally economic due to low rates and recovery per well. Horizontal
wells and modern fracture stimulation treatments will be key to economic viability of the identified
prospect areas.
The Mississippi Chat section in Noble County Oklahoma is found at depths of 4,000-5,200 feet and
will range in thickness from a few feet to over 100 feet. The “Chat” appears on well logs a low
resistivity zone having a low density and a high porosity and would calculate by traditional log analysis
as water bearing and non-productive. Examination of drill cuttings and mud log shows has been the
primary means to determine the presence of hydrocarbons in an area. Commercially productive
zones have a minimum porosity of 25% and a water saturation of less and 80%. The permeability is
generally low, ranging from 0.1 mD to 50 mD.
The Mississippi Lime section in Noble County is found at depths of 4,500 to 5,500 feet and the pay
zone will range in thickness from a few feet to 25 feet. The pay zones will calculate water saturations
of less than 60%. The primary trapping mechanism is stratigraphic pinch-outs of porosity intervals
within the Mississippian, but there does not appear to be any significant downdip 100% water bearing
portions of the reservoir.
The wells in these prospect areas should be drilled up the angle of reservoir dip (toe up) so the oil and
gas will drain downhill towards the vertical section of the well. The horizontal lateral length should be
between 2,500 and 4,000 feet, depending of the specific well location.
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Figure 6.5: Mississippi Lime Prospect “A” Structure Map
The risks for plays like the Mississippi Lime Horizontal Drilling Play are different than the risks for
conventional hydrocarbon exploration. Hydrocarbons are known to exist within the Mississippian Lime
and the Mississippi Chat formations. The primary risk is porosity development within the Mississippi
formation on a regional trapping configuration. Earlier I addressed the understanding of how porosity
develops within the formation. There are two keys to reducing the risk of failure in the play. 1) Find
the areas of Mississippi Lime and Chat weathered surfaces by thorough geologic mapping and
seismic and 2) Drill horizontal wells and properly fracture stimulate to reduce the effects of reservoir
heterogeneity and maximize the possibility that the well will find reservoir quality rock. The thorough
geologic mapping is complete in the five prospect areas.
Figure 6.6 is an Isopach map of the Mississippi interval for Prospect “A”. The small yellow circles
represent well control and the larger circles are Mississippi Lime producers. The hydrocarbons are
trapped by the termination of the Mississippi Lime show on the map by the zero line on the isopach
map. The Mississippi Lime is shown to be up to 100 feet thick and have had wells produce within the
prospect area.
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Figure 6.6: Mississippi Lime Prospect “A” Mississippi Interval Isopach Map.

Magnolia‘s plan for the Mississippi Lime Horizontal Lime play includes spending $400,000 to secure
2,000 net acres in six of the 22 prospective sections in Prospect “A”, which is one of the five prospect
areas identified. This will allow Magnolia to have approximately a 50% working interest in 24 drilling
locations in the play. The acreage in the area is generally leasing for $100 to $150 per acre.
Brokerage cost will increase the average acreage cost to approximately $200 per acre. The Plan is
contingent on Magnolia securing the acreage. If Magnolia is not able to secure the acreage in
Prospect “A” then it will move to acquire acreage in one or more of the other five prospect areas. This
minimizes the risk of them being shut out of participating in the play.
Magnolia will generate specific drilling locations in Prospect A, based on the actual acreage acquired
and farmout of approximately 50% of their interest in the prospect, earning a promote. Typical deal
terms in this type of play will be for the farmee to pay a 1/3 for 1/4 promote on two wells plus
reimburse the portion of land cost and pay a prospect generation fee. If Magnolia receives this type
of deal on the farmout, they would be reimbursed for 50% of their land costs, plus a $50,000 prospect
generation fee and the farmee would pay 50% of Magnolia’s net well cost in the initial well. These
terms were included in the cash flow forecast and our economic analysis of the play. With the farmout
Magnolia will retain a 25% WI in 24 Mississippi Lime drilling locations.
The economic analysis for the Mississippi Lime prospect includes the above farmout terms, a gross
completed well cost of $2.8MM, including surface facilities and gathering system, the expected oil
recovery of 360MBO per well with an initial 30 day rate of 200 BOPD per well. The low to high range
for recovery per well average for a 24 well program is 242MBO to 460MBO.
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7.

Reserves

Estimates of oil and natural gas reserves owned by Magnolia are shown in the table below. The
Proved Developed Producing (PDP) Reserves are from the wells that are producing as of the effective
date of this report. The Proved Developed Non-Producing (PDNP) Reserves include shut-in and
behind-pipe reserves. The Proven Undeveloped (PUD) Reserves are from undeveloped well
locations that are directly offsetting commercial producing wells. The Probable Reserves are from
undeveloped well locations that are offsetting PUD well locations and the Possible Reserves are from
undeveloped well locations that directly offset a Probable location, given there is justification for the
reservoir to extend to the location.
The properties evaluated are all those owned by Magnolia in North Dakota, Oklahoma, Texas,
Alabama, and Florida, plus the Mississippi Lime Horizontal Drilling prospects the company expects to
acquire. The producing properties (shown in Appendix A) have been evaluated using decline curve
analysis with the assumption that the wells will continue to operate with no material future
investments. The undeveloped leasehold has been evaluated based on analogy with offset
production. The offset production was evaluated using decline curve analysis. The cost and timing
assumptions for the undeveloped wells are shown in Figure 9.2 in Section 9. The pricing assumptions
are in Section 8. The detail on the oil and gas reserves for Magnolia is shown in Appendix B.
There is additional undeveloped leasehold in Oklahoma that does not meet the criteria to contain
reserves and is exploratory in nature. This acreage is primarily in the Woodford trend. The timing of
when wells will be drilled is uncertain and there are no wells in the plan for this acreage beyond 2012.
Because of this, Moyes values the acreage at comparable transaction values for acreage in the trend.
The additional value of this leasehold is estimated to be $256,000.
As of 25 October 2011, Magnolia’s net reserves, future net cash flow and net present worth
discounted at 10% per annum (NPV) have been estimated to be as follows:

Reserve Class/Category
Proved Developed Producing
Proved Developed Non-Producing
Proved Undeveloped
Total Proved
Probable Reserves
Total 2P
Possible Reserves
Bakken Increased Density
Sanish Three Forks
Total 3P

As
2011
As of
of October
October25,
1, 2011
Net Reserves
Net Cash Flow
Oil &
Natural
Future Net Future Net Future Net Future Net
Condensate
Gas
Revenue
OPEX
Capital
Cash Flow
(Mbbl)
(MMcf)
($000)
($000)
($000)
($000)
24.2
146.5
2,963
959
2,004
14.4
31.0
1,446
427
103
917
8.0
20.7
818
200
187
431
46.6
198.2
5,226
1,585
289
3,352
22.1
51.6
2,229
465
441
1,323
68.7
249.8
7,455
2,050
731
4,674
15.9
34.2
1,592
356
314
922
404
404
41,300
7,900
4,900
28,500
487
487
51,200
10,000
6,900
34,300
975.6
1,175.0
101,547
20,306
12,845
68,396

NPV Disc
@ 10%
($000)
919
408
205
1,531
651
2,182
431
7,500
7,900
18,013

Figure 7.1: Summary of Magnolia Reserves
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Operator: Magnolia

Mississippi Lime
Low Estimate
Best Estimate
High Estimate

Risk Factor: 50%
Gross Resources
Natural
Oil &
Gas
Condensate
(MMcf)
(Mbbl)
5,280
10,560
8,534
17,068
10,968
21,936

As
October25,
1, 2011
of October
2011
As of
Net Resources
Net Cash Flow
Natural Future Net Future Net Future Net Future Net
Oil &
Cash Flow
Capital
OPEX
Revenue
Condensate Gas
($000)
($000)
($000)
($000)
(MMcf)
(Mbbl)
993
1,987
99,600
20,300
16,500
62,800
1,605
3,211
167,300
31,500
16,500
119,300
2,063
4,127
213,200
34,700
16,500
162,000

NPV Disc
@ 10%
($000)
34,300
55,700
79,900

Other Undeveloped Leasehold
Figure 7.2: Summary of Magnolia Contingent Resources

256

The future net revenue is based on the 25 October 2011 NYMEX futures strip prices for WTI Oil and
Henry Hub Gas. The future net cash flow is the future net revenue, less estimated future net OPEX
(well operating cost and production taxes) and future net capital. The total reserves are those defined
as natural gas and liquid hydrocarbon reserves to Magnolia’s interest after deducting all royalties,
overriding royalties, and reversionary interests owned by outside parties that become effective upon
payout of specified monetary balances. All reserves estimates have been prepared using standard
engineering practices generally accepted by the petroleum industry and conform to the guidelines
adopted by the Society of Petroleum Engineers.

8.

Oil and Gas Prices

The production and undeveloped leases have readily available access to both the oil and gas
markets. Production from the existing leases is gathered from the well head to a central processing
facility on the lease where the gas is sold into a transportation network and the oil is either sold into a
pipeline and transported to a refinery or is trucked from the lease to a pipeline terminal where it is
then transported to a refinery. The benchmark for pricing products in the United States is West Texas
Intermediate Crude and Henry Hub Natural Gas. The prices in this report are based on the futures
strip for these two benchmark products. The oil and gas prices beyond the end of the strip are held
constant at the end of NYMEX Strip prices.
West Texas Intermediate (WTI) FOB Cushing, Oklahoma, forms the physical basis for futures trading
(NYMEX Sweet, Light Crude). Future Crude Oil prices are based on NYMEX Light Sweet Crude plus
or minus a differential for gravity adjustment and transportation. Figure 8.1 shows the historical prices
and forward curve for NYMEX Sweet Light contracts as of 25 October 2011.
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Figure 8.1: Historical and 25 October 2011 NYMEX Futures Contract Crude Oil Prices
Figure 8.2 shows the historical Henry Hub and futures strip prices as of 25 October 2011. Natural
Gas prices are based on NYMEX HH Natural gas plus or minus an adjustment for BTU content and
transportation. NYMEX has futures SWAPS markets that provide future basis differentials for the
various regions in the United States as compared to Henry Hub Pricing. The differentials from the
NYMEX Futures Swaps Market are used to regionally adjust the Henry Hub Futures gas prices to the
local market.
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Figure 8.2: Historical and 25 October 2011 NYMEX Futures Contract US Domestic Gas Prices
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Figure 8.3 shows the ANR to Henry Hub swap differential. ANR is one of the major trading reference
points in Oklahoma. The NYMEX ANR to Henry Hub Basis Swap Differential is used to estimate the
relative price of Oklahoma natural gas versus the Henry Hub Market. This basis differential trades out
through March 2016. The basis differential is expected to increase from a negative $0.075/MMbtu to
a negative $0.2825/MMbtu by 2016. The forecast gas price for Oklahoma used the Henry Hub
NYMEX Strip less the ANR to Henry Hub Basis differential to arrive at the wellhead gas price.

ANR - HH Swap Differential ($/MMBTU)

0.00

ANR Oklahoma to Henry Hub Differential

-0.05
-0.10
-0.15
-0.20
-0.25
-0.30
-0.35

Figure 8.3: NYMEX 25 October 2011 ANR-Henry Hub Basis Swap Differential

Bakken and Three Forks Oil Differentials
Price Differentials in the Bakken and Three Forks have stabilized during 2009 - 2010 and improved
after the first quarter of 2011. The Platts Crude Oil Market Wire, July 11, 2011, has estimated ExClearbrook spread vs 1st line WTI CMA to be 4.80 $/bbl. Ex-Clearbrook is defined as a Bakken Blend
reflecting 38-40 API and 0.5% sulfur. For the calculations in this report, a price differential of 5.00
$/bbl is reflected in the cash flow economics.
Mississippi Lime Differentials
The western region is an oil play with a little bit of casinghead gas. The close proximity to Cushing
Oklahoma, home of the storage facility upon which NYMEX oil is priced, indicates that there will be a
very small transportation-price differential for the oil produced from this play.
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9.

Planned Expenditures

Magnolia will be the non-operator of all the future Bakken and Three Forks Sanish wells in which it
participates. The operator of the leases has responsibility for proposing and permitting the well,
preparing the AFE, and carrying out the drilling and completion operations. There is no approved
work plan or budget provided by the operator for any of the non-producing leases, so Moyes has
prepared a drilling schedule that will complete the drilling of all PUD, Probable, and Possible drilling
locations provided lease extensions are available for properties expiring in the short term. For North
Dakota the drilling is evenly spread over 2012-2013. The drilling in North Dakota can be
accomplished in less than a one rig year program over a two year period.
MAGNOLIA ASSETS - NORTH DAKOTA LEASES
Lease/Well
PUD 1
PUD 2
PUD 3
PUD 4
PRB 1
PRB 2
PRB 3
PRB 4
PRB 5
POSS 1
POSS 2
POSS 3
POSS 4
POSS 5

County Township Range Section
WI
NRI
Exp. Date Spud Date Net Acres
Dunn
148N
93W
19
0.9844% 0.7383% 2/21/2012 1/14/2012
12.60
Dunn
145N
92W
17
0.1758% 0.1319% 2/14/2012 4/25/2012
2.25
Dunn
145N
92W
2
2.1285% 1.5964% 2/12/2013 12/25/2013
27.25
Dunn
145N
92W
15
0.5977% 0.4483% 2/1/2012
8/7/2013
7.65
Dunn
144N
93W
4
1.5625% 1.1719% 2/19/2013 6/3/2012
20.00
Dunn
145N
92W
12
2.9052% 2.1789% 2/1/2012 1/25/2013
37.19
Dunn
145N
92W
14
0.8234% 0.6175% 2/1/2012
6/7/2013
10.54
Dunn
145N
92W
23
1.4189% 1.0642% 2/1/2012
7/7/2013
18.16
Dunn
145N
91W
8
2.8867% 2.1650% 7/9/2013 11/19/2013
36.95
Dunn
145N
92W
13
1.2195% 0.9146% 2/1/2012 2/25/2013
15.61
Dunn
145N
92W
24
0.9255% 0.6941% 2/1/2012 3/25/2013
11.85
Williams
153N
100W
2
1.4648% 1.0986% 10/9/2012 4/25/2013
18.75
Dunn
145N
92W
25
1.4863% 1.1147% 2/1/2012
9/6/2013
19.03
Dunn
145N
92W
26
1.7281% 1.2961% 2/1/2012 10/19/2013
22.12

Total

259.95

Figure 9.1: Magnolia Future Development Wells with Assumed Capital and Well Timing
(The WI and NRI interests in total represent the total number of Full Interest Equivalent wells in the program.)

The Bakken/Sanish Three Forks wells in North Dakota are expected to cost between$6MM and
$8MM each, depending on the completion cost which is driven by the number of frac stages.
The production forecast resulting from the forecast of the existing production and adding the forecast
drilling activity is shown in Figure 9.2. The forecast shows the result of drilling the Proved, Probable,
and Possible well locations all un-risked. Production increases from the current Net of 8 BOPD to 23
BOPD by drilling the PUD and Probable locations, and the production increases to 32 BOPD by
addition of the Possible well locations, excluding the possible increased density wells.
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Figure 9.2: Forward Plan Production Forecast; Top: Oil; Bottom: Gas
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The forecast 3P cash flow (Figure 9.3) from the existing production base, plus the new wells, includes
operating expenses and local taxes. The Magnolia program quickly becomes self funding and has
positive cumulative cash flow, excluding G&A, by the middle of 2012. The maximum negative
cumulative cash flow, excluding G&A and Working Capital requirements, is less than $120,000. If oil
and gas prices remain at the NYMEX Strip levels or higher, there should be sufficient internally
generated cash flow to expand the Magnolia capital program beyond the levels in this report.

Forward Plan 2P Cash Flow Forecast (M$)
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Figure 9.3: Magnolia Forward Plan Cash Flow Forecast
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10.

Conclusions

Magnolia has a well diversified portfolio of producing properties that provide a stable long life cash
flow to underpin the company. It has a small, but well positioned presence in two of the most active
unconventional resource plays in North America. The two plays provide robust economics and provide
a balance between oil and gas reserves.
The wells in the North Dakota Bakken play have a short cycle time between spud and first production.
The quick high rate oil production provides relatively significant cash flow, and when combined with
the cash flow from existing production, provides the funds necessary for a capital program that can be
supported by internally generated cash flow within 12 months at the current strip pricing.
The North Dakota leasehold position has the potential for significant upside to what is included in this
report through increased density to include up to 4 wells per formation per 1280 acre spacing unit.
Marathon and others are starting to test the performance and benefits of down-spacing in the Bakken
play. If this proves successful, there is the potential to double the expected recovery of hydrocarbons
from the existing asset base providing significant upside to Magnolia.

11.

Disclosures

11.1

Data

This report is based on data and materials provided by Magnolia, and by public domain research
carried out by the authors. The information provided by Magnolia consisted of background
information, a copy of their business plan, lease schedules, copies of leases, mineral ownership
schedules, revenue statements by property, Joint Interest Billing statements, AFE’s, well logs, and
Lease Maps.
Magnolia’s interests in all of the leases in North Dakota, with the exception of McKenzie and Williams
Counties, were received by virtue of an Assignment from Enerlex. Magnolia leased the mineral
owners directly in McKenzie and Magnolia leased Enerlex in Williams County, who owns the minerals.
Magnolia’s interests in all of the leases in Oklahoma were received by virtue of an Oil and Gas lease
directly with Enerlex, who also owns the minerals in Oklahoma.
We have examined Magnolia’s information and interviewed Magnolia’s management. We have carried
out appropriate due diligence and have critically examined the data provided, but cannot vouch for its
accuracy and completeness. Magnolia Petroleum Plc has provided us with an indemnity
compensating us for any liability arising from our use of information provided by Magnolia which is
materially inaccurate or incomplete. Further, Magnolia has advised us that all of the data provided to
us is either in the public domain or is proprietary to Magnolia, and that Magnolia has approved the
disclosure of proprietary data in the preparation of this report.
Moyes has not carried out a site visit to any of the properties, nor was it deemed necessary to prepare
the evaluation herein of such properties. Sufficient data is available from public sources and
Magnolia’s files to evaluate the producing properties and the undeveloped leasehold is undeveloped
surface lands with nothing to see on the surface.
Where Moyes considered it necessary, information provided was supplemented by information to be
found in the public domain, by contact with service companies conducting operations in these plays,
and from internal sources. Public domain information consisted largely of publications concerning the
exploitation of shale gas reservoirs and State records including production statistics, well records, and
geological data offered by the North Dakota Geological Survey and the University of Oklahoma.
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11.2

Qualifications of Moyes & Co

Moyes is an independent consulting firm based in Dallas and Houston, Texas, and London. The firm
provides evaluation and other professional advisory services in the energy sector. These services
have been provided to Magnolia Petroleum Plc for a fee based solely on professional time billed to
the project, and reimbursement of travel and other incidental expenses. No part of the firm’s
remuneration is based on Magnolia Petroleum Plc being successful in raising funds or on any
valuation of Magnolia or its assets. Moyes is independent of Magnolia, its directors and proposed
directors, senior management and advisors. Neither the firm nor any of its employees has any direct
or indirect interest in Magnolia or its assets.
The principal author of this report is P. Dee Patterson, with contributions from David Hyvl (Engineer)
Dee Patterson is a Managing Director of Moyes & Co. He has twenty-seven years of industry
experience with ARCO, Vastar, and Moyes & Co. He holds a BS degree in Mechanical Engineering
from the University of Texas at Arlington and an MBA in Corporate Finance from the University of
Dallas. Dee is a member of the SPE, the Society of Petroleum Evaluation Engineers (SPEE), the
American Society of Mechanical Engineers (ASME), and AIPN, and is registered Professional
Engineer in the State of Texas.
David Hyvl is a Petroleum Engineer at Moyes & Co. He has three years of industry experience with
Moyes & Co. He holds a BS degree in Engineering from Baylor University and is working towards a
M.Eng degree in Reservoir Engineering from Texas A&M University. David is a member of the
Society of Petroleum Engineers (SPE) and the National Society of Professional Engineers (NSPE),
and is a registered Engineer in Training (EIT) in the State of Texas.

11.3

Basis of Report

In compiling this report we have used the definitions and guidelines set out in the SPE Petroleum
Resources Management System 2007. There are numerous uncertainties inherent in estimating
hydrocarbon resource potential, and in projecting expenditures and the results of investment activity.
Oil and gas resource assessment must be recognized as a subjective process of estimating
subsurface accumulations of oil and gas that cannot be measured with precision. Estimates of oil and
gas resource potential prepared by other parties may differ, perhaps materially, from those contained
within this report. The accuracy of any resource assessment is a function of the quality of the
available data and of engineering and geological interpretation. The results of drilling, testing, and
production that post-date the preparation of the estimates may justify revisions, some or all of these
revisions may be material. Accordingly, resource estimates are often different from the quantities of oil
and gas that may ultimately be recovered (if any), and the timing and cost of those volumes that are
recovered may vary from those assumed.
This assessment has been conducted within the context of Moyes’ understanding of Magnolia’s
petroleum property rights as represented by Magnolia’s management, and is based on data provided
by Magnolia and discussions with representatives of the Company. While certain key contractual
documents have been reviewed for understanding the nature of certain business arrangements,
Moyes has not reviewed them from a legal perspective. Moyes is not in a position to attest to property
title, financial interest relationships, or encumbrances thereon, for any part of the appraised properties
or interests.
We confirm that this report has been subject to internal review by Moyes. We have reviewed the
information elsewhere in the admission document (relating to the information contained in this report)
and confirm that it is accurate, balanced, complete, and consistent with this report.
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10.4

Responsibility

For the purposes of Rule 11 of the AIM Rules, we are responsible for this report as part of the
Admission Document and declare that we have taken all reasonable care to ensure that the
information contained in this report is, to the best of our knowledge, in accordance with the facts and
contains no omissions likely to affect its import.
Yours Sincerely,

MOYES & CO
P. Dee Patterson, P.E. Texas License No. 64836
Managing Director
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Appendix A: Magnolia Assets
Magnolia Assets – Producing Properties
Asset
Lease/Well
Goldsmith Unit (RI & WI)
Terry C-1 TR 14
Terry A-4
Terry A-5
Marsters #1
Lambert B-1
Teague GU 3 01
Teague GU 3 02 (RI & WI)
Teague GU 4 02
Teague GU 3 04
Tussey Deese Unit
Christian B-C-01
Christian J-M-01
Christian J-M-02
Christian J-M-03
Christian J-M-04
Christian Randle 01
Christian J-M-05
Christian J-M-09
Treadway 1-34
Meadors Estate #1 (WI & ORI)
Falcon 1-H (WI & ORI)
Bethel #1
Hunt 1-27 (RI & WI)
Hatters Pond Unit
Midway #1
Quaid 13H-30
Quaid 14H-30
Walker 1-29H
Hensley 1-30H
Zenyatta #1-6H
Baxter #1
Beck, Fred GU #1
Todd, Bessie Est. GU #1
Gandy VA GU 01
Gandy VA GU 02
Gandy VA GU 03 (ORI)
Gandy VA GU 04 (ORI)
Torkelson #1 (WI & ORI)
E. Overton Woodbine Unit
Torkelson 2 (WI & ORI)
Torkelson 3
Torkelson 5 (WI & ORI)
Torkelson 6
Jay Gas Unit
McMullen LA-1
Hawkins FU, Tr. B4-36
T H Boyd Estate (WI & RI)
Sundance #1

State
TX
TX
TX
TX
TX
TX
TX
TX
TX
TX
OK
TX
TX
TX
TX
TX
TX
TX
TX
OK
OK
OK
OK
OK
AL
OK
OK
OK
OK
OK
OK
OK
TX
TX
TX
TX
TX
TX
TX
TX
TX
TX
TX
TX
FL
TX
TX
TX
OK

Operator
County
Ector
XTO Energy, Inc.
Freestone
Anadarko
Freestone
Anadarko
Freestone
Anadarko
Freestone
Chaparral Energy
Freestone
XTO Energy, Inc.
Freestone
XTO Energy, Inc.
Freestone
XTO Energy, Inc.
Freestone
XTO Energy, Inc.
Freestone
XTO Energy, Inc.
Garvin
Stephens & Johnson Operating
Gregg
Quantum Resources
Gregg
Quantum Resources
Gregg
Quantum Resources
Gregg
Quantum Resources
Gregg
Quantum Resources
Gregg
Quantum Resources
Gregg
Quantum Resources
Gregg
Quantum Resources
LeFlore
Arrow O&G
Lincoln
Territory Resources
Lincoln
Eagle Energy Prod.
McClain
Earlsboro Energies
McClain
Ranken Energy
Mobile
Chevron
Okfuskee
OEX-1, LLC
Pittsburg
Cimarex
Pittsburg
Cimarex
Pottawatomie
Transpro Exploration
Pottawatomie
Transpro Exploration
Pottawatomie
Avalon Exploration
Pottawatomie
West Star
Rusk
Anadarko
Rusk
Anadarko
Rusk
NFR Energy
Rusk
NFR Energy
Rusk
NFR Energy
Rusk
NFR Energy
Rusk
Palmer Petroleum
Rusk
Palmer Petroleum
Rusk
Palmer Petroleum
Rusk
Palmer Petroleum
Rusk
Palmer Petroleum
Rusk
Palmer Petroleum
Santa Rosa
Quantum Resources
Wise
IPR Energy Partners
Wood
Exxon Mobil
Wood
Lacy disburses Rev, part of
Woods
Chesapeake Energy

Interest
Status
WI
NRI
0.0068000% 0.0059500% HBP
0.8038200% 2.3611100% HBP
2.3611110% 2.3611110% HBP
2.3611100% 2.3611100% HBP
2.6453500% 1.9669700% HBP
0.4323100% 0.3782700% HBP
0.4593300% 0.5690134% HBP
0.4593300% 0.4019099% HBP
1.4442500% 2.4797289% HBP
0.4593300% 0.4019100% HBP
0.0192100% 0.0159700% HBP
0.5448700% 0.4767660% HBP
0.0502700% 0.0439850% HBP
0.0502700% 0.0439850% HBP
0.0502700% 0.0439850% HBP
0.0550400% 0.0481620% HBP
0.5448700% 0.4795240% HBP
0.0507300% 0.0443800% HBP
0.0502700% 0.0439850% HBP
2.1877650% 1.7599800% HBP
1.5000000% 1.1183780% HBP
0.1367200% 0.1562500% HBP
0.5250000% 0.3937500% HBP
0.2278700% 0.2604200% HBP
0.0015200% 0.0011400% HBP
0.0961100% 0.0720890% HBP
0.0595000% 0.0597700% HBP
0.0595000% 0.0961680% HBP
1.1111130% 0.8333480% HBP
0.3515630% 0.2816000% HBP
1.0572940% 0.7929000% HBP
0.0781000% 0.0586000% HBP
0.1402000% 0.1237710% HBP
0.2123000% 0.1730560% HBP
0.4551900% 0.3402800% HBP
0.4551900% 0.3402600% HBP
0.0000000% 0.0675000% HBP
0.0000000% 0.0675000% HBP
0.2452900% 0.2407800% HBP
0.0540950% 0.0444580% HBP
0.2452900% 0.2407800% HBP
0.0000000% 0.0527000% HBP
0.2452900% 0.2407800% HBP
0.0000000% 0.0527000% HBP
0.0077300% 0.0052770% HBP
0.9562500% 0.7171500% HBP
0.0154310% 0.0136930% HBP
0.0000000% 2.3339350% HBP
0.7960150% 0.5970110% HBP

Exp. Date
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
End of Prod.
Total

Net Acres
1.39264
2.36104
12.44634
0.00000
18.45158
0.69170
3.18194
0.00000
0.00000
0.00000
0.35539
0.43590
0.19115
0.00000
0.00000
0.00000
0.43590
0.00000
0.00000
14.00170
2.40000
0.87501
3.36000
0.18230
0.14070
0.61764
0.37483
0.00000
2.66667
1.12500
6.60830
0.49984
0.88144
0.74689
1.86546
0.00000
0.00000
0.00000
1.26933
0.36190
0.00000
0.00000
0.00000
0.00000
1.11428
1.46316
1.64575
0.00000
5.19750
87.34122

*Acreage value information is either not available or not meaningful in relation to the interest held
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Magnolia Assets - Oklahoma Undeveloped Leases
Well
OK 1
OK 2
OK 3
OK 4
OK 5
OK 6
OK 7
OK 8
OK 9
OK 10
OK 11
Jones 1H-28W
Jones 1H-28E
OK 14
OK 15
OK 16
OK 17
OK 18
OK 19
OK 20
OK 21
OK 22
OK 23
OK 24
OK 25
OK 26
OK 27
OK 28
OK 29
OK 30
OK 31
OK 32
OK 33
OK 34
OK 35
OK 36
OK 37
OK 38
OK 39
OK 40
OK 41
OK 42
OK 43
OK 44
OK 45
OK 46
OK 47

Asset
County
Township
Beckham
10N
Beckham
9N
Beckham
9N
Beckham
9N
Bryan
6S
Bryan
6S
Caddo
8N
Canadian
11N
Canadian
11N
Carter
5S
Cleveland
7N
Coal
2N
Coal
2N
Coal
3N
Coal
3N
Creek
18N
Dewey
16N
Dewey
16N
Dewey
17N
Dewey
17N
Dewey
17N
Dewey
18N
Dewey
18N
Dewey
19N
Dewey
19N
Ellis
18N
Ellis
18N
Ellis
18N
Garvin
2N
Jackson
2S
Latimer
5N
Lincoln
15N
Lincoln
15N
Lincoln
16N
Logan
18N
Major
20N
McClain
5N
Murray
1S
Okfuskee
12N
Okfuskee
13N
Oklahoma
13N
Oklahoma
14N
Pottawatomie
10N
Pottawatomie
5N
Pottawatomie
6N
Pottawatomie
6N
Pottawatomie
6N

Operator
Status
Exp. Date
Acres
Interest
Range Section
WI
NRI
22W
3
0.3516% 0.2637%
Exploration
8/1/2013 2.2500
21W
20
1.5234% 1.1426%
Exploration
8/1/2013 9.7500
21W
32
1.1719% 0.8789%
Exploration
8/1/2013 7.5000
23W
10
0.5859% 0.4395%
Exploration
8/1/2013 3.7500
7E
25
0.8339% 0.6255%
Exploration
N/A 5.3372
8E
30
0.0438% 0.0328%
Exploration
N/A 0.2800
12W
25
0.0875% 0.0656%
Exploration 11/15/2013 0.5600
8W
28
2.9297% 2.1973%
Exploration
8/1/2013 18.7500
9W
26
0.0484% 0.0363%
Exploration
8/1/2013 0.3100
2W
20
0.2016% 0.1512%
Exploration
8/1/2013 1.2900
1E
34
0.0597% 0.0448% West Star Exploration
N/A 0.3820
9E 28 & 33 0.0223% 0.0167%
Newfield Exploration
HBP 0.1429
9E 28 & 33 0.1290% 0.0967%
Newfield Exploration
HBP 0.8255
10E
27
0.2234% 0.1676%
Exploration
8/1/2013 1.4300
10E
28
0.1484% 0.1113%
Exploration
8/1/2013 0.9500
8E
34
6.2250% 4.6688%
Exploration
8/1/2013 39.8400
14W
14
2.3063% 1.7297%
Exploration
8/1/2013 14.7600
17W
2
3.3984% 2.5488%
Exploration
8/1/2013 21.7500
16W
31
0.1736% 0.1302%
Exploration
8/1/2013 1.1111
16W
33
0.4688% 0.3516%
Exploration
N/A 3.0000
16W
34
0.1563% 0.1172% Continental Exploration
N/A 1.0000
19W
2
1.0938% 0.8203% Chesapeake Exploration
N/A 7.0000
19W
21
0.1563% 0.1172% Continental Exploration
N/A 1.0000
16W
19
2.3438% 1.7578%
Exploration
8/1/2013 15.0000
18W
30
0.7813% 0.5859%
Exploration
N/A 5.0000
21W
4
1.5234% 1.1426%
Exploration
N/A 9.7500
21W
5
0.7617% 0.5713%
Exploration
N/A 4.8750
21W
15
1.1719% 0.8789%
Exploration
N/A 7.5000
1W
31
0.3906% 0.2930%
Exploration
N/A 2.5000
22W
1
2.3438% 1.7578%
Exploration
N/A 15.0000
20E
14
0.1844% 0.1383%
Exploration
N/A 1.1800
4E
31
6.0953% 4.5715%
Exploration
8/1/2013 39.0100
5E
33
1.0516% 0.7887%
Exploration
8/1/2013 6.7300
2E
20
1.5625% 1.1719%
Orca
Exploration
N/A 10.0000
4W
29
0.3906% 0.2930%
Exploration
8/1/2013 2.5000
16W
16
1.5141% 1.1355%
Exploration
8/1/2013 9.6900
4W
17
0.0145% 0.0109%
Exploration
N/A 0.0930
2E
17
0.3355% 0.2516%
Exploration
N/A 2.1470
8E
13
0.0595% 0.0446%
Exploration
N/A 0.3810
10E
16
25.0000% 18.7500%
Exploration
N/A 20.0000
1E
35
0.2344% 0.1758% Dominion Exploration
N/A 1.5000
1E
29
0.7625% 0.5719%
Exploration
8/1/2013 4.8800
2E
6
0.1566% 0.1175%
Exploration
N/A 1.0025
2E
1
0.1563% 0.1172% West Star Exploration
N/A 1.0000
2E
17
0.0031% 0.0023% West Star Exploration
N/A 0.0200
2E
25
0.1563% 0.1172% West Star Exploration
N/A 1.0000
3E
2
0.1563% 0.1172% West Star Exploration
N/A 1.0000
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Magnolia Assets - Oklahoma Undeveloped Leases Continued
Well
Fundis 1-4H
OK 49
OK 50
Hudson 1-15
OK 52
OK 53
OK 54
OK 55
OK 56
WSO 1-7
OK 58
OK 59
WSO 1-17
OK 61
Holbrook Farms 1-19H
OK 63
OK 64
OK 65
OK 66
OK 67
OK 68
OK 69
WSO 1-27
Edie 1-34H
OK 72
OK 73
OK 74
OK 75
OK 76
OK 77
OK 78
OK 79
OK 80
OK 81
OK 82
OK 83
OK 84
Cheryl Lee 1-33H
OK 86
OK 87
OK 88
OK 89
OK 90

Asset
Interest
Operator
County
Township Range Section
WI
NRI
Pottawatomie
6N
3E
4
0.1563% 0.1172%
West Star
Pottawatomie
6N
3E
10
2.3438% 1.7578%
West Star
Pottawatomie
6N
3E
11
0.6250% 0.4688%
West Star
Pottawatomie
6N
3E
15
0.3125% 0.2344%
West Star
Pottawatomie
6N
3E
16
0.9375% 0.7031%
West Star
Pottawatomie
6N
4E
4
0.3906% 0.2930%
West Star
Pottawatomie
6N
4E
17
0.7813% 0.5859%
West Star
Pottawatomie
7N
2E
5
0.7828% 0.5871%
West Star
Pottawatomie
7N
2E
6
0.0977% 0.0732%
Pottawatomie
7N
2E
7
1.0516% 0.7887%
West Star
Pottawatomie
7N
2E
8
0.8594% 0.6445%
Pottawatomie
7N
2E
9
3.3853% 2.5390%
West Star
Pottawatomie
7N
2E
17
6.9563% 5.2172%
West Star
Pottawatomie
7N
2E
18
1.1719% 0.8789%
West Star
Pottawatomie
7N
2E
19
11.5625% 8.6719%
West Star
Pottawatomie
7N
2E
21
1.5625% 1.1719%
West Star
Pottawatomie
7N
2E
27
1.5625% 1.1719%
West Star
Pottawatomie
7N
2E
33
2.3438% 1.7578%
West Star
Pottawatomie
7N
3E
19
1.1719% 0.8789%
Pottawatomie
7N
3E
20
5.5859% 4.1895%
Pottawatomie
7N
3E
23
0.0016% 0.0012%
West Star
Pottawatomie
7N
3E
26
0.3922% 0.2941%
Pottawatomie
7N
3E
27
0.7813% 0.5859%
West Star
Pottawatomie
7N
3E
34
1.5625% 1.1719%
West Star
Pottawatomie
7N
3E
35
0.7813% 0.5859%
West Star
Pottawatomie
7N
4E
10
0.0500% 0.0375%
Pottawatomie
7N
4E
36
0.3906% 0.2930%
Pottawatomie
8N
4E
17
0.3906% 0.2930%
Pottawatomie
8N
4E 26 & 35 0.8333% 0.6250%
Pottawatomie
9N
2E
33
12.5000% 9.3750% Boone Operating
Pottawatomie
9N
5E
6
0.3906% 0.2930%
Seminole
10N
5E
36
0.0422% 0.0316%
Seminole
10N
6E
31
0.3875% 0.2906%
Seminole
10N
6E
33
0.6047% 0.4535%
Seminole
7N
6E
8
0.3125% 0.2344%
Stephens
2N
4W
18
0.5928% 0.4446%
Continental
Washita
11N
18W
32
1.3016% 0.9762%
Chesapeake
Washita
11N
18W
33
0.0047% 0.0035%
Chesapeake
Washita
18N
21W
4
1.5234% 1.1426%
Chesapeake
Washita
9N
18W
23
1.1875% 0.8906%
Woods
26N
16W
1
3.1250% 2.3438%
Sandridge
Woods
26N
16W
6
1.2350% 0.9263%
Sandridge
Woodward
20N
22W
18
0.1563% 0.1172%

Status

Exp. Date

Acres

Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration
Exploration

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
11/5/2013
8/1/2013
8/1/2013
N/A
N/A
N/A
N/A
N/A
N/A
N/A
8/1/2013
8/1/2013
N/A
8/1/2013
8/1/2013
N/A
N/A
8/1/2013
N/A
N/A
N/A
N/A
8/1/2013
8/1/2013
8/1/2013
8/1/2013
8/1/2013
N/A
N/A
HBP
N/A
N/A
N/A
N/A
N/A

1.0000
15.0000
4.0000
2.0000
6.0000
2.5000
5.0000
5.0100
0.6250
6.7300
5.5000
21.6660
44.5200
7.5000
74.0000
10.0000
10.0000
15.0000
7.5000
35.7500
0.0100
2.5100
5.0000
10.0000
5.0000
0.3200
2.5000
2.5000
1.0000
20.0000
2.5000
0.2700
2.4800
3.8700
2.0000
3.7938
8.3300
0.0300
9.7500
7.6000
20.0000
7.9040
1.0000

*WI assumes 320 acre spacing for Beech 1-23, 160 acres for Territory Res well, 160 acres for Yale
well and 640 acre spacing for remainder.
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Magnolia Assets – North Dakota Leases
Lease/Well
Fred Ha ns en 34-8H
Cli ve Pel ton 34-23H
Ros ema ry Eckelberg 41-26H
Ros ema ry Eckelberg 21-26H
Gehrer 21-14H
Borth 41-14H
La zy DE 24-7H
Quil l 10-3H
Drone 1-34-27H
Skunk Creek 2-8-17-15H
Skunk Creek 2-8-17-14H
Kevi n Benz 24-31H
La zy DE 34-7H
Andi Scholl meyer 41-5H
Rohde USA 14-20H
Pa ul Rohde 21-29H
Stocke 1-4-9H

Asset
Interest
Operator
Status
County Township Range Section
WI BPO NRI BPO WI APO NRI APO
Dunn
145N
93W 5 & 8 Ma ra thon 1.9557% 1.4668% 1.9557% 1.4668% Producing
Dunn
146N
93W 14 & 23 Ma ra thon 0.5337% 0.4003% 0.5337% 0.4003% Producing
Dunn
146N
93W 26 & 35 Ma ra thon 0.3516% 0.2637% 0.3516% 0.2637% Producing
Dunn
146N
93W 26 & 35 Ma ra thon 0.3516% 0.2637% 0.3516% 0.2637% Producing
Dunn
145N
93W 14 & 23 Ma ra thon 0.5273% 0.3955% 0.5273% 0.3955% Producing
Dunn
145N
93W 14 & 23 Ma ra thon 0.5273% 0.3955% 0.5273% 0.3955% Producing
Dunn
146N
93W 6 & 7 Ma ra thon 1.9954% 1.4966% 1.9954% 1.4966% Producing
Dunn
145N
93W 3 & 10
Hunt
0.3879% 0.2909% 0.3879% 0.2909% Producing
Dunn
145N
93W 27 & 34 Sla ws on 1.3344% 1.0008% 1.3344% 1.0008%
W/O Fra c
Dunn
148N
93W 8 & 17 Kodi a k 0.5977% 0.4482% 0.5977% 0.4482% 2b s pud 09/11
Dunn
148N
93W 8 & 17 Kodi a k 0.5977% 0.4482% 0.5977% 0.4482% 2b s pud 10/11
Dunn
145N
93W 30 & 31 Ma ra thon 0.0000% 0.0000% 1.3570% 1.0178% Producing
Dunn
146N
93W 6 & 7 Ma ra thon 0.0000% 0.0000% 0.4989% 0.3741% Producing
Dunn
144N
94W 5 & 8 Ma ra thon 0.0000% 0.0000% 0.3709% 0.2782% Producing
Dunn
146N
92W 17 & 20 Ma ra thon 0.0000% 0.0000% 0.2783% 0.2087% Producing
Dunn
146N
92W 29 & 32 Ma ra thon 0.0000% 0.0000% 1.1172% 0.8379% Producing
McKenzie
148N
100W
9
Hunt
3.1694% 2.5751% 3.1250% 2.5391% Devel opment
Dunn
145N
91W
8
2.8867% 2.1650% 2.8867% 2.1650% Devel opment
Dunn
145N
92W
2
2.1285% 1.5964% 2.1285% 1.5964% Devel opment
Dunn
144N
93W
4
1.5625% 1.1719% 1.5625% 1.1719% Devel opment

Dunn
Dunn
Dunn
Dunn
Dunn
Dunn
Dunn
Dunn
Dunn
Dunn
Wi ll ia ms

145N
145N
145N
145N
145N
145N
145N
145N
145N
148N
153N

92W
92W
92W
92W
92W
92W
92W
92W
92W
93W
100W

12
13
14
15
17
23
24
25
26
19
2

2.9052%
1.2195%
0.8234%
0.5977%
0.1758%
1.4189%
0.9255%
1.4863%
1.7281%
0.9844%
1.4648%

2.1789%
0.9146%
0.6175%
0.4483%
0.1319%
1.0642%
0.6941%
1.1147%
1.2961%
0.7383%
1.0986%

2.9052%
1.2195%
0.8234%
0.5977%
0.1758%
1.4189%
0.9255%
1.4863%
1.7281%
0.9844%
1.4648%

2.1789%
0.9146%
0.6175%
0.4483%
0.1319%
1.0642%
0.6941%
1.1147%
1.2961%
0.7383%
1.0986%

Exp. Date

Net Acres

HBP
25.03
HBP
6.83
HBP
4.50
HBP
See 41-26H
HBP
6.75
HBP
See Gehrer
HBP
25.54
HBP
4.96
HBP
17.08
HBP
7.65
HBP
See 15H
HBP
69.23
HBP
See 24-7H
HBP
18.50
HBP
14.25
HBP
57.20
5/10/2013
40.00
7/9/2013
36.95
2/12/2013
27.25
2/19/2013
20.00
23.3775 hel d by
dril li ng of the
37.19
Devel opment Drone, 13.8 02/01/12
Devel opment
2/1/2012
15.61
Devel opment
2/1/2012
10.54
Devel opment
2/1/2012
7.65
Devel opment
2/14/2012
2.25
Devel opment
2/1/2012
18.16
Devel opment
2/1/2012
11.85
Devel opment
2/1/2012
19.03
Devel opment
2/1/2012
22.12
Devel opment
2/21/2012
12.60
Devel opment
10/9/2012
18.75
Tota l
557.47

*WI assumes 1,280 acre spacing.
Where Operator is blank, no designated operator, likely to be Marathon.
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Appendix B: Summary of Reserves by Asset
Magnolia Oil Reserves
All Figures in Mbbl
Asset

Proved

HATTER'S POND-GAS Unit
Jay Lec Unit Phase II
LAZY DE 24-7H
FRED HANSEN
ROSEM ARY ECKELBERG
CLIVE PELTON
QUILL 10-3H
KEVIN BENZ
ANDI SCHOLLM EYER 41-5H
ROSEM ARY ECKELBERG 21-26H
LAZY DE 34-7H
BORTH
GEHRER
ROHDE USA 14-20H
PAUL ROHDE 21-29H
M IDWAY~1-4H
ZENYATTA 1-6H
SUNDANCE~1-4H
WALKER~1-29
HENSLEY 1-30H
Quaid 14H-30
FALCON #1-H
HUNT 1-27
QUAID 13H-30
TREADWAY #1-34
BETHEL #1-29
TUSSY TRACT 25
M EADORS ESTATE #1,2
Beech 1-23
LAM BERT -B- 1
TEAGUE GAS UNIT #4 2
GOLDSM ITH, C. A. ET AL 965
GOLDSM ITH, C. A. ET AL 811
GOLDSM ITH, C. A. ET AL 1021
GOLDSM ITH, C. A. ET AL 1395
GOLDSM ITH SAN ANDRES UNIT
GOLDSM ITH, C. A., ETAL
GOLDSM ITH, C. A., ETAL
GOLDSM ITH, C. A.
HAWKINS FIELD Unit
TERRY 'A' 4
TERRY 'C' 1
TERRY 'A' 5
BECK, FRED GAS UNIT 1
TODD, BESSIE ESTATE 1

3,215.22
917.68
202.85
245.28
227.11
200.32
252.13
379.85
314.25
222.30
203.67
119.11
171.48
298.78
53.16
0.00
77.90
431.62
57.99
0.68
0.00
0.00
1.58
0.00
0.00
11.95
44.07
48.75
0.00
0.00
0.00
0.00
0.00
0.00
0.00
4,373.12
8,132.16
712.95
9.18
29,063.22
0.00
0.00
0.00
0.00
0.00

Gross
2P

0.00

0.00

3P

Net Attributable
Proved 2P
3P
0.04
0.05
3.04
3.60
0.60
0.80
0.73
2.84
0.70
0.59
0.48
0.47
0.68
0.46
0.00
0.00
0.62
2.58
0.48
0.00
0.00
0.00
0.00
0.00
0.00
0.05
0.01
0.55
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.26
0.48
0.04
0.00
3.98
0.00
0.00
0.00
0.00
0.00

0.00

0.00
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All Figures in Mbbl
Asset

Proved

HATTER'S POND-GAS Unit
Jay Lec Unit Phase II
LAZY DE 24-7H
FRED HANSEN
ROSEM ARY ECKELBERG
CLIVE PELTON
QUILL 10-3H
KEVIN BENZ
ANDI SCHOLLM EYER 41-5H
ROSEM ARY ECKELBERG 21-26H
LAZY DE 34-7H
BORTH
GEHRER
ROHDE USA 14-20H
PAUL ROHDE 21-29H
M IDWAY~1-4H
ZENYATTA 1-6H
SUNDANCE~1-4H
WALKER~1-29
HENSLEY 1-30H
Quaid 14H-30
FALCON #1-H
HUNT 1-27
QUAID 13H-30
TREADWAY #1-34
BETHEL #1-29
TUSSY TRACT 25
M EADORS ESTATE #1,2
Beech 1-23
LAM BERT -B- 1
TEAGUE GAS UNIT #4 2
GOLDSM ITH, C. A. ET AL 965
GOLDSM ITH, C. A. ET AL 811
GOLDSM ITH, C. A. ET AL 1021
GOLDSM ITH, C. A. ET AL 1395
GOLDSM ITH SAN ANDRES UNIT
GOLDSM ITH, C. A., ETAL
GOLDSM ITH, C. A., ETAL
GOLDSM ITH, C. A.
HAWKINS FIELD Unit
TERRY 'A' 4
TERRY 'C' 1
TERRY 'A' 5
BECK, FRED GAS UNIT 1
TODD, BESSIE ESTATE 1

3,215.22
917.68
202.85
245.28
227.11
200.32
252.13
379.85
314.25
222.30
203.67
119.11
171.48
298.78
53.16
0.00
77.90
431.62
57.99
0.68
0.00
0.00
1.58
0.00
0.00
11.95
44.07
48.75
0.00
0.00
0.00
0.00
0.00
0.00
0.00
4,373.12
8,132.16
712.95
9.18
29,063.22
0.00
0.00
0.00
0.00
0.00

Gross
2P

0.00

0.00

3P

Net Attributable
Proved 2P
3P
0.04
0.05
3.04
3.60
0.60
0.80
0.73
2.84
0.70
0.59
0.48
0.47
0.68
0.46
0.00
0.00
0.62
2.58
0.48
0.00
0.00
0.00
0.00
0.00
0.00
0.05
0.01
0.55
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.26
0.48
0.04
0.00
3.98
0.00
0.00
0.00
0.00
0.00

0.00

0.00

Page 45 of 64

71

Job No.: 9516
Customer: Magnolia

Proof Event: 6
Project Title: Admission Document

Park Communications Ltd Alpine Way London E6 6LA
T: 020 7055 6500 F: 020 7055 6600

MOYES & CO.
http://www.moyesco.com
All Figures in Mbbl
Asset
GANDY, VIRGINIA A. GAS UNIT 2
GANDY, VIRGINIA A. GAS UNIT 3
GANDY, VIRGINIA A. GAS UNIT 1
GANDY, VIRGINIA A. GAS UNIT 4
TORKELSON 1
TORKELSON 3
TORKELSON 2
TORKELSON 6
TORKELSON 5
OVERTON, E. (WOODBINE) UNIT
M CM ULLEN, L. A. 1
M ARSTERS 1
TEAGUE GAS UNIT 3 1
TEAGUE GAS UNIT 3 2
TEAGUE GAS UNIT 3 4
CHRISTIAN, J. M . 9
CHRISTIAN, B C GAS UNIT 1
CHRISTIAN, RANDLE GAS UNIT 1
CHRISTIAN, J.M . GAS UNIT 2
CHRISTIAN, J.M . GAS UNIT 3
CHRISTIAN, J.M . GAS UNIT 1
CHRISTIAN, J.M . GAS UNIT 5
CHRISTIAN, J.M . GAS UNIT 4
STOCKE 1-4-9H
DRONE 1-34-27H
SKUNK CREEK 2-8-17-15H
SKUNK CREEK 2-8-17-14H
FUNDIS 1-4H
JONES 1H-28W
BAXTER #1
BOYD, T. H. EST. 1
HAWKINS FIELD UNIT 9618
TEAGUE GAS UNIT 4 2 (CV Lime)
ND Bakken PUD 1
ND Bakken PUD 3
ND Bakken PUD 4
ND Bakken PUD 2
Coal Wood H 1
Coal Wood H 2
ND Bakken PRB 2
ND Bakken PRB 3
ND Bakken PRB 5
ND Bakken PRB 1
ND Bakken PRB 4
ND Bakken POSS 3
ND Bakken POSS 2
ND Bakken POSS 5
ND Bakken POSS 1
ND Bakken POSS 4

Proved
0.32
0.00
0.09
0.03
0.44
1.05
1.84
2.26
1.34
14.88
4.07
0.15
1.26
0.17
0.00
0.00
2.34
0.10
2.39
0.42
0.00
0.33
0.00
334.53
237.59
350.66
350.96
136.81
136.29
133.00
0.00
0.00
0.00
172.45
310.00
310.00
310.00
0.00
0.00

Gross
2P

Net Attributable
Proved 2P
3P

3P

0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.01
0.03
0.00
0.01
0.00
0.00
0.00
0.01
0.00
0.00
0.00
0.00
0.00
0.00
8.61
2.38
1.57
1.57
0.16
0.03
0.08
0.00
0.00
0.00
1.27
4.95
1.39
0.41
0.00
0.00

38.62

0.00
0.00
310.00
310.00
310.00
310.00
310.00
310.00
310.00
310.00
310.00
310.00

0.29

0.00
0.00
6.75
1.91
6.71
3.63
3.30
6.75
1.91
6.71
3.63
3.30
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Magnolia Gas Reserves
All Figures in MMcf
Asset

Proved

HATTER'S POND-GAS Unit
Jay Lec Unit Phase II
LAZY DE 24-7H
FRED HANSEN
ROSEM ARY ECKELBERG
CLIVE PELTON
QUILL 10-3H
KEVIN BENZ
ANDI SCHOLLM EYER 41-5H
ROSEM ARY ECKELBERG 21-26H
LAZY DE 34-7H
BORTH
GEHRER
ROHDE USA 14-20H
PAUL ROHDE 21-29H
M IDWAY~1-4H
ZENYATTA 1-6H
SUNDANCE~1-4H
WALKER~1-29
HENSLEY 1-30H
Quaid 14H-30
FALCON #1-H
HUNT 1-27
QUAID 13H-30
TREADWAY #1-34
BETHEL #1-29
TUSSY TRACT 25
M EADORS ESTATE #1,2
Beech 1-23
LAM BERT -B- 1
TEAGUE GAS UNIT #4 2
GOLDSM ITH, C. A. ET AL 965
GOLDSM ITH, C. A. ET AL 811
GOLDSM ITH, C. A. ET AL 1021
GOLDSM ITH, C. A. ET AL 1395
GOLDSM ITH SAN ANDRES UNIT
GOLDSM ITH, C. A., ETAL
GOLDSM ITH, C. A., ETAL
GOLDSM ITH, C. A.
HAWKINS FIELD Unit
TERRY 'A' 4
TERRY 'C' 1
TERRY 'A' 5
BECK, FRED GAS UNIT 1
TODD, BESSIE ESTATE 1

38,226.28
8,961.38
222.40
128.47
208.99
80.64
164.45
862.77
200.35
182.53
246.47
148.72
91.51
152.22
17.18
2,107.73
0.00
152.52
0.00
0.00
1,398.60
1,376.36
16.70
2,551.08
264.13
4.19
0.00
0.00
2,040.00
117.97
141.72
0.00
0.00
764.56
192.80
8,382.67
18,335.51
9,906.88
213.46
42,919.53
579.99
644.56
252.91
105.38
0.58

Gross
2P

148.42

849.28

3P

Net Attributable
Proved 2P
3P
0.44
0.47
3.33
1.88
0.55
0.32
0.48
7.54
0.48
0.48
0.66
0.59
0.36
0.26
0.00
1.52
0.00
0.91
0.00
0.00
1.35
2.15
0.04
1.52
4.65
0.02
0.00
0.00
36.29
0.45
3.51
0.00
0.00
0.05
0.01
0.50
1.09
0.59
0.01
5.88
13.69
15.22
5.97
0.13
0.00

0.43

0.82
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All Figures in MMcf
Asset
GANDY, VIRGINIA A. GAS UNIT 2
GANDY, VIRGINIA A. GAS UNIT 3
GANDY, VIRGINIA A. GAS UNIT 1
GANDY, VIRGINIA A. GAS UNIT 4
TORKELSON 1
TORKELSON 3
TORKELSON 2
TORKELSON 6
TORKELSON 5
OVERTON, E. (WOODBINE) UNIT
M CM ULLEN, L. A. 1
M ARSTERS 1
TEAGUE GAS UNIT 3 1
TEAGUE GAS UNIT 3 2
TEAGUE GAS UNIT 3 4
CHRISTIAN, J. M . 9
CHRISTIAN, B C GAS UNIT 1
CHRISTIAN, RANDLE GAS UNIT 1
CHRISTIAN, J.M . GAS UNIT 2
CHRISTIAN, J.M . GAS UNIT 3
CHRISTIAN, J.M . GAS UNIT 1
CHRISTIAN, J.M . GAS UNIT 5
CHRISTIAN, J.M . GAS UNIT 4
STOCKE 1-4-9H
DRONE 1-34-27H
SKUNK CREEK 2-8-17-15H
SKUNK CREEK 2-8-17-14H
FUNDIS 1-4H
JONES 1H-28W
BAXTER #1
BOYD, T. H. EST. 1
HAWKINS FIELD UNIT 9618
TEAGUE GAS UNIT 4 2 (CV Lime)
ND Bakken PUD 1
ND Bakken PUD 3
ND Bakken PUD 4
ND Bakken PUD 2
Coal Wood H 1
Coal Wood H 2
ND Bakken PRB 2
ND Bakken PRB 3
ND Bakken PRB 5
ND Bakken PRB 1
ND Bakken PRB 4
ND Bakken POSS 3
ND Bakken POSS 2
ND Bakken POSS 5
ND Bakken POSS 1
ND Bakken POSS 4

Proved
951.04
0.00
155.62
253.52
798.30
185.14
183.05
428.37
191.55
0.00
229.32
562.11
247.99
626.93
1,589.14
303.34
501.69
3.60
504.38
267.01
0.00
290.87
0.00
746.07
458.95
799.47
800.48
0.00
0.00
0.00
0.00
0.00
0.00
335.43
667.94
667.94
667.94
1,316.55
1,315.54

Gross
2P

Net Attributable
Proved 2P
3P

3P

3.24
0.00
0.53
0.17
1.92
0.10
0.44
0.23
0.46
0.00
1.64
11.06
1.41
2.52
6.39
0.13
2.39
0.02
0.22
0.12
0.00
0.13
0.00
19.21
4.59
3.58
3.59
0.00
0.00
0.00
0.00
0.00
0.00
2.48
10.66
2.99
0.88
2.21
1.47

54.84

915.68
918.36
667.94
667.94
667.94
667.94
667.94
667.94
667.94
667.94
667.94
667.94

0.40

1.53
1.02
14.55
4.12
14.46
7.83
7.11
14.55
4.12
14.46
7.83
7.11
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Grand Total 3P Reserves

Appendix C: Cash Flow Forecasts
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2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
Remaining
Total

2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
Remaining
Total

Gross Oil
Mbo/yr
4.4
212.8
497.6
734.9
901.4
1,049.0
1,194.3
1,315.3
1,376.1
1,453.4
1,531.2
1,595.9
1,636.6
1,625.9
1,465.8
7,166.5
23,761.1

Gross Oil
Mbo/yr
4.4
212.8
497.6
734.9
901.4
1,049.0
1,194.3
1,315.3
1,376.1
1,453.4
1,531.2
1,595.9
1,636.6
1,643.7
1,689.7
14,556.9
31,393.2

Gross Gas
MMcf/yr
4.4
212.8
497.6
734.9
901.4
1,049.0
1,194.3
1,315.3
1,376.1
1,453.4
1,531.2
1,595.9
1,636.6
1,625.9
1,465.8
7,166.5
23,761.1

Gross Gas
MMcf/yr
4.4
212.8
497.6
734.9
901.4
1,049.0
1,194.3
1,315.3
1,376.1
1,453.4
1,531.2
1,595.9
1,636.6
1,643.7
1,689.7
14,556.9
31,393.2

Gross Oil Gross Gas
Mbo/yr
MMcf/yr
2012
45.0
90.1
2013
173.6
347.2
2014
544.7
1,089.3
2015
1,059.9
2,119.8
2016
1,031.9
2,063.8
2017
881.8
1,763.6
2018
753.6
1,507.1
2019
644.0
1,288.0
2020
550.3
1,100.7
2021
470.3
940.6
2022
401.9
803.8
2023
343.5
686.9
2024
293.5
587.0
2025
250.8
501.7
2026
214.3
428.7
Remaining
874.7
1,749.5
Total
8,533.9
17,067.7

Net Oil
Mbo/yr
0.1
2.8
5.2
8.1
17.6
17.8
18.7
18.2
23.2
26.3
25.6
24.2
23.9
30.9
27.2
134.6
404.4

Net Oil
Mbo/yr
0.1
2.8
5.2
8.1
17.6
17.8
18.7
18.2
23.2
26.3
25.6
24.2
23.9
31.0
29.1
215.1
486.9

Bakken Infill Summary

Net Gas Net Rev.
MMcf/yr
$MM
0.1
0.0
2.8
0.2
5.2
0.4
8.1
0.7
17.6
1.5
17.8
1.6
18.7
1.7
18.2
1.7
23.2
2.2
26.3
2.5
25.6
2.5
24.2
2.4
23.9
2.4
30.9
3.2
27.2
2.9
134.6
15.5
404.4
41.3

CAPEX
$MM
0.3
0.8
0.6
0.5
0.7
0.5
0.4
0.4
0.3
0.3
0.1
0.1
4.9

OPEX
$MM
0.0
0.0
0.1
0.1
0.2
0.2
0.2
0.2
0.3
0.3
0.4
0.4
0.4
0.5
0.4
4.2
7.9

Sanish Three Forks Summary

Net Gas Net Rev. CAPEX
MMcf/yr
$MM
$MM
0.1
0.0
0.3
2.8
0.2
0.8
5.2
0.4
0.6
8.1
0.7
0.5
17.6
1.5
0.7
17.8
1.6
0.5
18.7
1.7
0.4
18.2
1.7
0.4
23.2
2.2
0.3
26.3
2.5
0.5
25.6
2.5
0.6
24.2
2.4
0.4
23.9
2.4
0.4
31.0
3.2
0.4
29.1
3.1
0.1
215.1
25.2
486.9
51.2
6.9

OPEX
$MM
0.0
0.0
0.1
0.1
0.2
0.2
0.2
0.2
0.3
0.3
0.4
0.4
0.4
0.5
0.5
6.3
10.0

BFIT Cash Flow Disc. AFIT Cash Flow (10%)
$MM
$MM
(0.3)
(0.3)
(0.6)
(0.6)
(0.3)
(0.2)
0.1
0.0
0.6
0.4
0.9
0.5
1.1
0.6
1.0
0.5
1.6
0.7
1.9
0.7
2.1
0.7
2.0
0.6
2.0
0.6
2.7
0.7
2.4
0.6
11.3
1.9
28.5
7.5

BFIT Cash Flow Disc. AFIT Cash Flow (10%)
$MM
$MM
(0.3)
(0.3)
(0.6)
(0.6)
(0.3)
(0.2)
0.1
0.0
0.6
0.4
0.9
0.5
1.1
0.6
1.0
0.5
1.6
0.7
1.7
0.6
1.5
0.5
1.7
0.5
1.7
0.5
2.3
0.6
2.5
0.6
18.8
2.9
34.3
7.9

Mississippi Lime Summary (Best Estimate, Unrisked)

Net Oil
Mbo/yr
8.4
32.5
102.1
199.2
194.3
166.0
141.9
121.2
103.6
88.5
75.7
64.7
55.3
47.2
40.4
164.5
1,605.5

Net Gas
MMcf/yr
16.9
65.1
204.2
398.3
388.5
332.0
283.7
242.5
207.2
177.1
151.3
129.3
110.5
94.4
80.7
329.1
3,210.9

Net Rev.
$MM
0.8
3.0
9.7
19.1
19.0
16.5
14.3
12.4
10.8
9.4
8.2
7.1
6.2
5.4
4.7
20.7
167.3

CAPEX
$MM
1.1
3.6
8.1
3.7
16.5

OPEX
$MM
0.1
0.3
1.0
2.0
2.1
1.9
1.8
1.7
1.6
1.5
1.5
1.4
1.3
1.3
1.3
10.6
31.5

BFIT Cash Flow Disc. AFIT Cash Flow (10%)
$MM
$MM
(0.4)
(0.4)
(0.9)
(0.8)
0.5
0.4
13.4
9.4
16.8
10.7
14.5
8.4
12.5
6.5
10.7
5.1
9.2
3.9
7.9
3.1
6.7
2.4
5.8
1.8
4.9
1.4
4.1
1.1
3.5
0.8
10.1
1.9
119.3
55.7
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Appendix D: References
North Dakota Geological Survey- Julie LeFever
North Dakota Department of Mineral Resources
Overview of Bakken Stratigraphy in North Dakota Julie LeFever North Dakota Geological Survey
Overview of Woodford Gas-Shale Play in Oklahoma Brian J. Cardott Oklahoma Geological Survey
Overview of Unconventional Energy Resources of Oklahoma Brian Cardott Oklahoma Geological
Survey
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Appendix E: Glossary of Terms and Abbreviations
This report necessarily uses a large number of geological and petroleum industry technical terms.
Capitalised terms used in the report but not defined in the following glossary comprise (a) the names
of periods of geological time, (b) geographic locations, and (c) formal or informal names for rock units
(Formations, Groups, etc.), which are also, generally, geographic locations. In the definitions,
italicised terms are themselves also defined here.
%

Percentage

1P

Proved Reserves

2P

Proved plus Probable Reserves

3P

Proved plus Probable plus Possible Reserves

P2

Probable Reserves

P3

Possible Reserves

2-D (survey)

Seismic data or a group of seismic lines acquired individually such that there
typically are significant gaps (commonly 1 km or more) between adjacent
lines. A 2D survey typically contains numerous lines acquired orthogonally to
the strike of geological structures (such as faults and folds) with a minimum
of lines acquired parallel to geological structures to allow line-to-line tying of
the seismic data and interpretation and mapping of structures.

3-D (survey)

three-dimensional (seismic data), The acquisition of seismic data as closely
spaced receiver and shot lines such that there typically are no significant
gaps in the subsurface coverage. A 2D survey commonly contains numerous
widely spaced lines acquired orthogonally to the strike of geological
structures and a minimum of lines acquired parallel to geological structures to
allow line-to-line correlation of the seismic data and interpretation and
mapping of structures.

AFE

Authorization for expenditure, A budgetary document, usually prepared by
the operator, to list estimated expenses of drilling a well to a specified depth,
casing point or geological objective, and then either completing or
abandoning the well. Such expenses may include excavation and surface site
preparation, the daily rental rate of a drilling rig, costs of fuel, drillpipe, bits,
casing, cement and logging, and coring and testing of the well, among others.
This estimate of expenses is provided to partners for approval prior to
commencement of drilling or subsequent operations. Failure to approve an
authority for expenditure (AFE) may result in delay or cancellation of the
proposed drilling project or subsequent operation.

anticlinal

An arch-shaped fold in rock in which rock layers are upwardly convex, which
is a fold with the shape of an arch

Aquifer

An aquifer is an underground layer of water-bearing permeable rock

Barnett Shale

A shale-gas producing formation that is now considered the largest gas
producing field in Texas, and the second-largest in the United States

Barrel

a commercial unit of volume used to measure petroleum, by international
agreement a barrel of petroleum equals 42 U. S. gallons
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BBbl

Billion barrels

bbl(s)

Barrel(s)

Bcf

Billion cubic feet, Abbreviation for billion cubic feet, a unit of measurement for
large volumes of natural gas.

Bcfe

a symbol used in the natural gas industry for 1 billion cubic feet of gas
equivalent (cfe). This is really an energy unit equal to about 1.091 petajoules
(PJ).

billion

thousand million (109)

BOE

barrels of oil equivalent, gas is converted at its energy equivalent of 6000
cubic feet per barrel of oil

BOEPD

barrels of oil equivalent per day,

BOPD

barrels of oil per day, Abbreviation for barrels of oil per day, a common unit of
measurement for volume of crude oil. The volume of a barrel is equivalent to
42 US gallons.

CPR

Competent Person’s Report

Decline Curve Analysis An established method of estimating reserves utilizing historical production
from a well or lease to forecast the future production and production decline.
Drilling Unit

An area allotted to a well by regulations or field rules issued by a
governmental authority having jurisdiction for the drilling of a well.

Economic Limit

Point at which the operating cost exceeds net revenue from the lease or well.

Exploratory

Activities to establish the presence of reserves.

facies

rocks grouped or catalogued by certain characteristics, generally, but not
always, indicative of a specific depositional environment

fraccing

A well stimulation treatment performed to restore or enhance the productivity
of a well. Fracturing (frac) treatments are performed above the fracture
pressure of the reservoir formation and create a highly conductive flow path
between the reservoir and the wellbore.

ft

unit of distance, equal to exactly 30.48 centimeters

G&A

General and Administrative overhead

GOR

The ratio of produced gas to produced oil, commonly abbreviated GOR.
Usually reported in Standard Cubic Feet of Gas per Stock Tank Barrel
(“SCF/STB”), an important a physical characteristic of produced fluid

Heterogeneous rock

Formation whose properties change with geographic location or throughout

HH

Henry Hub, a Louisiana location widely used as a benchmark geographic
location for pricing US domestic natural gas, and forming the physical basis
for pricing and settling NYMEX gas futures contracts
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HI

Hydrogen Index, in petroleum geochemistry, an important measure of oil
source rock quality equal to the ratio of hydrocarbons generated under
laboratory pyrolysis to TOC

Hydraulic Fracturing

A well stimulation treatment performed to restore or enhance the productivity
of a well. Fracturing (frac) treatments are performed above the fracture
pressure of the reservoir formation and create a highly conductive flow path
between the reservoir and the wellbore.

Hydrocarbon

A naturally occurring organic compound comprising hydrogen and carbon.
Hydrocarbons can be as simple as methane [CH4], but many are highly
complex molecules, and can occur as gases, liquids or solids. The molecules
can have the shape of chains, branching chains, rings or other structures.
Petroleum is a complex mixture of hydrocarbons. The most common
hydrocarbons are natural gas, oil and coal.

IP

Initial production of a well, typically reported as oil and gas

irreducible

Here, hydrocarbon saturation at or below which hydrocarbons cannot be
displaced from a porous rock

Isopach (map)

The thickness. An Isopach Map is a map of the thickness of a horizon.

Lease

An area of surface land on which exploration or production activity occurs.

Lessor royalty

A percentage share of production, or the value derived from production,
which is granted to the lessor in the oil and gas lease, and which is free of the
costs of drilling and producing.

M

Thousand

Matrix porosity

Pore spaces within the body of the rock that can contain gas (and water)

MBO

Thousand Barrels of Oil

Mcfd

Thousand Cubic Feet per Day

md

millidarcies, oilfield unit of permeability

Mean

Average outcome of a set of data

Micro-porosity matrix

Small to micro-scale pores within the rock that can contain free gas

Mineral Interest

Ownership of the right to exploit, mine or produce all minerals lying beneath
the surface of a property. In this case, minerals include all hydrocarbons.
Mineral interests include:
1. the right to use as much of the surface as is reasonably necessary to
access the minerals,
2. the right to execute any conveyances of mineral rights,
3. the right to receive bonus consideration,
4. the right to receive delay rentals and
5. the right to receive royalty.
Any or all of the above five rights of mineral ownership may be conveyed by
the mineral owner.

MM

million (thousand thousand not million million), as used in oilfield and heat
content units such as MMSTB and MMBtu
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MMBbl

Million barrels

MMBtu

Million British Thermal Units

MMBtu
prices

million British thermal units, unit of heat content used, e.g., for natural gas

MMcfd

Million Cubic Feet per Day

MMSTB

million stock tank barrels, unit of oil volume (c.f. STB)

moldic

porosity in carbonate rocks created by dissolution within grains, where the
shape of the original grain is preserved and visible (c.f. intercrystalline,
intergranular and mesovuggy)

NRI

Net Revenue Interest,. A share of production after all burdens, such as
royalty and overriding royalty, have been deducted from the working interest.
It is the percentage of production that each party actually receives.

NYMEX

New York Mercantile Exchange

OPEX

Operating Expense. The cost to operate oil and gas wells. Usually excludes
General and Administrative Expense or Overhead.

ORRI

Over Riding Royalty Interest

o

A specific gravity scale developed by the American Petroleum Institute (API)
for measuring the relative density of various petroleum liquids, expressed in
degrees. API gravity is gradated in degrees on a hydrometer instrument and
was designed so that most values would fall between 10° and 70° API
gravity. The arbitrary formula used to obtain this effect is: API gravity =
(141.5/SG at 60°F) - 131.5, where SG is the specific gravity of the fluid.
degree(s) API, oil field measure of the specific gravity or relative density of
crude oil (and other liquids) with respect to water, named for the American
Petroleum Institute

o

degree(s) Celsius, to convert to oF

P10

10th percentile on a probability distribution. 10% of the possible outcomes will
result in a value lower than the P10 value.

P90

90th percentile on a probability distribution. 90% of the possible outcomes will
result in a value lower than the P90 value.

ppm

parts per million

SCF

standard cubic foot, oilfield unit of gas volume, measured at or converted to
standard conditions of temperature and pressure

STB

A stock tank barrel is 42 U.S. gallons at a temperature of 60 °F (15.556 °C)

Spacing Unit

An area allotted to a well by regulations or field rules issued by a
governmental authority having jurisdiction for the drilling and production of a
well.

TCF

trillion (1012) standard cubic feet, unit of natural gas volume (c.f. SCF)

API

C
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TD

total depth of an oil or gas well, conventionally measured down the length of
the well bore from a reference at or close to the rig floor unless otherwise
stated
the vertical section

Thermal maturity

The state of a source rock with respect to its ability to generate oil or gas. As
a source rock begins to mature, it generates gas. As an oil-prone source rock
matures, the generation of heavy oils is succeeded by medium and light oils.
Above a temperature of approximately 100 oC [212 oF], only dry gas is
generated, and incipient metamorphism is imminent. The maturity of a source
rock reflects the ambient pressure and temperature as well as the duration of
conditions favorable for hydrocarbon generation.

TOC

Total Organic Carbon, usually expressed as weight%, which when corrected
for maturity is the primary measure of original source rock quality

TVD

True vertical depth

trillion

million million (1012)

unconformity

a boundary within a sequence of rocks that indicates a gap (in time) between
the underlying and overlying rocks

USGS

United States Geological Survey (www.usgs.org)

US$

United States Dollars

WI

Working Interest, a percentage of ownership in an oil and gas lease granting
its owner the right to explore, drill and produce oil and gas from a tract of
property. Working interest owners are obligated to pay a corresponding
percentage of the cost of leasing, drilling, producing and operating a well or
unit. After royalties are paid, the working interest also entitles its owner to
share in production revenues with other working interest owners, based on
the percentage of working interest owned.

WTI

West Texas Intermediate, a crude oil whose price, FOB Cushing, Oklahoma,
is widely used as a benchmark for pricing worldwide crude oils, and which
forms the physical basis for pricing and settling NYMEX Sweet, Light crude
oil futures contracts
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Appendix F: Petroleum Reserves Definitions
Approved by the Board of Directors, Society of Petroleum Engineers (SPE) Inc., and the Executive
Board,
World Petroleum Council (WPC), March 1997
Reserves derived under these definitions rely on the integrity, skill, and judgment of the evaluator and
are affected by the geological complexity, stage of development, degree of depletion of the reservoirs,
and amount of available data. Use of these definitions should sharpen the distinction between the
various classifications and provide more consistent reserves reporting.
Definitions
Reserves are those quantities of petroleum which are anticipated to be commercially recovered from
known accumulations from a given date forward. All reserve estimates involve some degree of
uncertainty. The uncertainty depends chiefly on the amount of reliable geologic and engineering data
available at the time of the estimate and the interpretation of these data. The relative degree of
uncertainty may be conveyed by placing reserves into one of two principal classifications, either
proved or unproved. Unproved reserves are less certain to be recovered than proved reserves and
may be further sub-classified as probable and possible reserves to denote progressively increasing
uncertainty in their recoverability.
The intent of the Society of Petroleum Engineers (SPE) and World Petroleum Council (WPC, formerly
World Petroleum Congresses) in approving additional classifications beyond proved reserves is to
facilitate consistency among professionals using such terms. In presenting these definitions, neither
organization is recommending public disclosure of reserves classified as unproved. Public disclosure
of the quantities classified as unproved reserves is left to the discretion of the countries or companies
involved.
Estimation of reserves is done under conditions of uncertainty. The method of estimation is called
deterministic if a single best estimate of reserves is made based on known geological, engineering,
and economic data. The method of estimation is called probabilistic when the known geological,
engineering, and economic data are used to generate a range of estimates and their associated
probabilities. Identifying reserves as proved, probable, and possible has been the most frequent
classification method and gives an indication of the probability of recovery. Because of potential
differences in uncertainty, caution should be exercised when aggregating reserves of different
classifications.
Reserves estimates will generally be revised as additional geologic or engineering data becomes
available or as economic conditions change. Reserves do not include quantities of petroleum being
held in inventory, and may be reduced for usage or processing losses if required for financial
reporting.
Reserves may be attributed to either natural energy or improved recovery methods. Improved
recovery methods include all methods for supplementing natural energy or altering natural forces in
the reservoir to increase ultimate recovery. Examples of such methods are pressure maintenance,
cycling, waterflooding, thermal methods, chemical flooding, and the use of miscible and immiscible
displacement fluids. Other improved recovery methods may be developed in the future as petroleum
technology continues to evolve.
Proved Reserves
Proved reserves are those quantities of petroleum which, by analysis of geological and engineering
data, can be estimated with reasonable certainty to be commercially recoverable, from a given date
forward, from known reservoirs and under current economic conditions, operating methods, and
government regulations. Proved reserves can be categorized as developed or undeveloped.
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If deterministic methods are used, the term reasonable certainty is intended to express a high degree
of confidence that the quantities will be recovered. If probabilistic methods are used, there should be
at least a 90% probability that the quantities actually recovered will equal or exceed the estimate.
Establishment of current economic conditions should include relevant historical petroleum prices and
associated costs and may involve an averaging period that is consistent with the purpose of the
reserve estimate, appropriate contract obligations, corporate procedures, and government regulations
involved in reporting these reserves.
In general, reserves are considered proved if the commercial producibility of the reservoir is supported
by actual production or formation tests. In this context, the term proved refers to the actual quantities
of petroleum reserves and not just the productivity of the well or reservoir. In certain cases, proved
reserves may be assigned on the basis of well logs and/or core analysis that indicate the subject
reservoir is hydrocarbon bearing and is analogous to reservoirs in the same area that are producing
or have demonstrated the ability to produce on formation tests.
The area of the reservoir considered as proved includes (1) the area delineated by drilling and defined
by fluid contacts, if any, and (2) the undrilled portions of the reservoir that can reasonably be judged
as commercially productive on the basis of available geological and engineering data. In the absence
of data on fluid contacts, the lowest known occurrence of hydrocarbons controls the proved limit
unless otherwise indicated by definitive geological, engineering or performance data.
Reserves may be classified as proved if facilities to process and transport those reserves to market
are operational at the time of the estimate or there is a reasonable expectation that such facilities will
be installed. Reserves in undeveloped locations may be classified as proved undeveloped provided
(1) the locations are direct offsets to wells that have indicated commercial production in the objective
formation, (2) it is reasonably certain such locations are within the known proved productive limits of
the objective formation, (3) the locations conform to existing well spacing regulations where
applicable, and (4) it is reasonably certain the locations will be developed. Reserves from other
locations are categorized as proved undeveloped only where interpretations of geological and
engineering data from wells indicate with reasonable certainty that the objective formation is laterally
continuous and contains commercially recoverable petroleum at locations beyond direct offsets.
Reserves which are to be produced through the application of established improved recovery
methods are included in the proved classification when (1) successful testing by a pilot project or
favorable response of an installed program in the same or an analogous reservoir with similar rock
and fluid properties provides support for the analysis on which the project was based, and, (2) it is
reasonably certain that the project will proceed. Reserves to be recovered by improved recovery
methods that have yet to be established through commercially successful applications are included in
the proved classification only (1) after a favorable production response from the subject reservoir from
either (a) a representative pilot or (b) an installed program where the response provides support for
the analysis on which the project is based and (2) it is reasonably certain the project will proceed.
Unproved Reserves
Unproved reserves are based on geologic and/or engineering data similar to that used in estimates of
proved reserves; but technical, contractual, economic, or regulatory uncertainties preclude such
reserves being classified as proved. Unproved reserves may be further classified as probable
reserves and possible reserves.
Unproved reserves may be estimated assuming future economic conditions different from those
prevailing at the time of the estimate. The effect of possible future improvements in economic
conditions and technological developments can be expressed by allocating appropriate quantities of
reserves to the probable and possible classifications.
Probable Reserves
Probable reserves are those unproved reserves which analysis of geological and engineering data
suggests are more likely than not to be recoverable. In this context, when probabilistic methods are
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used, there should be at least a 50% probability that the quantities actually recovered will equal or
exceed the sum of estimated proved plus probable reserves. In general, probable reserves may
include (1) reserves anticipated to be proved by normal step-out drilling where sub-surface control is
inadequate to classify these reserves as proved, (2) reserves in formations that appear to be
productive based on well log characteristics but lack core data or definitive tests and which are not
analogous to producing or proved reservoirs in the area, (3) incremental reserves attributable to infill
drilling that could have been classified as proved if closer statutory spacing had been approved at the
time of the estimate, (4) reserves attributable to improved recovery methods that have been
established by repeated commercially successful applications when (a) a project or pilot is planned
but not in operation and (b) rock, fluid, and reservoir characteristics appear favorable for commercial
application, (5) reserves in an area of the formation that appears to be separated from the proved
area by faulting and the geologic interpretation indicates the subject area is structurally higher than
the proved area, (6) reserves attributable to a future workover, treatment, re-treatment, change of
equipment, or other mechanical procedures, where such procedure has not been proved successful
in wells which exhibit similar behavior in analogous reservoirs, and (7) incremental reserves in proved
reservoirs where an alternative interpretation of performance or volumetric data indicates more
reserves than can be classified as proved.
Possible Reserves
Possible reserves are those unproved reserves which analysis of geological and engineering data
suggests are less likely to be recoverable than probable reserves. In this context, when probabilistic
methods are used, there should be at least a 10% probability that the quantities actually recovered
will equal or exceed the sum of estimated proved plus probable plus possible reserves. In general,
possible reserves may include (1) reserves which, based on geological interpretations, could possibly
exist beyond areas classified as probable, (2) reserves in formations that appear to be petroleum
bearing based on log and core analysis but may not be productive at commercial rates, (3)
incremental reserves attributed to infill drilling that are subject to technical uncertainty, (4) reserves
attributed to improved recovery methods when (a) a project or pilot is planned but not in operation and
(b) rock, fluid, and reservoir characteristics are such that a reasonable doubt exists that the project will
be commercial, and (5) reserves in an area of the formation that appears to be separated from the
proved area by faulting and geological interpretation indicates the subject area is structurally lower
than the proved area.
Reserve Status Categories
Reserve status categories define the development and producing status of wells and reservoirs.
Developed: Developed reserves are expected to be recovered from existing wells including reserves
behind pipe. Improved recovery reserves are considered developed only after the necessary
equipment has been installed, or when the costs to do so are relatively minor. Developed reserves
may be subcategorized as producing or non-producing.
Producing: Reserves subcategorized as producing are expected to be recovered from completion
intervals which are open and producing at the time of the estimate. Improved recovery reserves are
considered producing only after the improved recovery project is in operation.
Non-producing: Reserves subcategorized as non-producing include shut-in and behind-pipe
reserves. Shut-in reserves are expected to be recovered from (1) completion intervals which are open
at the time of the estimate but which have not started producing, (2) wells which were shut-in for
market conditions or pipeline connections, or (3) wells not capable of production for mechanical
reasons. Behind-pipe reserves are expected to be recovered from zones in existing wells, which will
require additional completion work or future recompletion prior to the start of production.
Undeveloped Reserves: Undeveloped reserves are expected to be recovered: (1) from new wells on
undrilled acreage, (2) from deepening existing wells to a different reservoir, or (3) where a relatively
large expenditure is required to (a) recomplete an existing well or (b) install production or
transportation facilities for primary or improved recovery projects.
Page 64 of 64
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PART IV – A

HISTORIC FINANCIAL INFORMATION ON MAGNOLIA PETROLEUM PLC

Accountant’s Report on the Historic Financial Information of Magnolia Petroleum plc.
The Directors
Magnolia Petroleum plc
The Fitzpatrick Building
188-194 York Way
London
N7 9AS

The Directors
Daniel Stewart & Company plc
Becket House
36 Old Jewry
London
EC2R 8DD

The Directors
Northland Capital Partners Limited
60 Gresham Street
London
EC2V 7BB
15 November 2011
Dear Sirs

Magnolia Petroleum plc (the “Company”, or “Magnolia”)

Introduction
We report on the financial information set out in Part IV – (B) “Financial Information” relating to the Company
together with its subsidiary undertaking (together “the Group”). This information has been prepared for inclusion
in the AIM admission document dated 15 November 2011 (the “Admission Document”) relating to the proposed
admission to AIM of Magnolia Petroleum plc and on the basis of the accounting policies set out in note 2. This
report is given for the purpose of complying with Schedule Two of the AIM Rules for Companies and for no other
purpose.

Responsibility
The Directors of the Company are responsible for preparing the Financial Information on the basis set out in the
Notes to the Financial Information and in accordance with International Financial Reporting Standards
(“IFRS’s”).

It is our responsibility to form an opinion on the Financial Information as to whether the Financial Information
gives a true and fair view, for the purposes of the Admission Document, and to report our opinion to you.

Save for any responsibility arising under Schedule Two of the AIM Rules for Companies to any person as and to
the extent provided, and save for any responsibility that we have expressly agreed in writing to assume, to the
fullest extent permitted by law we do not assume responsibility and will not accept any liability to any other
person for any loss suffered by any such other person as a result of, arising out of, or in connection with this report
or our statement, required by and given solely for the purposes of complying with Schedule Two of the AIM Rules
for Companies, consenting to its inclusion in the Admission Document.
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Basis of opinion
We conducted our work in accordance with the Standards for Investment Reporting issued by the Auditing
Practices Board in the United Kingdom. Our work included an assessment of evidence relevant to the amounts
and disclosures in the Financial Information. It also included an assessment of significant estimates and
judgements made by those responsible for the preparation of the Financial Information and whether the
accounting policies are appropriate to the Company and Group consistently applied and adequately disclosed.

We planned and performed our work 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
Information is free from material misstatement whether caused by fraud or other irregularity or error.

Opinion
In our opinion, the Financial Information set out in Part IV – (B) “Financial Information” gives, for the purposes
of the AIM Admission Document dated 15 November 2011, a true and fair view of the state of affairs of the Group
as at 31 December 2008, 2009 and 2010, and of its results, cash flows and changes in equity for the periods then
ended in accordance with the basis of preparation and in accordance with IFRS’s as described in note 2 of
Part IV – (B).

Declaration
For the purposes of Paragraph (a) of Schedule Two of the AIM Rules we are responsible for this report as part of
the Admission Document and declare we have taken all reasonable care to ensure that the information contained
in this report is, to the best of our knowledge, in accordance with the facts and contains no omission likely to affect
its import. This declaration is included in the Admission Document in compliance with Schedule Two of the AIM
Rules for Companies.
Yours faithfully

Littlejohn LLP
Chartered Accountants

92

Job No.: 9516
Customer: Magnolia

Proof Event: 5
Project Title: Admission Document

Park Communications Ltd Alpine Way London E6 6LA
T: 020 7055 6500 F: 020 7055 6600

PART IV – B

HISTORIC FINANCIAL INFORMATION ON MAGNOLIA PETROLEUM PLC

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

Year ended Year ended Year ended
31 December 31 December 31 December
2010
2009
2008
Notes
US $
US $
US $

Continuing Operations
Revenue
Cost of sales

238,097
(90,224)

Gross Profit
Other operating income
Administrative expenses

Operating Loss
Finance income
Finance cost

6
16
16

Loss Before Taxation
Taxation

8

Loss for the Year

Other Comprehensive Income:
Exchange difference on translating foreign operations

Other Comprehensive Income for the Year, Net of Tax
Loss per share for loss attributable to the equity holders
of the Company during the year
Basic and diluted (cents per share)

17

45,897
(23,733)

147,873
–
(206,987)

111,762
1,982
(176,793)

22,164
–
(36,416)

(59,114)
–

(77,537)
–

(23,620)
–

(59,114)
–
–

(59,114)

(63,049)
2,287
(16,775)
(77,537)

(14,252)
–
(9,368)

(23,620)

(1,536)

(114,157)

(60,650)

(191,694)

(23,620)

(0.02)

(0.03)

(0.01)

(1,536)

Total comprehensive income for the year attributable
to equity shareholders

155,452
(43,690)

(114,157)

–
–
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

31 December 31 December 31 December
2010
2009
2008
Notes
US $
US $
US $

Assets
Non-Current Assets
Property, plant & equipment
Intangible assets

9
10

Total Non-Current Assets

Current Assets
Trade and other receivables
Cash and cash equivalents

11
12

Total Current Assets

Total Assets

Equity and liabilities
Equity
Ordinary shares
Share premium
Warrants and options reserve
Merger reserve
Reverse acquisition reserve
Translation reserve
Retained losses

13
13

Total Equity – Capital and Reserves

615,908
1,109,988

14

Current Liabilities
Trade and other payables
Financial liabilities – borrowings

14
14

Total Non-Current Liabilities

Total Current Liabilities

Total Equity and Liabilities

133,573
948,393

1,725,896

1,778,570

1,081,966

66,200
97,523

73,047
245,581

28,435
2,873

163,723

318,628

1,889,619

2,097,198

587,336
1,347,983
66,603
1,867,790
(2,250,672)
(115,693)
(160,271)

587,336
1,347,983
66,603
1,867,790
(2,250,672)
(114,157)
(101,157)

1,343,076

Non-Current Liabilities
Trade and other payables

197,306
1,581,264

–

31,308

1,113,274

1
658,249
–
–
–
–
(23,620)

1,403,726

634,630

454,623

–

–

454,623

–

546,543
–

238,849
–

75,822
402,822

546,543

1,889,619

238,849

2,097,198

478,644

1,113,274
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

As at date of incorporation

Comprehensive income
Loss for the period

Total comprehensive loss for the year
As at 31 December 2008

Comprehensive income
Loss for the period
Other comprehensive income
Currency translation differences
Total comprehensive income
for the year

Transactions with owners
Reserve acquisition
Shares issue
Cost of shares issued
Transactions with owners

As at 31 December 2009

Comprehensive income
Loss for the period
Other comprehensive income
Currency translation differences
Total comprehensive loss
for the year

As at 31 December 2010

Share
capital
US $

Share
premium
US $

Merger
reserve
US $

–

–

1

1

–

–

–

–

–

(23,620)

(23,620)

658,249

–

–

–

–

(23,620)

634,630

–

–

–

–

–

–

–

(114,157)

(77,537)

(77,537)

–

–

–

–

–

(114,157)

–

–

587,335

–

–

–

230,088 2,647,924
498,495
–
(38,849) (780,134)
689,734

1,867,790

–

–

–

55,059 (2,250,672)
–
–
11,544
–

66,603 (2,250,672)

–
–
–

–

587,336

1,347,983

1,867,790

–

–

–

–

–

–

(1,536)

–

–

–

–

–

(1,536)

–

587,336

–

1,347,983

–

1,867,790

66,603 (2,250,672)

–

–

66,603 (2,250,672)

(114,157)
–

(115,693)

–

Total
equity
US $

–

545,794
41,541
–

–

Retained
earning
US $

–

–

658,249

Share
Reserve
option acquisition Translation
reserve
reserve
reserve
US $
US $
US $

(23,620)

–

(77,537)
–
–
–

–

658,250

(23,620)

(114,157)
(191,694)
1,228,193
540,036
(807,439)
960,790

(101,157) 1,403,726
(59,114)

(59,114)

(59,114)

(60,650)

–

(1,536)

(160,271) 1,343,076
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CONSOLIDATED STATEMENT OF CASH FLOWS

Cash Flows from Operating Activities
Loss before taxation
Finance costs (net)
Depreciation
Decrease/(Increase) in trade and other receivables
(Decrease)/Increase in trade and other payables

Year ended Year ended Year ended
31 December 31 December 31 December
2010
2009
2008
Notes
US $
US $
US $

Net Cash used in/(from) Operating Activities

(59,114)
–
83,916
6,257
(136,205)

(77,537)
14,488
18,082
46,809
68,343

(23,620)
9,368
4,590
(28,435)
66,454

(24,447)
(12,927)
–
–

(265,820)
(81,815)
664,345
2,287

(21,376)
(5,108)
–
–

(105,146)

Cash Flows from Investing Activities
Purchases of intangible assets
Purchases of property, plant and equipment
Net cash acquired on acquisition
Interest received

Net Cash (used in)/from Investing Activities

(37,374)

Cash Flows from Financing Activities
Net proceeds from issue of ordinary shares
Repayment of loans

–
–

Net Cash (used in)/from Financing Activities

–

Net Increase/(Decrease) in Cash and Cash Equivalents
Movement in Cash and Cash Equivalents
Cash and cash equivalents at the beginning of period
Exchange loss on cash and bank
Net (decrease)/increase in cash and cash equivalents

(142,520)
12

Cash and cash equivalents at end of the Period

12

245,581
(5,538)
(142,520)
97,523

70,185

28,357

318,997

(26,484)

260,499
(402,822)

1,000
–

(142,323)

1,000

246,859

2,873

2,873
(4,151)
246,859

–
–
2,873

245,581

2,873
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NOTES TO THE FINANCIAL INFORMATION
1
GENERAL INFORMATION
The consolidated Financial Information of Magnolia Petroleum plc (“the Company”) consists of the following
companies; Magnolia Petroleum plc and Magnolia Petroleum Inc. (together “the Group”).

The Company is a public limited company incorporated and domiciled in England and Wales. The registered
office address of the Company is The Fitzpatrick Building, 188-194 York Way, London, N7 9AS.

2
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The principal accounting policies applied in the preparation of this consolidated Financial Information is set out
below. These policies have been consistently applied to all the years presented, unless otherwise stated.

2.1
Basis of preparation of Financial Information
The consolidated Financial Information has been prepared in accordance with EU-endorsed International
Financial Reporting Standards (IFRSs) and IFRIC interpretations.
The Financial Information has been prepared under the historical cost convention and does not constitute statutory
accounts within the meaning of the Companies Act 2006.

The preparation of Financial Information in conformity with IFRS requires the use of certain critical accounting
estimates. It also requires management to exercise its judgement in the process of applying the Group’s accounting
policies. The areas involving a higher degree of judgement or complexity, or areas where assumptions and
estimates are significant to the consolidated Financial Information, are disclosed in Note 4.

2.2
Basis of consolidation
The consolidated Financial Information consolidates the financial information of Magnolia Petroleum plc and the
audited financial information of its subsidiary undertaking made up to 31 December annually.

Subsidiaries are entities over which the Group has control. Control is the power to govern the financial and
operating policies of an entity so as to obtain benefits from its activities. The Group obtains and exercises control
through voting rights. The existence and effect of potential voting rights that are currently exercisable or
convertible are considered when assessing whether the Group controls another entity. Subsidiaries are fully
consolidated from the date on which control is transferred to the Group. They are de-consolidated from the date
when control ceases.

The Company acquired Magnolia Petroleum Inc. on 23 October 2009 through a share exchange. As the
shareholders of Magnolia Petroleum Inc. acquired control of the legal parent, Magnolia Petroleum plc, the
transaction was accounted for as a reverse acquisition in accordance with IFRS 3 “Business Combinations”. The
following accounting treatment has been applied in respect of the reverse acquisition:
•
•
•

the assets and liabilities of the legal subsidiary Magnolia Petroleum Inc. are recognised and measured in
the consolidated Financial Information at their pre-combination carrying amounts, without restatement to
fair value;

the equity structure appearing in the consolidated Financial Information reflects the equity structure of the
legal parent, Magnolia Petroleum plc, including the equity instruments issued to effect the business
combination; and

numbers presented in the consolidated Financial Information for the year ended 31 December 2008 are
those of the legal subsidiary Magnolia Petroleum Inc.

The cost of acquisition was measured as the fair value of the assets acquired, equity instruments issued and
liabilities incurred or assumed at the date of exchange, plus certain costs directly attributable to the acquisition.

In accounting for the acquisition of Magnolia Petroleum Inc., the Company has taken advantage of Section 612
of the Companies Act 2006 and accounted for the transaction using merger relief.
Investments in subsidiaries are accounted for at cost less impairment.
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Where necessary, adjustments are made to the financial information of subsidiaries to bring the accounting
policies used into line with those used by other members of the group. All significant inter-company transactions
and balances between Group entities are eliminated on consolidation.

2.3
Goodwill
Goodwill arising on consolidation represents the excess of the cost of acquisition over the Group’s interest in the
fair value of the identifiable assets and liabilities of a subsidiary, associate or jointly controlled entity at the date
of acquisition. Goodwill is initially recognised as an asset at cost and is subsequently measured at cost less any
impairment. Goodwill which is recognised as an asset is reviewed for impairment at least annually. Any
impairment is recognised immediately and is not subsequently reversed.

Under the reverse acquisition, goodwill represents the excess of the cost of the combination over the acquirer’s
interest in the net fair values of the legal parent. The fair value of the equity instruments of the legal subsidiary
issued to effect the combination was not available and therefore the fair value of all the issued equity instruments
of the legal parent prior to the business combination was used as the basis for determining the cost of the
combination.

2.4
Changes in accounting policy and disclosure
(a)
New and amended standards adopted by the Group
The following new standards and amendments to standards are mandatory for the first time for the financial year
beginning 1 January 2010.

IFRS 3 (revised), “Business Combinations”, and consequential amendments to IAS 27, “Consolidated and
separate financial statements”, IAS 28 “Investments in associates”, and IAS 31 “Interests in joint ventures”, are
effective prospectively to business combinations for which the acquisition date is on or after the beginning of the
first annual reporting period beginning on or after 1 July 2009.

The revised standard continues to apply the acquisition method to business combinations but with some
significant changes compared to IFRS 3. For example, all payments to purchase a business are recorded at fair
value at the acquisition date, with contingent payments classified as debt subsequently re-measured through the
statement of comprehensive income. All acquisition costs are expensed. The adoption of these standards has no
impact on 2010, as no business combinations occurred. No retrospective adjustment is necessary for acquisitions
that took place in prior periods.

(b)

New and amended standards, and interpretations mandatory for the first time for the financial year
beginning 1 January 2010 but not currently relevant to the Group
The following standards and amendments to existing standards have been published and are mandatory for the
group’s accounting periods beginning on or after 1 January 2010, but are not relevant to the Group.

Amendments to IFRS 1 “First-time Adoption of International Financial Reporting Standards” and IAS 27
“Consolidated and Separate Financial Statements” addressed concerns that retrospectively determining the cost of
an investment in separate financial statements and applying the cost method in accordance with IAS 27 on firsttime adoption of IFRSs cannot, in some circumstances, be achieved without undue cost or effort. These
amendments were effective for periods beginning on or after 1 July 2009.

Further amendments to IFRS 1 addressed the retrospective application of IFRSs to particular situations (oil and
gas assets and leasing contracts), and are aimed at ensuring that entities applying IFRSs will not face undue cost
or effort in the transition process. These amendments were effective for periods beginning on or after 1 January
2010.
Amendments to IFRS 2 “Share-based Payment” clarified the accounting for group cash-settled share-based
payment transactions. These amendments were effective for periods beginning on or after 1 January 2010.

Amendments to IAS 39 “Financial Instruments: Recognition and Measurement” provided additional guidance on
what can be designated as a hedged item. These amendments were effective for periods beginning on or after
1 July 2009.

IFRIC 17 “Distributions of Non-cash Assets to Owners” standardised practice in the measurement of distributions
of non-cash assets to owners. This interpretation was effective for periods beginning on or after 1 July 2009.
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IFRIC 18 “Transfers of Assets from Customers” clarified the requirements of IFRSs for agreements in which an
entity receives from a customer an item of property, plant and equipment that the entity must then use either to
connect the customer to a network or to provide the customer with ongoing access to a supply of goods or services
(such as a supply of electricity, gas or water). This interpretation was effective for periods beginning on or after
1 July 2009.
(c)

New standards, amendments and interpretations issued but not effective for the financial year beginning
1 January 2010 and not early adopted
The Group and Company’s assessment of the impact of these new standards and interpretations is set out below.

IFRS 9 “Financial Instruments” specifies how an entity should classify and measure financial instruments,
including some hybrid contracts, with the aim of improving and simplifying the approach to classification and
measurement compared with IAS 39. This standard is effective for periods beginning on or after 1 January 2013,
subject to EU endorsement. The Directors are assessing the possible impact of this standard on the Group’s
Financial Statements.

A revised version of IAS 24 “Related Party Disclosures” simplifies the disclosure requirements for governmentrelated entities and clarifies the definition of a related party. This revision is effective for periods beginning on or
after 1 January 2011 and is not expected to have an impact on the Group’s Financial Statements.

An amendment to IFRS 1 “First-time Adoption of International Financial Reporting Standards” relieves first-time
adopters of IFRSs from providing the additional disclosures introduced in March 2009 by “Improving Disclosures
about Financial Instruments” (Amendments to IFRS 7). This amendment is effective for periods beginning on or
after 1 July 2010 and is not expected to have an impact on the Group’s Financial Statements.

Further amendments to IFRS 1 replace references to a fixed date of 1 January 2004 with “the date of transition to
IFRSs”, thus eliminating the need for companies adopting IFRSs for the first time to restate derecognition
transactions that occurred before the date of transition to IFRSs, and provide guidance on how an entity should
resume presenting financial statements in accordance with IFRSs after a period when the entity was unable to
comply with IFRSs because its functional currency was subject to severe hyperinflation. This amendment is
effective for periods beginning on or after 1 July 2011, subject to EU endorsement, and is not expected to have
an impact on the Group’s Financial Statements.

Amendments to IFRS 7 “Financial Instruments: Disclosures” are designed to help users of financial statements
evaluate the risk exposures relating to transfers of financial assets and the effect of those risks on an entity’s
financial position. These amendments are effective for periods beginning on or after 1 January 2011, subject to
EU endorsement. The Directors are assessing the possible impact of these amendments on the Group’s Financial
Statements.
Amendments to IAS 12 “Income Taxes” introduce a presumption that recovery of the carrying amount of an asset
measured using the fair value model in IAS 40 “Investment Property” will normally be through sale. These
amendments are effective for periods beginning on or after 1 January 2012, subject to EU endorsement, and are
not expected to have an impact on the Group’s Financial Statements.

Amendments to IAS 32 “Financial Instruments: Presentation” address the accounting for rights issues that are
denominated in a currency other than the functional currency of the issuer. These amendments are effective for
periods beginning on or after 1 February 2010, and are not expected to have an impact on the Group’s Financial
Statements.

“Improvements to IFRSs” are collections of amendments to IFRSs resulting from the annual improvements
project, a method of making necessary, but non-urgent, amendments to IFRSs that will not be included as part of
another major project. These improvements have various implementation dates; for May 2010 improvements, the
earliest is effective for periods beginning on or after 1 July 2010 subject to EU endorsement. The Directors are
assessing the possible impact of these improvements on the Group’s Financial Statements.

IFRIC 19 “Extinguishing Financial Liabilities with Equity Instruments” clarifies the treatment required when an
entity renegotiates the terms of a financial liability with its creditor, and the creditor agrees to accept the entity’s
shares or other equity instruments to settle the financial liability fully or partially. This interpretation is effective
for periods beginning on or after 1 July 2010. The Directors are assessing the possible impact of this interpretation
on the Group’s Financial Statements.
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An amendment to IFRIC 14 “IAS 19 – The Limit on a Defined Benefit Asset, Minimum Funding Requirements
and their Interaction”, on prepayments of a minimum funding requirement, applies in the limited circumstances
when an entity is subject to minimum funding requirements and makes an early payment of contributions to cover
those requirements. The amendment permits such an entity to treat the benefit of such an early payment as an
asset. This amendment is effective for periods beginning on or after 1 January 2011, and is not expected to have
an impact on the Group’s Financial Statements.

IFRS 10 “Consolidated Financial Statements” builds on existing principles by identifying the concept of control as
the determining factor in whether an entity should be included within the consolidated financial statements of the
parent company. The standard provides additional guidance to assist in the determination of control where this is
difficult to assess. This standard is effective for periods beginning on or after 1 January 2013, subject to EU
endorsement. The Directors are assessing the possible impact of this standard on the Group’s Financial Statements.
IFRS 11 “Joint Arrangements” provides for a more realistic reflection of joint arrangements by focusing on the
rights and obligations of the arrangement, rather than its legal form (as is currently the case). The standard
addresses inconsistencies in the reporting of joint arrangements by requiring a single method to account for
interests in jointly controlled entities. This standard is effective for periods beginning on or after 1 January 2013,
subject to EU endorsement. The Directors are assessing the possible impact of this standard on the Group’s
Financial Statements.
IFRS 12 “Disclosure of Interests in Other Entities” is a new and comprehensive standard on disclosure
requirements for all forms of interests in other entities, including joint arrangements, associates, special purpose
vehicles and other off balance sheet vehicles. This standard is effective for periods beginning on or after 1 January
2013, subject to EU endorsement. The Directors are assessing the possible impact of this standard on the Group’s
Financial Statements.

IFRS 13 “Fair Value Measurement” improves consistency and reduces complexity by providing, for the first time,
a precise definition of fair value and a single source of fair value measurement and disclosure requirements for
use across IFRSs. It does not extend the use of fair value accounting, but provides guidance on how it should be
applied where its use is already required or permitted by other standards. This standard is effective for periods
beginning on or after 1 January 2013, subject to EU endorsement. The Directors are assessing the possible impact
of this standard on the Group’s Financial Statements.

IAS 27 “Separate Financial Statements” replaces the current version of IAS 27 “Consolidated and Separate
Financial Statements” as a result of the issue of IFRS 10 (see above). This revised standard is effective for periods
beginning on or after 1 January 2013, subject to EU endorsement. The Directors are assessing the possible impact
of this standard on the Group’s Financial Statements.
IAS 28 “Investments in Associates and Joint Ventures” replaces the current version of IAS 28 “Investments in
Associates” as a result of the issue of IFRS 11 (see above). This revised standard is effective for periods beginning
on or after 1 January 2013, subject to EU endorsement. The Directors are assessing the possible impact of this
standard on the Group’s Financial Statements.

Amendments to IAS 1 “Presentation of Financial Statements” require items that may be reclassified to the profit
or loss section of the income statement to be grouped together within other comprehensive income (OCI). The
amendments also reaffirm existing requirements that items in OCI and profit or loss should be presented as either
a single statement or two consecutive statements. These amendments are effective for periods beginning on or
after 1 July 2012, subject to EU endorsement. The Directors are assessing the possible impact of these
amendments on the Group’s Financial Statements.

Amendments to IAS 19 “Employment Benefits” eliminate the option to defer the recognition of gains and losses,
known as the “corridor method”; streamline the presentation of changes in assets and liabilities arising from
defined benefit plans, including requiring remeasurements to be presented in other comprehensive income; and
enhance the disclosure requirements for defined benefit plans, providing better information about the
characteristics of defined benefit plans and the risks that entities are exposed to through participation in those
plans. These amendments are effective for periods beginning on or after 1 January 2013, subject to EU
endorsement, and are not expected to have an impact on the Group’s Financial Statements.
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2.5
Revenue recognition
Revenue represents the amounts receivable from operators for the Group’s share of oil and/or gas revenues less
any royalties payable to the lessor or assignor of the mineral rights. Revenue is recognised in the period to which
the declarations from the operators relate.

2.6
Foreign currencies
(a)
Functional and presentation currency
Items included in the Financial Information of the Group’s entities are measured using the currency of the primary
economic environment in which the entity operates (the “functional currency”). The functional currency of the
UK parent entity is sterling and the functional currency of the subsidiary is US Dollars. The Financial Information
is presented in US Dollars, rounded to the nearest Dollar, which is the Group’s functional and Company’s
presentation currency.

(b)
Transactions and balances
Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the
dates of the transactions or valuation where such items are re-measured. Foreign exchange gains and losses
resulting from the settlement of such transactions and from the translation at year-end exchange rates of monetary
assets and liabilities denominated in foreign currencies are recognised in profit or loss, except when deferred in
other comprehensive income as qualifying cash flow hedges and qualifying net investment hedges.

(c)
Group companies
The results and financial position of all the Group entities (none of which has the currency of a hyperinflationary
economy) that have a functional currency different from the presentation currency are translated into the
presentation currency as follows:
•

•

•

assets and liabilities for each balance sheet presented are translated at the closing rate at the date of that
balance sheet;

income and expenses for each statement of comprehensive income are translated at average exchange rates
(unless this average is not a reasonable approximation of the cumulative effect of the rates prevailing on
the transaction dates, in which case income and expenses are translated at the dates of the transactions);
and
all resulting exchange differences are recognised in other comprehensive income.

On consolidation, exchange differences arising from the translation of the net investment in foreign entities, and
of monetary items receivable from foreign subsidiaries for which settlement is neither planned nor likely to occur
in the foreseeable future are taken to other comprehensive income. When a foreign operation is sold, such
exchange differences are recognised in the income statement as part of the gain or loss on sale.

2.7
Commercial reserves
Proven and probable oil and gas reserves are estimated quantities of commercially producible hydrocarbons which
the existing geological, geophysical and engineering data show to be recoverable in future years from known
reservoirs. The proven and probable reserves included therein conform to the definition approved by the Society
of Petroleum Engineers (SPE) and the World Petroleum Council (WPC).

2.8
Exploration costs
The Group applies the successful efforts method of accounting for oil and gas assets, having regard to the
requirements of IFRS 6 “Exploration for and Evaluation of Mineral Resources”. Costs incurred prior to obtaining
the legal rights to explore an area are expensed immediately to profit or loss.
Expenditure incurred on the acquisition of a licence interest is initially capitalised within intangible assets on a
licence by licence basis. Costs are held, unamortised, within exploration costs until such time as the exploration
phase of the licence area is complete or commercial reserves have been discovered. The cost of the licence is
subsequently transferred into “Producing Properties” within property, plant and equipment and depreciated over
its estimated useful economic life.

Exploration expenditure incurred in the process of determining exploration targets is capitalised initially within
intangible assets as exploration costs. Exploration costs are initially capitalised on a well by well basis until the
success or otherwise has been established. The success or failure of each exploration effort is judged on a well by
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well basis. Drilling costs are written off on completion of a well unless the results indicate that hydrocarbon
reserves exist and there is a reasonable prospect that these reserves are commercially viable. All such costs are
subject to regular technical, commercial and management review on at least an annual basis to confirm the
continued intent to develop or otherwise extract value from the discovery. Where this is no longer the case, the
costs are immediately expensed.

Capitalised costs of licence acquisition are written off when the results of exploration activities indicates that oil
and gas resources are not commercially viable or the licence term expires.

Following evaluation of successful exploration wells, if commercial reserves are established and the technical
feasibility of extraction demonstrated, and once a project is sanctioned for commercial development, then the
related capitalised exploration costs are transferred into a single field cost centre within development/producing
assets within property, plant and equipment after testing for impairment. Where results of exploration drilling
indicate the presence of hydrocarbons which are ultimately not considered commercially viable, all related costs
are written off to profit or loss.
The net book values of development/producing assets are depreciated on a unit of production basis at a rate
calculated by reference to proven and probable reserves and incorporating the estimated future cost of developing
and extracting those reserves.

All costs incurred after the technical feasibility and commercial viability of producing hydrocarbons has been
demonstrated are capitalised within development/producing assets on a well by well basis. Subsequent
expenditure is capitalised only where it either enhances the economic benefits of the development/producing asset
or replaces part of the existing development/producing asset. Any costs remaining associated with the part
replaced are expensed.
Net proceeds from any disposal of an exploration asset are initially credited against the previously capitalised
costs. Any surplus proceeds are credited to profit or loss.

2.9
Decommissioning
Where a material liability for the removal of production facilities and site restoration at the end of the production
life of a field exists, a provision for decommissioning is recognised. The amount recognised is the present value
of estimated future expenditure determined in accordance with local conditions and requirements. The cost of the
relevant tangible assets is increased with an amount equivalent to the provision and depreciated on a unit of
production basis. Changes in estimates are recognised prospectively, with corresponding adjustments to the
provision and the associated fixed asset.

2.10 Property, plant and equipment
All property, plant and equipment other than oil and gas assets are stated at historical cost less depreciation.
Historical cost includes expenditure that is directly attributable to the acquisition of the items.

Subsequent costs are included in the 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 Company and the cost
of the item can be measured reliably. All other repairs and maintenance are charged to profit or loss during the
financial period in which they are incurred.

Depreciation is charged so as to write off the cost of assets, over their estimated useful lives, on a straight line
basis as follows:
Drilling Costs and Equipment – 10 years

Oil and gas producing assets held in property, plant and equipment are mainly depreciated on a unit of production
basis at a rate calculated by reference to proven and probable reserves and incorporating the estimated future cost
of developing and extracting those reserves.
The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each financial year-end.

Gains and losses on disposal are determined by comparing proceeds with carrying amount. These are included in
profit or loss.
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2.11 Trade receivables
Trade receivables are recognised initially at fair value and subsequently measured at amortised cost using the
effective interest method, less provision for impairment. A provision for impairment of trade receivables is
established when there is objective evidence that the Group will not be able to collect all amounts due according
to the original terms of receivables. The amount of provisions is the difference between the asset’s carrying
amount and the present value of estimated future cash flow, discounted at the effective interest rate. The provision
is recognised in the Statement of Comprehensive Income.

2.12 Cash and cash equivalents
Cash and cash equivalents comprise cash at bank and in hand, demand deposits with banks and other financial
institutions, and short-term, highly liquid investments that are readily convertible into known amounts of cash and
which are subject to an insignificant risk of changes in value.

2.13 Share capital
Shares are classified as equity when there is no obligation to transfer cash or other assets. Incremental costs
directly attributable to the issue of equity instruments are shown in equity as a deduction from the proceeds, net
of tax. Incremental costs directly attributable to the issue of equity instruments as consideration for the acquisition
of a business are included in the cost of acquisition.
2.14 Taxation
The charge for current tax is based on the results of the Group for the year as adjusted for items which are
non-assessable or disallowed. It is calculated using tax rates that have been enacted or substantively enacted by
the balance sheet date.

Deferred tax is accounted for using the balance sheet liability method in respect of temporary differences arising
from differences between the carrying amount of assets and liabilities in the financial statements and the
corresponding tax basis used in the computation of taxable profit. In principle, deferred tax liabilities are
recognised for all taxable temporary differences and deferred tax assets are recognised to the extent that it is
probable that taxable profits will be available against which deductible temporary differences can be utilised. Such
assets and liabilities are not recognised if the temporary difference arises from goodwill (or negative goodwill) or
from the initial recognition (other than in a business combination) of other assets and liabilities in a transaction,
which affects neither the tax profit nor the accounting profit.
Deferred tax liabilities are recognised for taxable temporary differences arising on investments in subsidiaries and
associates, and interests in joint ventures, except where the Group is able to control the reversal of the temporary
difference and it is probable that the temporary difference will not reverse in the foreseeable future. Deferred tax
is calculated at the tax rates that are expected to apply to the period when the asset is realised or the liability is
settled. Deferred tax is charged or credited in the Statement of Comprehensive Income, except when it relates to
items credited or charged directly to equity, in which case the deferred tax is also dealt with in equity. Deferred
tax assets and liabilities are offset when they relate to income taxes levied by the same taxation authority and the
Group intends to settle its current tax assets and liabilities on a net basis.

2.15 Leasing
Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are classified
as operating leases. Payments made under operating leases (net of any incentives received from the lessor) are
charged to profit or loss on a straight-line basis over the period of the lease.

2.16 Financial assets and liabilities
Financial assets and liabilities are accounted for as follows:

Recognition
Financial assets and liabilities are initially recognised on the trade date at which the Group becomes a party to the
contractual provisions of the instrument.

Derecognition
The Group derecognises a financial asset when the contractual rights to the cash flows from the asset expire, or it
transfers the rights to receive the contractual cash flows on the financial asset in a transaction in which
substantially all the risks and rewards of the ownership of the financial asset are transferred. Any interest in
transferred financial assets that is created or retained by the Group is recognised as a separate asset or liability.
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Derecognition also takes place for certain assets when the Group writes-off balances pertaining to the assets
deemed to be uncollectible.

The Group derecognises a financial liability when its contractual obligations are discharged or cancelled or expire.

Offsetting
Financial assets and liabilities are set off and the net amount presented in the financial information only when the
Group has a legal right to set off the amounts and intends either to settle on a net basis or to realise the asset and
settle the liability simultaneously.

Income and expenses are presented on a net basis only when permitted by the accounting standards, or for gains
and losses arising from a group of similar transactions such as the Group’s trading activity.

Identification and measurement of impairment
At each balance sheet date, the Group assesses whether there is objective evidence that the financial assets not
carried at fair value through profit or loss are impaired. Financial assets are impaired when objective evidence
demonstrates that a loss event has occurred after the initial recognition of the asset, and the loss event has an
impact on the future cash flows of the asset that can be estimated reliably.

The Group considers the evidence of impairment at both a specific asset and collective level. All individually
significant financial assets are assessed for specific impairment. All significant assets found not to be specifically
impaired are then collectively assessed for any impairment that has been incurred but not yet identified. Assets
that are not individually significant are then collectively assessed for impairment by grouping together financial
assets (carried at amortised cost) with similar risk characteristics.
When a subsequent event causes the amount of impairment loss to decrease, the impairment loss is reversed
through profit and loss.

2.17 Share based incentive
The fair value of the services in exchange for the grant of warrants is recognised as an expense and as a component
of equity, if material. The total amount to be expensed over the vesting period is determined by reference to the
fair value of the warrants granted using the Black-Scholes option pricing model.

3
FINANCIAL RISK MANAGEMENT
The Group’s activities expose it to a variety of financial risks to include market risk (including currency risk),
credit risk and liquidity risk.

Market risk
The Group operates in an international market for hydrocarbons and is exposed to risk arising from variations in
the demand for and price of the hydrocarbons. Oil and gas prices historically have fluctuated widely and are
affected by numerous factors over which the Group has no control, including world production levels, international
economic trends, exchange rate fluctuations, speculative activity and global or regional political events.

Recoverability of intangible oil and gas costs
Costs capitalised as intangible assets are assessed for impairment when circumstances suggest that the carrying
value may exceed their recoverable value. This assessment involves judgements as to likely commerciality of the
asset, the future revenues and costs pertaining and the discount rates to be applied for the purposes of deriving a
recoverable value.
Decommissioning
The full extent to which the decommissioning provision is required depends on the legal requirements at the time of
decommissioning, the costs and timing of any decommissioning works and the discount rate applied to such costs.

Depreciation of oil and gas assets
Oil and gas assets held in property, plant and equipment are mainly depreciated on a unit of production basis at a
rate calculated by reference to proven and probable reserves and incorporating the estimated future cost of
developing and extracting those reserves. Future development costs are estimated using assumptions as to the
number of wells required to produce those reserves, the cost of the wells, future production facilities and operating
costs, together with assumptions on oil and gas realisations.
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Credit risk
Credit risk represents the risk of loss the Group would incur if credit customers and counterparties fail to fulfil
their credit obligations. The maximum exposure to credit risk is represented by the carrying amount of each
financial asset.

The Group’s trade receivables and accrued income result from contractual amounts due from arms length
customers. The risk is concentrated between a relatively small group of customers.
Liquidity risk
Prudent liquidity risk management implies maintaining sufficient cash and marketable securities to finance the
Group’s operations. The Group monitors its cash flow position and overall liquidity risk. The Group maintains a
level of cash deemed sufficient to finance operations to mitigate the effects of fluctuations in cash flows. The
Group negotiates its payment terms in its sales agreements so as to minimize any periods of negative cash flows
in any agreement.

Foreign exchange risk
The Group undertakes sales and purchase transactions denominated in foreign currencies. These currencies are
stable and the risk is managed by maintaining bank accounts denominated in those currencies.

4
CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS
Use of estimates and judgements
The preparation of the Financial Information in conformity with IFRSs 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.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates
are recognised in the period in which the estimate is revised if the revision affects only that period, or in the period
of the revision and future periods if the revision affects both current and future periods.

In particular, information about 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 information are
described below:

Recoverability of mineral leases
Mineral leases have a carrying value at 31 December 2010 of $749,070 (2009 and 2008: $927,017). Management
tests annually whether mineral leases have future economic value in accordance with the accounting policy stated
in Note 2.8. This assessment takes into consideration the likely commerciality of the asset, the future revenues and
costs pertaining and the discount rates to be applied for the purposes of deriving a recoverable value. In the event
that a lease does not represent an economic drilling target and results indicate that there is no additional upside,
the mineral lease will be impaired. The Directors have reviewed the estimated value of the licences and have
concluded that no impairment charge is necessary.
Decommissioning
Where the Group has decommissioning obligations in respect of its assets, the full extent to which the provision
is required depends on the legal requirements at the time of decommissioning, the costs and timing of any
decommissioning works and the discount rate applied to such costs.

Estimate impairment of goodwill
Goodwill has a carrying value at 31 December 2010 of $360,918 (2009: $367,051). The Group tests annually
whether goodwill has suffered any impairment in accordance with the accounting policy stated in Note 2.3.
Management have concluded that there is no impairment charge necessary to the carrying value of goodwill.

Estimated provision for impairment of trade and other receivables
Trade and other receivables have a carrying value at 31 December 2010 of $66,200 (2009: $73,047). The Group
maintains allowances for impairment losses at a level considered adequate to provide for possible losses on
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uncollectible receivables. Provisions are made for an account specifically identified to be doubtful of
collection.

Estimated useful lives of property, plant and equipment
Useful lives are based on industry standards and historical experience which are subjected to yearly evaluation.
For leasehold improvements, the Group’s considerations include lease period of the agreement. Management
review property, plant and equipment at each balance sheet date to determine whether there are any indications of
impairment. If any such indication exists, an estimate of the recoverable amount is performed, and an impairment
loss is recognised to the extent that the carrying amount exceeds the recoverable amount.

Share based payments
The Group has made awards of options and warrants over its unissued capital. The valuation of these options and
warrants involves making a number of estimates relating to price volatility, future dividend yields, expected life
and forfeiture rates.

5
SEGMENTAL INFORMATION
The Group operates in two geographical areas, the United Kingdom and the United States of America. Activities
in the UK are mainly administrative in nature whilst the activities in the United States of America relate to
exploration and production from oil and gas wells. The reports reviewed by the Board of Directors that are used
to make strategic decisions are based on these geographical segments. In 2008 the Group’s operations were
exclusively located within the USA and as a result no segmental analysis is presented for the period.
Year ended 31 December 2010
Intrasegment
USA
UK
balances
US $
US $
US $
238,097
–
–
147,873
–
–
(50,406)
(8,708)
–

Revenue from external customers
Gross profit
Operating loss

Depreciation
Capital expenditure
Total assets
Total liabilities

83,916
37,375
1,399,773
98,036

–
–
3,836,566
493,248

–
–
(3,707,638)
(44,741)

Year ended 31 December 2009
Intrasegment
USA
UK
balances
US $
US $
US $
155,452
–
–
111,762
–
–
(16,883)
(46,166)
–

Revenue from external customers
Gross profit
Operating loss
Depreciation
Capital expenditure
Total assets
Total liabilities

18,082
347,635
1,469,880
117,736

–
–
3,986,166
575,736

–
–
(3,725,899)
–

Total
US $
238,097
147,873
(59,114)

83,916
37,375
1,528,701
546,543

Total
US $
155,452
111,762
(63,049)

18,082
347,635
1,730,147
693,472
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A reconciliation of the operating loss to loss before taxation is provided as follows:

Operating loss for reportable segments
Finance income
Finance costs
Loss before tax

Year ended Year ended
31 December 31 December
2010
2009
US $
US $
(59,114)
(63,049)
–
2,287
–
(16,775)
(59,114)

(77,537)

The amounts provided to the Board of Directors with respect to total assets are measured in a manner consistent
with that of the Financial Information. These assets are allocated based on the operations of the segment and
physical location of the asset. Goodwill recognised by the Group is managed centrally and is not considered to be
a segmental asset.
Reportable segments’ assets are reconciled to total assets as follows:

Year ended Year ended
31 December 31 December
2010
2009
US $
US $
1,528,701
1,730,147
360,918
367,051

Segmental assets for reportable segments
Unallocated: goodwill
Total assets per balance sheet

1,889,619

2,097,198

Information about major customers
Revenues of approximately $101,718 and $33,475 are derived from two external operators. These revenues were
all generated in the USA.

6

OPERATING LOSS

Loss from operating activities is stated after charging:
Auditors’ remuneration
– audit of parent company and consolidated financial statements
– other services pursuant to legislation
– acquisition and re-admission to PLUS
Depreciation

2010
US $

2009
US $

2008
US $

20,077
16,988
–
83,916

21,836
11,074
79,630
18,082

3,747
2,044
–
4,590

The fee payable for work undertaken on the acquisition and re-admission to PLUS has been charged to the merger
reserve.
7
STAFF COSTS
The Group incurred no staff costs during 2010, 2009 and 2008.

Directors’ Emoluments
The Directors’ aggregate emoluments in respect of qualifying services were:
Directors’ fees

2010
US $
–

2009
US $
11,405

2008
US $
–

All Directors’ fees, including 2009, have now been waived.
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The average monthly number of staff, including the Directors, during the financial year was as follows:
2010
No.
5

Administrative and managerial

2009
No.
5

2008
No.
3

8
TAXATION
Tax charge for the period

The tax charge for the period is $Nil (2009: $Nil, 2008: $Nil).
Factors affecting the tax charge for the period
The tax charge for each period is explained below:

Loss for the period before taxation

Loss for the period before tax multiplied by the standard rate
of UK corporation tax of 28% (2009: 28%, 2008: 28.75%)
Tax losses carried forward – US
Tax losses carried forward – UK
IFRS adjustments

2010
US $
(59,114)

2009
US $
(77,537)

2008
US $
(23,620)

(16,552)
5,246
2,438
8,868

(21,710)
13,979
12,286
(4,555)

(6,791)
2,772
–
4,019

–

–

–

The Group has tax losses of approximately $241,821 (2009: losses of $214,378, 2008: Magnolia Petroleum Inc.
losses $9,641) available to carry forward against future taxable profits. A deferred tax asset has not been
recognized because of uncertainty over the timing of future taxable profits against which the losses may be offset.
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9
PROPERTY, PLANT AND EQUIPMENT
Group

Producing
properties
US $

Drilling
costs and
equipment
US $

At 31 December 2008

133,055

5,108

138,163

At 31 December 2009

133,055

86,923

219,978

Cost
At 2 July 2008
Additions

–
133,055

Additions

–

Additions
Transferred from intangible assets

–
190,835

–
5,108

81,815

12,928
298,755

Total
US $

–
138,163
81,815

12,928
489,590

At 31 December 2010

323,890

398,606

722,496

Depreciation
At 2 July 2008
Charge for the period

–
4,435

–
155

–
4,590

At 31 December 2008

4,435

Charge for the period

13,306

At 31 December 2009

17,741

Charge for the period

30,046

At 31 December 2010

4,776

4,931

53,870

47,787

58,801

115,314

81,992

Net Book Amount at 31 December 2008

128,620

Net Book Amount at 31 December 2010

276,103

Net Book Amount at 31 December 2009

155

4,953

339,805

4,590

18,082

22,672

83,916

106,588

133,573

197,306

615,908

Transfers from intangible assets represent licence areas where production has commenced together with drilling
costs associated with these licences.
Depreciation expense of $30,046 (2009: $13,306, 2008: $4,435) has been charged in cost of sales and $53,870
(2009: $4,776, 2008: $155) in administrative expenses.
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10
INTANGIBLE ASSETS
Group
Cost
At 2 July 2008
Additions

Goodwill
US $

Drilling
costs
US $

–

21,376

927,017

287,196

927,017

1,581,264

749,070

1,109,988

–
–

At 31 December 2008

Additions
Exchange movements

372,326
(5,275)

At 31 December 2009

367,051

As at 31 December 2010

360,918

Additions
Transferred to property, plant and equipment
Exchange movements

–
–
(6,133)

–
21,376

265,820
–

11,559
(298,755)
–
–

Mineral
leases
US $

–
927,017
–
–

12,888
(190,835)
–

Total
US $

–
948,393

948,393

638,146
(5,275)

24,447
(489,590)
(6,133)

Amortisation
At 2 July 2008
Charge for the period

–
–

–
–

–
–

–
–

Charge for the period

–

–

–

–

At 1 January 2009

–

At 31 December 2009

–

Charge for the period

–

At 31 December 2010

–

Net Book Amount at 31 December 2008

–

Net Book Amount at 31 December 2009

367,051

Net Book Amount at 31 December 2010

360,918

–
–
–
–

21,376

287,196
–

–
–
–
–

927,017

927,017

749,070

–
–
–
–

948,393

1,581,264

1,109,988

Impairment review
Drilling costs and mineral leases represent acquired intangible assets with an indefinite useful life and are tested
annually for impairment. As disclosed within Accounting Policies, expenditure incurred on the acquisition of
mineral leases is capitalised within intangible assets until such time as the exploration phase is complete or
commercial reserves have been discovered. Exploration expenditure including drilling costs are capitalised on a
well by well basis if the results indicate the existence of a commercially viable level of reserves.

The directors have undertaken a review to assess whether circumstances exist which could indicate the existence
of impairment as follows:
•

•
•

The Group no longer has title to the mineral lease.

A decision has been taken by the Board to discontinue exploration due to the absence of a commercial level
of reserves.

Sufficient data exists to indicate that the costs incurred will not be fully recovered from future development
and participation.

Following their assessment the directors concluded that no impairment of drilling costs or mineral leases arose as
at 31 December 2010, 2009 or 2008.

The directors believe that no impairment is necessary on the carrying value of goodwill. Goodwill arose on the
reverse acquisition of Magnolia Petroleum Plc. The goodwill represents the value of the parent company being a
quoted entity to Magnolia Petroleum Inc.
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11

TRADE AND OTHER RECEIVABLES

2010
US $
31,498
29,438
5,264

Trade receivables
Other receivables
Prepayment
Total

66,200

2009
US $
37,556
27,111
8,380

73,047

2008
US $
27,937
498
–

28,435

Trade receivables comprise customer receivables in credit. The Group retains all risks associated with these
receivables until fully recovered.
As at 31 December 2010, trade receivables of $31,498 (2009: $37,556; 2008: $27,937) were fully performing.

The carrying amounts of the Group’s trade and other receivables are denominated in the following currencies:
2010
US $
34,702
31,498

UK Pounds
US Dollar

66,200

2009
US $
34,997
38,050
73,047

2008
US $
–
28,435
28,435

The maximum exposure to credit risk at the reporting date is the carrying value of each class of receivable
mentioned above. The Group does not hold any collateral as security.
12

CASH AND CASH EQUIVALENTS

2010
US $
97,523

Cash at bank

Cash and cash equivalents
13

SHARE CAPITAL AND PREMIUM

Authorised
As at 31 December 2008
Increase in the year

At 31 December 2009 and 2010

97,523

Ordinary shares
Number of
Nominal
shares
Value
£
200,000,000
200,000
9,800,000,000
9,800,000

10,000,000,000

10,000,000

2009
US $
245,581

245,581

2008
US $
2,873

2,873

Redeemable Shares
Number of
Nominal
shares
Value
£
3,000,000
30,000
–
–
3,000,000

30,000

The par value of the ordinary shares is 0.1p per share and redeemable shares is 1 penny per share.

Redeemable shares rank pari passu with the ordinary shares save that they are redeemable at par at the option of
the Company at any time. The holders of ordinary shares and redeemable shares are entitled, pari passu amongst
themselves, to the profits of the Company available for distribution to be distributed according to the amounts paid
up on such ordinary shares or redeemable shares.

111

Job No.: 9516
Customer: Magnolia

Proof Event: 5
Project Title: Admission Document

Park Communications Ltd Alpine Way London E6 6LA
T: 020 7055 6500 F: 020 7055 6600

13

SHARE CAPITAL AND PREMIUM (continued)

Number of
shares

Allotted, called-up and fully paid
At 2 July 2008

100

Ordinary
shares
US $
1

3,076,923

5,105

At 31 December 2008
Reverse acquisition
Existing shares of Magnolia Petroleum Plc
Consideration shares
Placing shares

100
(100)
88,000,000
228,000,000
21,961,518

At 31 December 2009

341,038,441

Fee shares

At 31 December 2010

341,038,441

1
(1)
167,520
378,275
36,436

587,336

587,336

Share
premium
US $
658,249

658,249
(658,249)
888,337
–
398,387
61,259

1,347,983

1,347,983

Under reverse acquisition accounting, the equity structure appearing in the consolidated Financial Information
shall reflect the equity structure of the legal parent, including the equity instruments issued by the legal parent to
effect the combination.
Share options and warrants
Share options and warrants outstanding and exercisable at the end of the year have the following expiry dates and
exercise prices:
Exercise
price in
£ per share
0.020
0.013

Expiry date
23 April 2011
23 October 2014

No. Options/warrants

2010
10,980,759
52,820,768
63,801,527

2009
10,980,759
52,820,768
63,801,527

2008
–
12,800,000
12,800,000

The options and warrants are exercisable starting immediately from the date of grant and lapse between one and
five years from the date of grant. The Company has no legal or constructive obligation to settle or repurchase the
warrants or options in cash.

Outstanding at
beginning of period
Granted/Issued
during the period
Outstanding at
end of period

Exercisable at
end of period

Year ended
31 December 2010
No. of
Weighted
options
average
and
exercise
warrants
price
(in pence)

63,801,527

1.42
–

63,801,527
63,801,527

–

Year ended
31 December 2009
No. of
Weighted
options
average
and
exercise
warrants
price
(in pence)

12,800,000

Year ended
31 December 2008
No. of
Weighted
options
average
and
exercise
warrants
price
(in pence)

51,001,527

1.00

1.45

12,800,000

1.00

1.42

63,801,527

1.42

12,800,000

1.00

1.42

63,801,527

1.42

12,800,000

1.00

–

–

The warrants and options outstanding at 31 December 2010 had a weighted average remaining contractual life of
3.2 years.
No options or warrants were exercised during the periods.
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13
SHARE CAPITAL AND PREMIUM (continued)
The fair value of the share options and warrants was determined using the Black Scholes valuation model. The
parameters used are detailed below:
17 October
2006
4,000,000
0.80p
1.3p
Nil
5
2.5%
10%
Nil
0.0048p
Nil
Nil

Shares under option
Share price at grant date (pence)
Exercise price
Exercisable from (years)
Option life (years)
Risk free rate
Expected volatility
Expected dividend
Fair value per option granted (pence)
Forfeiture rate
Marketability discount

18 October
2006
8,800,000
0.80p
1.3p
Nil
5
2.5%
10%
Nil
0.0048p
Nil
Nil

23 October
2009
40,020,768
0.80p
1.3p
Nil
5
2.77%
30.79%
Nil
0.1249p
Nil
20%

23 October
2009
10,980,759
0.80p
2p
Nil
1.5
2.77%
30.79%
Nil
0.0016p
Nil
20%

The warrants issued on 17 October 2006 and 18 October 2006 originally had an exercise price of 1p per share.
This was amended to 1.3p per share on 17 September 2009. The warrants are exercisable at any time until
23 October 2014.

The expected volatility is based on historical volatility for the 6 months prior to the date of granting. The risk free
rate of return is based on zero yield government bonds for a term consistent with the option life.

14

TRADE AND OTHER PAYABLES

2010
US $

Non-current
Trade and other payables
Accrued expenses

2008
US $

454,623

–

–
–

325,781
128,842

332,431
–
124
213,988

157,513
–
126
81,210

–

Current
Trade and other payables
Financial liabilities – borrowings
Social security and other taxes
Accrued expenses

2009
US $

546,543
546,543

238,849
693,472

–
–

66,454
402,822
–
9,368

478,644
478,644

Borrowings consisted of a loan note repayable to Enerlex Inc. on the earlier of 1 December 2009 and the 14th day
following the re-admission of the share capital of the Company to trading on the PLUS-quoted market. The loan
note had a coupon rate of 5 per cent. per annum.

The fair value of current borrowings equals their carrying amount, as the impact of discounting is not significant.
All borrowings are denominated in US Dollars.
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15

EXPENSES BY NATURE

2010
US $
51,000
151
76,669
79,167

Management fees
Consulting fees
Legal, professional and compliance costs
Other costs

Total administrative expenses
16

Finance Income and Costs

Finance costs
Interest on borrowings

Finance income
Interest income on bank deposits

Net finance costs

2008
US $
–
–
36,416
–

206,987

176,793

36,416

2010
US $

2009
US $

2008
US $

–

Total finance costs

2009
US $
40,000
47,175
62,599
27,019

(16,775)

–

(16,775)

–

2,287

–

(14,488)

(9,368)

(9,368)
–

(9,368)

17
LOSS PER SHARE
The calculation of the basic loss per share of 0.02 cents per share (31 December 2009 loss per share: 0.03 cents;
December 2008 loss per share: 0.01 cents) is based on the loss attributable to ordinary shareholders of $59,114
(31 December 2009 loss: $77,537; 31 December 2008 loss: $23,620) and on the weighted average number of
ordinary shares of 341,038,441 (31 December 2009: 251,549,675; 31 December 2008: 228,000,000) in issue
during the period.

In accordance with IAS 33, no diluted earnings per share is presented as the effect on the exercise of share options
would be to decrease the loss per share.

Details of share options and warrants that could potentially dilute earnings per share in future periods are set out
in Note13.

18
TREASURY POLICY AND FINANCIAL INSTRUMENTS
The Company and Group operates informal treasury policies which include ongoing assessments of interest rate
management and borrowing policy. The Board approves all decisions on treasury policy.
The Company has financed its activities by the raising of funds through the placing of shares. There are no
material differences between the book value and fair value of the financial assets.
19
RELATED PARTY TRANSACTIONS
Transactions with Group undertakings
All Group transactions were eliminated on consolidation.

Transactions with Enerlex
Steven Snead and his wife are interested in 100 per cent. of the issued share capital of Enerlex Inc. (“Enerlex”).
Both Steven Snead and his wife are shareholders of the Company and Steven Snead is a director. Under the
Enerlex Services Agreement, Enerlex agreed to provide executives, staff, premises and business services to
Magnolia Petroleum Inc. to enable it to acquire, manage and develop its drilling and working interests business.
Enerlex provide 50 per cent. of the working time of Steven Snead as Chief Executive Officer, of Rita Whittington
as Operations Manager and of Ronald Harwood as Chief Financial Officer, as well as the use of other unnamed
personnel who may be required for the performance of the above services. The Enerlex Services Agreement runs
for a fixed period of one year renewable in the twelfth month of each year for a further year by agreement.
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19
RELATED PARTY TRANSACTIONS (continued)
During 2010 Enerlex agreed to waive the balance of the unpaid fees for the year ended 31 December 2010 in
relation to this service agreement. Service fees from Enerlex of $51,000 (2009: $40,000; 2008: $Nil) were
invoiced and paid during 2010. Fees of $189,000 (2009: $Nil) were waived.

During the year ended 31 December 2010 the Group paid Enerlex $Nil (2009: $15,258) for various administrative
and operating costs incurred on behalf of the Group.
At 31 December 2010 accrued interest of $26,143 (2009: $26,143) was due to Enerlex in relation to a loan granted
to the Company which was repaid in full in October 2009. No interest was charged by Enerlex during the year
(2009: $16,775; 2008: $9,368).
Enerlex granted the Group the participation rights covering 11.28065 acres in Oklahoma during the year ended
31 December 2010. These licences were transferred to the Group for $Nil consideration.
At 31 December 2010 the total accrued remuneration to Directors was $11,212 (2009: $11,405; 2008: $Nil).

In 2010 all Directors agreed to waive their services fees for the year ended 31 December 2010 and the year ended
31 December 2009.

20
ULTIMATE CONTROLLING PARTY
As at the Balance Sheet date, the ultimate controlling party was Steven Snead by virtue of his controlling
shareholding in the Group.
21
POST BALANCE SHEET EVENTS
At the date of re-admission to PLUS on 23 October 2009, the Company entered into deferred payment plans with
certain creditors totalling $454,623 at that date. Under the original terms of the deferral agreement the balances
were repayable on 23 April 2011.

As at 31 December 2010 the amounts included in current liabilities within trade and other payables in relation to
these agreements amounted to $408,486. Since the balance sheet date the Company has paid $25,000 in full and
final settlement of amounts due with an aggregate value of $103,335. The Company has agreed revised terms with
the remaining creditors with an aggregate value of $305,151 whereby the repayment date of their outstanding
balances has been extended to 23 April 2013.

22
CAPITAL MANAGEMENT POLICIES
The Group and Company’s capital management objectives are:
•

•

to ensure the Group’s and Company’s ability to continue as a going concern; and

to provide an adequate return to shareholders.

The Group and Company monitor capital on the basis of the carrying amount of equity less cash and cash
equivalents as presented on the face of the balance sheet.
Although the Group and Company are not constrained by any externally imposed capital requirements, its goal is
to maximise their capital-to-overall financing structure ratio.

The Group and Company set the amount of capital in proportion to its overall financing structure and manage their
capital structure and make adjustments to it in the light of changes in economic conditions and the risk
characteristics of the underlying assets.

23
AUDITORS
The financial information of Magnolia Petroleum plc in respect of the years ended 31 December 2010,
31 December 2009 and 31 December 2008 were audited by Littlejohn LLP, Chartered Accountants and Registered
Auditors. The audit report to the Statutory Financial Statements was unqualified but included an emphasis of
matter in relation to going concern. Littlejohn LLP’s address is 1 Westferry Circus, Canary Wharf, London
E14 4HD.
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PART IV – C

The following is the text of the unaudited interim financial statements of Magnolia Petroleum plc for the six
months ended 30 June 2011. The interim results have not been reviewed by Littlejohn LLP, reporting accountants.

CONDENSED CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
6 months ended 30 June 2011
6 months to
6 months to
30 June 2011 30 June 2010
Unaudited
Unaudited
Note
US $
US $
Continuing Operations
Revenue
123,238
93,266
Operating expenses
(75,938)
(32,751)
Gross Profit

47,300

Administrative expenses
Impairment of mineral leases

(65,069)
(122,619)

60,515

(179,095)
–

Operating Loss

(140,388)

Loss from ordinary activities before tax

(140,388)

(118,580)

Loss for the period attributable to the equity holders
of the Company

(140,388)

(118,580)

Finance income
Finance costs

–
–

Taxation

–

Other comprehensive income:
Exchange differences on translating foreign operations

1,194

Total comprehensive income for the period attributable to the
equity holders of the Company

Loss per share attributable to the equity holders
of the Company (expressed in cents per share) –
basic and diluted

4

(118,580)
–
–
–

(2,262)

(139,194)

(120,842)

(0.04)

(0.03)

116

Job No.: 9516
Customer: Magnolia

Proof Event: 6
Project Title: Admission Document

Park Communications Ltd Alpine Way London E6 6LA
T: 020 7055 6500 F: 020 7055 6600

CONDENSED CONSOLIDATED BALANCE SHEET
As at 30 June 2011

ASSETS
Non-Current Assets
Property, plant and equipment
Intangible assets

Total Non-Current Assets

30 June 31 December
2011
2010
Unaudited
Audited
US $
US $
821,322
861,861

615,908
1,109,988

66,738
16,256

66,200
97,523

1,683,183

Current Assets
Trade and other receivables
Cash and cash equivalents

Total Current Assets

82,994

Total Assets

EQUITY & LIABILITIES
Equity
Called up share capital
Share premium account
Warrants and options reserve
Merger reserve
Reverse acquisition reserve
Translation reserve
Retained earnings

Total Equity – Capital and Reserves

1,889,619

587,336
1,347,983
66,603
1,867,790
(2,250,672)
(114,499)
(300,659)

587,336
1,347,983
66,603
1,867,790
(2,250,672)
(115,693)
(160,271)

562,295

Total Current Liabilities

562,295

Total Equity and Liabilities

163,723

1,766,177

1,203,882

Current Liabilities
Trade and other payables

1,725,896

1,766,177

1,343,076
546,543

546,543

1,889,619
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CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
Share
Capital
US $

Share
Premium
US $

Merger
Reserve
US $

As at 1 January 2010
587,336
Comprehensive income
Loss for the period
–
Other comprehensive income
Currency translation
differences
–

1,347,983

1,867,790

–

–

–

Total comprehensive income
for the period

–

–

Warrants
and
Reverse
Options Acquisition Translation
Reserve
Reserve
Reserve
US $
US $
US $
66,603 (2,250,672)

Retained
Earnings
US $

Total
US $

(114,157)

(101,157)

1,403,726

–

–

–

(118,580)

(118,580)

–

–

–

(2,262)

–

(2,262)

–

–

–

(2,262)

(118,580)

(120,842)

As at 30 June 2010

587,336

1,347,983

1,867,790

66,603 (2,250,672)

(116,419)

(219,737)

1,282,884

As at 1 January 2011
Comprehensive income
Loss for the period
Other comprehensive
income
Currency translation
differences

587,336

1,347,983

1,867,790

66,603 (2,250,672)

(115,693)

–

(160,271)

(140,388)

1,343,076

–

–

–

–

–

Total comprehensive income
for the period
As at 30 June 2011

587,336

–

1,347,983

–

–

–

–

–

–

1,194

–

1,194

–

–

–

1,194

(140,388)

(139,194)

1,867,790

66,603 (2,250,672)

(114,499)

(300,659)

(140,388)

1,203,882
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CONDENSED CONSOLIDATED CASH FLOW STATEMENT
6 months ended 30 June 2011

Cash inflow/(outflow) from operating activities
Loss before tax
Depreciation and amortisation
Impairment of mineral leases
Exchange difference
Loss on disposal of intangible assets
Decrease in trade and other receivables
Increase/(decrease) in trade and other payables

6 months to
6 months to
30 June 2011 30 June 2010
Unaudited
Unaudited
US $
US $
(140,388)
56,236
122,619
1,032
–
166
4,073

Net cash inflow/(outflow) from operating activities

43,738

Cash flows from investing activities
Purchases of intangible assets
Purchases of property, plant and equipment

–
(127,893)

Net cash used in investing activities

(127,893)

Net decrease in cash and cash equivalents

Cash and cash equivalents at the beginning of the period

Exchange gain/(loss) on cash and cash equivalents

Cash and cash equivalents at the end of the period

(118,580)
11,094
–
–
29,808
26,139
(63,910)

(115,449)

(6,888)
(1,901)

(8,789)

(84,155)

(124,238)

2,888

(10,952)

97,523

16,256

245,581

110,391
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NOTES TO THE UNAUDITED INTERIM RESULTS
1.
General information
The principal activity of the Group is the acquisition, exploration and development of oil and gas properties
primarily located onshore in the United States.

The address of its registered office is The Fitzpatrick Building, 188-194 York Way, London N7 9AS.

2.
Basis of preparation
The condensed consolidated interim financial statements have been prepared in accordance with the requirements
of the PLUS Rules for Issuers. As permitted, the Company has chosen not to adopt IAS 34 “Interim Financial
Statements” in preparing this interim financial information. The condensed interim financial statements should be
read in conjunction with the annual financial statements for the year ended 31 December 2010, which have been
prepared in accordance with International Financial Reporting Standards (IFRS) as adopted by the European
Union.

The interim financial information set out above does not constitute statutory accounts within the meaning of the
Companies Act 2006. It has been prepared on a going concern basis in accordance with the recognition and
measurement criteria of International Financial Reporting Standards (IFRS) as adopted by the European Union.
Statutory financial statements for the year ended 31 December 2010 were approved by the Board of Directors on
31 May 2011 and delivered to the Registrar of Companies. The report of the auditors on those financial statements
was unqualified, but included an emphasis of matter in relation to going concern.

3.
Accounting policies
The same accounting policies, presentation and methods of computation are followed in this condensed
consolidated financial information as were applied in the preparation of the Company’s annual audited financial
statements for the year ended 31 December 2010.
The presentational currency of the Group is US dollars.

4.
Loss per share – basic and diluted
The calculation of loss per share is based on a loss of $140,388 for the 6 months ended 30 June 2011 (6 months
ended 30 June 2010: loss $118,580) and the weighted average number of shares in issue in the period to 30 June
2011 of 341,038,441 (30 June 2010: 341,038,441).
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PART V

1.
1.1.

1.2.

2.
2.1.

2.2.
2.3.
2.4.
2.5.
2.6
3.
3.1.
3.2.

3.3.

3.4.

ADDITIONAL INFORMATION

Responsibility statements
The Company and the Directors, whose names appear on page 5 of this Document, accept responsibility
for the information contained in this Document including individual and collective responsibility for
compliance with the AIM Rules. To the best of the knowledge and belief of the Company and the Directors
(who have taken all reasonable care to ensure that such is the case) the information contained in this
Document for which they are responsible is in accordance with the facts and there are no other facts the
omission of which is likely to affect the import of such information.
Moyes & Co., whose registered office is at 8235 Douglas Avenue, Suite 1221, Dallas, USA, accepts
responsibility for the information contained in its report in Part III of this Document. To the best of the
knowledge of Moyes & Co. (who have taken all reasonable care to ensure that such is the case) the
information contained in its report in Part III of this Document is in accordance with the facts and does not
omit anything likely to affect the import of such information.

Incorporation and registration
The Company was incorporated in England and Wales with registration number 5566066 on 16 September
2005 as a public limited company with the name Fairholt Media Plc. The Company changed its name to
Fairholt Resource Investments Plc on 13 October 2006, and changed its name to Magnolia Petroleum Plc
on 22 October 2009. The principal legislation under which the Company now operates is the 2006 Act and
the regulations made under the 2006 Act. The liability of the members of the Company is limited.

On 27 September 2005, the Company was issued with a certificate permitting it to commence business and
borrow under section 117(1) of the Act.

The registered office of the Company is at The Fitzpatrick Building, 188-194 York Way, London N7 9AS,
and its telephone number is 001 918 449 8750.

The Company has no administrative, management or supervisory bodies other than the Board of Directors,
the remuneration committee and the audit committee, all of whose members are Directors, and details of
which committees are set out in paragraph 17 of Part I of this Document.

The Company’s auditors during the period covered by the historical financial information set out in Part
IV of this Document were Littlejohn LLP of 1 Westferry Circus, Canary Wharf, London E14 4HD, who
are members of the Institute of Chartered Accountants in England and Wales.

The Company’s principal activity following Admission will be acting as the holding company of Magnolia,
and providing management services to Magnolia.
Securities being offered/admitted
The Ordinary Shares that will be admitted to trading on AIM will be ordinary shares of 0.1p each in the
capital of the Company created under the Act and issued in British Pounds Sterling. The ISIN of the
Ordinary Shares is GB00B1G3RY22.

The Ordinary Shares may be held in certificated form or under the CREST system, which is a paperless
settlement procedure enabling securities to be evidenced and transferred otherwise than by a written
instrument in accordance with the CREST Regulations. The Company’s registrars, Share Registrars Ltd,
Suite E, First Floor, 9 Lion & Lamb Yard, Farnham, Surrey GU9 7LL are responsible for keeping the
Company’s register of members.
The dividend and voting rights attaching to the Ordinary Shares are set out in paragraph 6 of this Part V.

Pursuant to a resolution passed at the annual general meeting of the Company on 30 September 2011:

3.4.1. The Directors were generally and unconditionally authorised under section 551 of the 2006 Act to
exercise all the powers of the Company to allot shares in the Company or grant rights to subscribe
for or to convert any security into shares in the Company (“Rights”) within the meaning of that
section on and subject to such terms as the Directors may determine up to an aggregate nominal
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amount of £1,000,000 such authority unless previously renewed, revoked or varied to expire on
30 June 2012 save that the Company may before such expiry make an offer or agreement which
would or might require relevant securities to be allotted after such expiry and the directors may allot
relevant securities under such an offer or agreement as if the authority conferred hereby had not
expired;

3.4.2. The Directors were empowered under section 570 of the 2006 Act to allot equity securities (within
the meaning of section 560 of the 2006 Act) for cash under the general authority already given as
if sub-section 561(1) of the 2006 Act did not apply to any such allotment, provided that this power
be limited to:
(a)

(b)
3.5.
3.6.
3.7.

3.8.
3.9.

the allotment of equity securities in connection with an offer of such securities to holders of
ordinary shares where the equity securities for which ordinary shares are respectively
entitled to subscribe are proportionate (as nearly as may be) to the respective numbers of
ordinary shares held by them, but subject to such exclusions or other arrangements as the
Directors may deem necessary or expedient in relation to fractional entitlements or any legal
or practical problems under the laws of any overseas territory or the requirements of any
regulatory body or stock exchange; and

the allotment (otherwise than under sub-paragraph (a) above) of equity securities up to an
aggregate nominal value of £1,000,000.

The holders of Ordinary Shares have no right to share in the profits of the Company other than through a
dividend, distribution or return of capital, further details of which are set out in paragraph 6 below.

Each Ordinary Share is entitled on a pari passu basis with all other issued Ordinary Shares to share in any
surplus on a liquidation of the Company.
The Ordinary Shares have no redemption or conversion provisions.

It is anticipated that the Placing Shares and Subscription Shares will be issued on 25 November 2011, the
expected date of Admission.

The Ordinary Shares are freely transferable provided that such shares are fully paid, the Company has no
lien over such shares, the instrument of transfer is duly stamped, is in favour of not more than four joint
transferees and is in respect of only one class of shares.

3.10. The Company’s place of central management and control is not within the United Kingdom, the Channel
Islands nor the Isle of Man, and accordingly the Company is not subject to the City Code. Consequently,
any person or persons acting in concert will be able to acquire shares in the Company, which, when taken
together with the shares already held by them, carry 30 per cent. or more of the voting rights in the
Company without being required to make a general offer for the entire issued share capital of the Company
under Rule 9 of the City Code. Additionally, any party intending to acquire all or a substantial part of the
issued share capital of the Company will not be obliged to comply with the provisions of the City Code as
to announcements, equality of treatment for shareholders or as to the value and type of consideration
offered, and will not be subject to the scrutiny and sanctions of the Panel.
3.11. A Shareholder is required pursuant to Rule 5 of the Disclosure and Transparency Rules of the FSA to notify
the Company when his shareholding reaches, falls below or exceeds 3 per cent. of the voting rights of the
Company and on crossing each 1 per cent. threshold over 3 per cent. thereafter.

4.
4.1.

Share capital of the Company
The authorised and issued and fully paid up share capital of the Company as at 31 December 2010 was as
follows:
Authorised share capital
£
Number
10,000,000
10,000,000,000
30,000
3,000,000

Issued and fully paid up share capital
£
Number
Ordinary Shares
341,038
341,038,441
Redeemable Shares
Nil
Nil
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4.2.

4.3.
4.4.
4.5.
4.6.
4.7.
4.8.
4.9.

The authorised and issued and fully paid up share capital of the Company following the Placing,
Subscription and Admission will be as follows:

Authorised share capital
£
Number
10,000,000
10,000,000,000
30,000
3,000,000

Issued and fully paid up share capital
£
Number
Ordinary Shares
559,220.26
559,220,261
Redeemable Shares
Nil
Nil

The Placing Shares and Subscription Shares (in total 218,181,820 Ordinary Shares) will represent
39 per cent. of the Enlarged Share Capital.
The par value of each Ordinary Share is 0.1p.

The par value of the Redeemable Shares is 1p.

The Company has no issued Ordinary Shares that are not fully paid up.

On incorporation, the share capital of the Company was £230,000 divided into 200,000,000 Ordinary
Shares and 3,000,000 Redeemable Shares, of which two Ordinary Shares were issued to the subscribers to
the Company’s Memorandum of Association.

Since incorporation, the only change in the Company’s authorised share capital has been that on 22 October
2009, it was increased to £10,030,000 by the creation of 9,800,000,000 Ordinary Shares.
Since incorporation, there have been the following changes in the issued share capital of the Company:

4.9.1. on 3 October 2005, the Company issued 19,999,998 Ordinary Shares at par fully paid and
3,000,000 Redeemable Shares at par that were one-quarter paid up;

4.9.2. on 18 October 2006 the Company issued 8,000,000 Ordinary Shares at par to Sunvest Corporation
Limited;

4.9.3

On 7 December 2006 the Redeemable Shares were redeemed by the Company at par and were
cancelled immediately upon redemption (this was a breach of the Companies Act 1985, and if
challenged would have to be remedied);

4.9.4. on 11 December 2006, the Company issued 60,000,000 Ordinary Shares pursuant to an Offer for
Subscription at 1p per share;

4.9.5. on 23 October 2009, the Company issued 228,000,000 Ordinary Shares to the vendors of shares in
Magnolia;

4.9.6. on 23 October 2009, the Company issued 25,038,441 Ordinary Shares pursuant to a placing and in
payment of fees.

4.10. Save as disclosed in paragraph 4.9 above, there has been no issue of share capital of the Company since
its incorporation.

4.11. By deeds of warrant dated 18 October 2006, the Company granted 4,400,000 warrants to each of Gavin
Burnell and Toby Howell conditional on PLUS Admission. With the resignation of Toby Howell as a
director of the Company on 26 June 2008, his 4,400,000 warrants were transferred to John Cubitt. By deed
of warrant dated 17 October 2006, the Company granted 4,000,000 warrants to Sunvest Corporation
Limited conditional on PLUS Admission. These Warrants were all exercisable at any time until 5pm on
23 October 2014, such exercise period having been extended to the seventh anniversary of Admission
under the terms of the Deferral Amendment Agreement described in paragraph 11.7 of this Part V.

4.12. By a warrant dated 17 September 2009, the Company granted Ruegg & Co. Limited a warrant to subscribe
for 6,820,768 Ordinary Shares at a price of 1.3p per share at any time until 23 October 2014, such exercise
period having been extended to the seventh anniversary of Admission under the terms of the Deferral
Amendment Agreement described in paragraph 11.7. This warrant has been assigned to Gavin Burnell.

4.13. On 23 October 2009, the Company issued options to the vendors of the shares in Magnolia entitling them
in total to subscribe for up to 33,200,000 Ordinary Shares at 1.3p per share at any time until 5pm on
23 October 2014, such exercise period having been extended to the seventh anniversary of Admission
under the terms of the Deferral Amendment Agreement described in paragraph 11.7 of this Part V.
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4.14. On 23 October 2009, the Company issued placing warrants to the placees in the placing referred to in
paragraph 4.9.6 above entitling them in total to subscribe for 10,980,759 Ordinary Shares at a price of 2p
per share at any time until 5pm on 23 April 2011. All of such placing warrants have expired without
exercise.
4.15. No shares of the Company are currently in issue with a fixed date on which entitlement to a dividend arises,
and there are no arrangements in force whereby future dividends are waived or agreed to be waived.

4.16. Save as disclosed in this Document:

4.16.1. no share or loan capital of the Company has been issued or is proposed to be issued;

4.16.2. there are currently no outstanding convertible securities, exchangeable securities or securities with
warrants issued by the Company;
4.16.3. there are no shares in the Company not representing capital;

4.16.4. there are no shares in the Company held by or on behalf of the Company itself or Magnolia;

4.16.5. there are no acquisition rights and/or obligations over authorised but unissued share capital of the
Company and the Company has given no undertaking to increase its share capital;
4.16.6. no person has any preferential or subscription rights for any share capital of the Company; and

4.16.7. no share or loan capital of the Company or any member of the Group is under option or agreed
conditionally or unconditionally to be put under option.

5.
The Group
The Company currently has one wholly-owned subsidiary, being Magnolia Petroleum Inc., incorporated in
Oklahoma, United States of America, held directly held by the Company.
6.
6.1

6.2

Memorandum and Articles of Association, and squeeze out and sell out provisions
Memorandum of Association
The Memorandum of Association of the Company provides that its principal object and purpose is to carry
on the business a general commercial company. Its objects and purposes are set out in full in clause 4 of
the Memorandum of Association.
Articles of Association
The Company’s Articles of Association include provisions to the following effect:

Ordinary Shares and Redeemable Shares
The ordinary shares shall rank pari passu in all respects, and the holders shall be entitled to attend and vote
at general meetings. Redeemable shares maybe issued by special resolution.

Variation of rights
Any rights attached to a share may be altered or cancelled by special resolution passed at a separate general
meeting of the holders of such shares.

Disclosure of interest
No member holding shares representing 0.25 per cent. or more in nominal value of the issued shares of any
class of capital in the Company shall, unless the directors otherwise determine, be entitled in respect of
such shares to vote at any general meeting or at any separate meeting of the holders of any class of shares;
or to exercise any other right in relation to such meeting; or to receive payment of any dividend or other
distribution payable in respect of such shares; or to transfer any such shares other than pursuant to
acceptance of a take-over offer through a recognised investment exchange or in any other manner the
directors are satisfied is bona fide and at arm’s length, if he or any person appearing to be interested in such
shares has been given a Section 793 notice and has failed to give the Company the information required
within 14 days. Such sanctions will cease to apply 7 days after the earlier of receipt by the Company of
notice that the shareholding has been sold to a third party in the permitted manner and compliance with the
notice.
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Procedure for altering capital
The Company may by ordinary resolution increase its share capital; consolidate and divide any of its
shares; or sub-divide its shares, and the resolution may determine that any of the shares may have special
rights over, or may have deferred rights or be subject to restrictions as compared with, the others as the
Company has power to attach to unissued or new shares; and cancel shares not taken or agreed to be taken
by any person and diminish the amount of its share capital accordingly.

Reduction of capital
The Company may by special resolution reduce its authorised or issued share capital, any capital
redemption reserve and any share premium account in any way.
Procedure for calling General Meetings
The directors may call general meetings and, on the requisition of members pursuant to the 2006 Act, shall
call a general meeting. If at any time there are not within the United Kingdom sufficient directors to pass
a board resolution to call a general meeting, any director may call a general meeting.

Right to receive notice of General Meeting
The directors may determine that persons entitled to receive notices of meetings are those on the register
of members at the close of business on a day determined by the directors being not more than 21 days
before the day the notices are sent and may specify in the notice a time, not more than 48 hours before the
time fixed for the meeting, by which a person must be entered on the register in order to have the right to
attend and vote at the meeting. Changes to entries on the register of members after the time so specified
shall be disregarded in determining the right to attend and vote.
Representation of corporations
A corporation being a member may, by resolution of its directors or other governing body, authorise a
person to act as its representative at any general meeting of the Company or any class meeting of members.

Number and qualifications of directors
Unless otherwise determined by ordinary resolution, the number of directors (other than alternate directors)
shall be not less than two. The Company may by ordinary resolution fix a maximum number of directors
and vary that number. No shareholding qualification for directors shall be required.

Borrowing powers
The directors may exercise all the powers of the Company to borrow money and to mortgage or charge its
undertaking, property, assets and uncalled capital, and to issue debentures and other securities whether
outright or as collateral security for any obligation of the Company or of a third party.

Retirement of directors by rotation
At the end of each annual general meeting, one-third (rounded down) of the directors (being the longest
serving since appointment or re-appointment) shall retire by rotation.

Procedure for nominating a director
No person other than a director retiring at a meeting shall, unless recommended by the directors, be
appointed or reappointed a director at any general meeting unless, 7 to 42 days before the meeting, notice
is given by a member to the Company of the intention to propose that person for appointment or
reappointment giving the necessary particulars together with notice by the person being proposed of his
willingness to be appointed.

Power of directors to appoint a director
The directors may appoint a person to be a director, who shall hold office until the next annual general
meeting and, if not then reappointed, shall vacate office and shall not be taken into account in determining
the directors or the number of directors who are to retire by rotation at the meeting.

Contract term exceeding two years
A contract of employment between a director and the Company shall not include a term that it is to be for
a period exceeding two years unless such term is first approved by ordinary resolution.
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Removal of directors
The Company may, by special resolution or by ordinary resolution of which special notice has been given,
remove a director before the expiration of his period of office and may, by ordinary resolution, appoint
another person in his stead. The person so appointed shall be subject to retirement at the same time as if
he had become a director on the day on which the director in whose place he is appointed was last
appointed or reappointed.

Disqualification of directors
The office of a director shall be vacated if he is removed from office; or is prohibited from being a director;
or becomes bankrupt or makes an arrangement or composition with his creditors; or an order is made by
reason of mental disorder for his detention or for the appointment of a person to exercise powers with
respect to his property or affairs; or he resigns his office by notice; or he and any alternate have for more
than 6 months been absent without permission of the directors from meetings of directors and the directors
resolve that his office is vacated.

Directors’ fees
The directors shall be entitled to fees in aggregate not exceeding £200,000 per annum, or such other higher
amount as the Company by ordinary resolution may determine, which shall (unless otherwise determined
by the resolution) be divided between the directors as they agree or, failing agreement, equally. The
directors shall be entitled to be paid all travelling and other expenses properly incurred in connection with
the Company’s business.

Delegation of powers
The directors may confer on a director appointed to executive office any of the powers exercisable by them,
other than the power to make calls or forfeit shares, and may revoke or vary such powers.

Other positions
A director may hold any other office of profit under the Company (other than auditor of the Company or
of a subsidiary) in conjunction with his office of director, and may act in a professional capacity to the
Company, on such terms as the directors determine.

Directors can contract with the Company
No director shall be disqualified from contracting with the Company, nor shall any such contract be liable to
be avoided, nor shall any such director be liable to account to the Company for any benefit from such contract.

Directors interests in connected companies
A director may be a director or other officer or member of any other company promoted by the Company
or in which the Company may be interested, or which is a holding company of the Company or a subsidiary
of any such holding company, and no such director shall be accountable for any benefits received.
Directors to declare interests
A director, including an alternate director, who is to his knowledge in any way interested in a contract or
arrangement with the Company shall declare his interest at a meeting of directors.

Directors cannot vote on matters in which they are interested
Save as otherwise provided by the Articles, a director shall not vote (nor be counted in the quorum) on any
resolution of the directors or a committee of the directors in respect of any matter in which he (or any
person connected with him) is to his knowledge materially interested; but this prohibition shall not apply
to any contract for giving to such director any security, guarantee or indemnity in respect of money lent by
him or obligations undertaken by him at the request of or for the benefit of the Company or any subsidiary;
any contract for the giving by the Company of any security to a third party in respect of a debt or obligation
of the Company or any subsidiary which the director has himself guaranteed or secured; any contract by a
director to subscribe for securities of the Company to be issued pursuant to any offer or invitation or to
underwrite any securities of the Company; any contract in which he is interested by virtue of his interest
in securities of the Company or by reason of any other interest in or through the Company; any contract
concerning any other company in which he is interested as a shareholder holding less than 1 per cent. of
any class of the equity share capital of or voting rights in such company; any proposal concerning a pension
fund or retirement, death or disability benefits scheme relating to directors and employees of the Company
or of any subsidiaries not providing in respect of the director any privilege or advantage not accorded to
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the employees to which such scheme or fund relates; any arrangement for the benefit of employees of the
Company or of any subsidiaries under which the director benefits in a similar manner as the employees and
which does not accord to the director any privilege or advantage not accorded to the employees to whom
such arrangement relates; or any proposal, contract, transaction or arrangement concerning:
(a)

(b)
(c)

(d)

the purchase or maintenance of insurance for the benefit of the directors or for the benefit of persons
who include directors; or
indemnities in favour of directors; or

the funding of expenditure by one or more directors in defending proceedings against him or them; or
doing anything to enable such director or directors to avoid incurring such expenditure.

Prohibitions on voting may be suspended by ordinary resolution
The Company may by ordinary resolution suspend or relax any provision of the Articles prohibiting a
director from voting at a meeting of directors or a committee of directors, and may ratify transactions not
authorised by reason of a contravention of the Articles.

Conflicts of interest
The directors shall have the power to authorise any matter which would constitute or give rise to a breach
of the duty of a director under Section 175 of the 2006 Act to avoid a situation in which he has, or can have,
an interest that conflicts, or may conflict, with the interests of the Company, provided that such
authorisation shall be effective only if there is a quorum at the meeting at which the matter is considered
without counting the interested director and the matter was agreed to without such director voting or would
have been agreed to if his vote had not been counted.
Appointment and variation of directors’ terms
Where proposals are under consideration concerning the appointment, terms, or termination of directors to
offices or employments with the Company or any body corporate in which the Company is interested, a
director shall not be entitled to vote and be counted in the quorum in respect of a resolution concerning him.

Declaration of dividends
The Company may by ordinary resolution declare dividends to be paid to members in accordance with the
respective rights and their interests in the profits available for distribution, but no dividend shall exceed the
amount recommended by the directors.
Interim Dividends
The directors may pay interim dividends if it appears to them that they are justified by the profits of the
Company available for distribution.

Dividend to be payable according to amount paid up
Except as otherwise provided by the rights attached to or the terms of issue of shares, all dividends shall
be declared and paid on the share capital of the Company according to the amounts paid up on such shares
otherwise than in advance of calls on which the dividend is paid.

Calls may be deducted from dividends
The Directors may deduct from any dividend or other moneys payable to any member on or in respect of
any share any moneys payable by him to the Company on account of calls or otherwise.

Dividends may be satisfied in specie
A general meeting declaring a dividend may, on the recommendation of the directors, direct that it shall be
satisfied wholly or partly by the distribution of specific assets.

Dividends may be satisfied in shares
The directors may, with the sanction of an ordinary resolution, offer shareholders the right to elect to
receive in respect of all or part of their holdings additional fully paid shares instead of cash in respect of
all or part of dividends.

Reserves
The directors may before recommending any dividend, carry to reserve out of the profits of the Company
such sums as they think proper as a reserve, which shall, at the discretion of the directors, be applicable for
127

Job No.: 9516
Customer: Magnolia

Proof Event: 6
Project Title: Admission Document

Park Communications Ltd Alpine Way London E6 6LA
T: 020 7055 6500 F: 020 7055 6600

any purpose to which the profits of the Company may properly be applied. The directors may also, without
placing the same to reserve, carry forward any profits which they may think prudent not to distribute.

Distribution of assets on winding up
If the Company is wound up, the liquidator may, with the sanction of a special resolution of the Company,
divide among the members in specie the whole or any part of the assets of the Company and may for that
purpose value any assets and determine how the division shall be carried out as between the members or
different classes of members.

6.3

6.4

7.
7.1.

Directors’ right to be indemnified
Every director or other officer of the Company shall be indemnified by the Company against all expenses,
losses and liabilities incurred in the execution or purported execution of his office, save for a liability to
the Company or any Associate Company of the Company; or to pay a fine imposed in criminal proceedings
or a penalty for non-compliance with any requirement of a regulatory nature; or in defending criminal
proceedings in which he is convicted or any civil proceedings brought by the Company or another
company within the Group in which judgment is given against the director; or in connection with any
application under s.144(3) or (4) of the Companies Act 1985 or s.1157 of the 2006 Act in which the court
refuses to grant relief.

Squeeze out
Section 983 of the 2006 Act provides that if, within certain time limits, an offer is made for the share capital
of the Company, the offeror is entitled to acquire compulsorily any remaining shares if it has, by virtue of
acceptances of the offer, acquired or unconditionally contracted to acquire not less than 90 per cent. in
value of the shares to which the offer relates and in a case where the shares to which the offer relates are
voting shares, not less than 90 per cent. of the voting rights carried by those shares. The offeror would
effect the compulsory acquisition by sending a notice to outstanding shareholders telling them that it will
compulsorily acquire their shares and, six weeks from the date of the notice, pay the consideration for the
shares to the Company to hold on trust for the outstanding shareholders. The consideration offered to
shareholders whose shares are compulsorily acquired under the 2006 Act must, in general, be the same as
the consideration available under the takeover offer.
Sell out
Section 983 of the 2006 Act permits a minority shareholder to require an offeror to acquire its shares if the
offeror has acquired or contracted to acquire shares in the Company which amount to not less 90 per cent.
in value of all the voting shares in the Company and carry not less than 90 per cent. of voting rights. Certain
time limits apply to this entitlement. If a shareholder exercises rights under these provisions, the offeror is
bound to acquire those shares on the terms of the offer or on such other terms as may be agreed.

Directors’ and other interests
As at the date of this Document, and as expected to be immediately following completion of the Placing,
the Subscription and Admission, the holdings of the Directors and of persons connected (within the
meaning of section 252 of the 2006 Act) with a Director in the Issued Share Capital of the Company which
are required to be disclosed by the AIM Rules for Companies and the existence of which is known to or
could with reasonable diligence be ascertained by the Directors are as follows:

Name
John Cubitt
Steven Snead*
Ronald Harwood**
Rita Whittington
Gavin Burnell***

Number of
Ordinary
Shares
at the date
of this
document
384,614
193,800,000
22,800,000
11,400,000
12,132,323

Percentage
of
Ordinary
Shares
at the date
of this
document
0.11
56.83
6.69
3.34
3.56

Number of
Ordinary
Shares
on
Admission
384,614
197,436,360
24,618,180
11,400,000
13,950,503

Percentage
of
Enlarged
Share Warrants
Options
Capital
on
on
**** Admission Admission
0.07 4,400,000
–
35.31
– 14,110,000
4.40
– 1,660,000
2.04
– 10,126,000
2.49 11,220,768
–

* includes interests in Ordinary Shares and options held by Snead Family, LLC and R. Sterling Snead
** includes interests in Ordinary Shares held by the Ronald S. Harwood Revocable Trust No:1
*** includes interests in 830,000 Ordinary Shares held by Elizabeth Burnell, the wife of Gavin Burnell
**** includes the shares subscribed for in the Subscription as detailed in paragraph 11 of Part I on page 18
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7.2.

Save as disclosed in sub-paragraph 7.1 above and in this sub-paragraph 7.2, the Company is not aware of
any direct or indirect interest in the Company’s ordinary share capital that amounts or would, on
Admission, amount to an interest of 3 per cent. or more of the voting rights of the Company or who (save
as disclosed in this Document), directly or indirectly could exercise control over the Company:

Name
Sunvest Corporation Limited
Pershing Nominees Ltd
Bateleur Resources Ltd

7.3.
7.4.

7.5.
8.
8.1

8.2

8.3

8.4

Number of
Ordinary
Shares
25,000,000
22,108,830
15,000,000

Percentage
of
Ordinary
Shares
7.33
6.48
4.40

Number of Percentage
Ordinary
of
Shares Enlarged Warrants
on
Share
on
Admission
Capital Admission
25,000,000
4.47 4,000,000
22,108,830
3.95
–
15,000,000
2.68
–

The voting rights of the Shareholders listed in paragraphs 7.1 and 7.2 do not differ from the voting rights
held by other Shareholders.

There are no outstanding loans granted or guarantees provided by the Company or any member of the
Group to or for the benefit of any of the Directors. There are no outstanding loans or guarantees provided
by the Directors to or for the benefit of the Company or any member of the Group.

Save as disclosed in this Document, no Director has any interest, whether direct or indirect, in any
transaction that is or was unusual in its nature or conditions or significant to the business of the Company
or the Group and which was effected by any member of the Group during the current or immediately
preceding financial year, or during any earlier financial year, and which remains in any respect outstanding
or unperformed.

Save as otherwise disclosed in this Document, none of the Directors nor any member of their respective
immediate families nor any person connected with the Directors (within the meaning of section 252 of the
2006 Act) has any interest, whether beneficial or otherwise, in the share capital of the Company.

Directors’ service agreements and letters of appointment
On 17 September 2009, John Cubitt entered into a letter of appointment with the Company under the terms
of which he agreed, commencing on 23 October 2009, to act as Non-Executive Chairman of the Company
for a fee of £20,000 per annum plus £1,000 per day for all time spent in excess of 20 days. The appointment
is terminable by three months’ notice. Under the terms of the Deferral Amendment Agreement described
in paragraph 11.7, Dr Cubitt has waived all such fees down to the date of Admission, from which date he
will be entitled to a fee of £10,000 per annum.

On 17 September 2009, Steven Snead entered into a letter of appointment with the Company under the
terms of which he agreed, commencing on 23 October 2009, to act as Chief Executive Officer of the
Company for a fee of £3,000 per annum. The appointment is terminable by six months’ notice. Under the
terms of the Deferral Amendment Agreement described in paragraph 11.7, Mr Snead has waived all such
fees down to the date of Admission, from which date he will be entitled to a fee of £10,000 per annum.
Steven Snead also acts as Chief Executive Officer of Magnolia, at present for no remuneration.

On 17 September 2009, Rita Whittington entered into a letter of appointment with the Company under the
terms of which she agreed, commencing on 23 October 2009, to act as Chief Operations Officer of the
Company for a fee of £3,000 per annum. The appointment is terminable by six months notice. Under the
terms of the Deferral Amendment Agreement described in paragraph 11.7, Mrs Whittington has waived all
such fees down to the date of Admission, from which date she will be entitled to a fee of £10,000 per annum.
In addition, Magnolia has entered into a service agreement with Mrs Whittington dated 15 November 2011
under which Magnolia has engaged Mrs Whittington as Chief Operating Officer at an annual salary of
$162,000, such agreement being terminable by 3 months notice, but subject to a minimum term of two years.

On 17 September 2009, Gavin Burnell entered into a letter of appointment with the Company under the
terms of which he agreed, commencing on 23 October 2009, to act as Non-Executive Director of the
Company for a fee of £10,000 per annum. The appointment is terminable by three months’ notice. Under
the terms of the Deferral Amendment Agreement described in paragraph 11.7, Mr Burnell has waived all
such fees down to the date of Admission.
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8.5

8.6

8.7

8.8
9.
9.1

On 17 September 2009, Ronald Harwood entered into a letter of appointment with the Company under the
terms of which he agreed, commencing on 23 October 2009, to act as Non-Executive Director of the
Company for a fee of £3,000 per annum. The appointment is terminable by three months’ notice. Under
the terms of the Deferral Amendment Agreement described in paragraph 11.7, Mr Harwood has waived all
such fees down to the date of Admission, from which date he will be entitled to a fee of £10,000 per annum.

Save as disclosed in sub-paragraphs 8.1 to 8.5 above, there are no service contracts, existing or proposed,
between any member of the Group and any Director and no service contracts have been entered into or
amended by the Company or any of its subsidiaries or proposed subsidiaries in the six months prior to the
date of this Document.
Details of the length of time for which the Directors have been in office are set out below:
Name
Gavin Burnell
John Cubitt
Steven Snead
Rita Whittington
Ronald Harwood

Commencement date of office
18 October 2006
25 June 2008
23 October 2009
23 October 2009
23 October 2009

There are no service contracts in place between any member of the Group and any member of the
administrative/management or supervisory bodies that provides for benefits on termination of employment.

Additional information on the Directors
In addition to directorships of the Company, the Directors hold or have held the following directorships
and have been partners in the following partnerships within the five years prior to the date of this
document:
Director
John Malcolm Cubitt

Steven Otis Snead

Rita Fern Whittington

Ronald Sanford Harwood

Current Directorships and
Partnerships
Woburn Energy Plc
(formerly Black Rock Oil & Gas Plc)
Las Quinchas Resource Corporation
ES Information & Consultancy Limited
Bridgecreek Resources Limited
Triox Limited
Terrasciences Inc.

Magnolia Petroleum, Inc.
Enerlex, Inc.
Data-Com, Inc.
Silver Creek Farms, LLC
Magnolia Petroleum, Inc.

Bellwood International Corporation, LLC
Bellwood International, LLC
Bellwood Petroleum, LLC

Past Directorships and
Partnerships
Black Rock Resources
(UK) Limited
Alhucema Resource
Corporation
Indus Corporation Limited
Black Rock Oil & Gas Ltd
(formerly Woburn Energy
Limited)
Black Rock Petroleum NL
Wildlook Enterprises PTY
Limited

Wishbone Media, Inc.
Magnolia Petroleum, Inc.
International
Telecommunications
Supply, LLC
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Director
Gavin John Burnell

9.2

Current Directorships and
Partnerships
Woodland Capital Limited
Lizzy Bet Limited
Hot Rocks Investments Plc
Silvrex Limited
Globo Plc
Hellenic Capital Plc
Sports 1st Limited
Rift Resources Plc
Sula Gold Plc

None of the Directors has:

Past Directorships and
Partnerships
Leveraged Finance limited
Axia Capital Limited
Stratex International Plc
Stratex Exploration Limited
Bridge North Sea (Central)
Limited
Agneash Soft Commodities
Plc
IT & Web Technology
Limited

9.2.1 any unspent convictions in relation to indictable offences;

9.2.2 any bankruptcy order made against him or her or has entered into any voluntary arrangements;

9.2.3 been a director of a company that has been placed in receivership, compulsory liquidation,
creditors’ voluntary liquidation, administration, been subject to a voluntary arrangement or any
composition or arrangement with its creditors generally or any class of its creditors whilst he or she
was a director of that company or within the 12 months after he or she ceased to be a director of
that company;

9.2.4 been a partner in any partnership that has been placed in compulsory liquidation, administration or
been the subject of a partnership voluntary arrangement whilst he or she was a partner in that
partnership or within the 12 months after he or she ceased to be a partner in that partnership;
9.2.5 been the owner of any assets or a partner in any partnership that has been placed in receivership
whilst he or she was a partner in that partnership or within the 12 months after he or she ceased to
be a partner in that partnership;

9.2.6 been publicly criticised by any statutory or regulatory authority (including recognised professional
bodies); or

9.2.7 been disqualified by a court from acting as a director of any company or from acting in the
management or conduct of the affairs of a company.

10.
Employees
The Company has never had any employees, and as such no changes to status will result from the Admission. As
at the date of this Document, the Company has no employees.

11.
Material contracts
The following contracts (i) being contracts not entered into in the ordinary course of business having been entered
into by the Company or Magnolia within the two years immediately preceding the date of this Document, and
(ii) in the case of contracts described in paragraphs 11.11, 11.15, 11.16 and 11.17 being contracts relating to the
Group’s assets, are, or may be, material:
11.1

The Placing Agreement dated 15 November 2011 between the Company, the Directors, Daniel Stewart and
Northland Capital pursuant to which and conditional on, amongst other things, Admission taking place on
or before 25 November 2011 (or such later time or date as the Company and DS and Northland Capital
may agree, being not later than 23 December 2011) DS and Northland Capital have each agreed to use their
respective reasonable endeavours to procure subscribers for the Placing Shares at the Placing Price.
The Placing Agreement contains warranties from the Company and the Directors in relation to (inter alia)
the Company, Magnolia and the contents of this Document and indemnities from the Company and the
Directors in favour of DS and Northland Capital together with provisions that enable DS and Northland
Capital to terminate the Placing Agreement in certain circumstances prior to Admission, including
circumstances where any warranties are found to be untrue or inaccurate in any material respect. The
liability of the Directors for breach of warranty or indemnity is limited financially and, in relation to claims
for breach of warranty, subject to a time limit. The liability of the Company for breach of warranty or
indemnity is unlimited save for a time limit in relation to claims for breach of warranty. Under the Placing
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11.2

11.3

11.4
11.5

11.6

11.7

11.8
11.9

Agreement the Company has agreed to pay DS a fee in connection with its services in relation to the
Placing and Admission, and has agreed to pay both DS and Northland Capital commissions totalling five
per cent. of the funds raised. In addition, DS will be granted the DS Warrant referred to in paragraph 11.8
below and Northland Capital will be granted the Northland Capital Warrant referred to in paragraph 11.9
below.

The Nominated Adviser and Broker Agreement dated 15 November 2011 between the Company, the
Directors and DS pursuant to which DS agreed to act as nominated adviser and broker to the Company
following Admission and the Company and the Directors gave certain undertakings to DS. Subject to rights
of prior termination, the term of the appointment is for a fixed period of one year, and thereafter is
terminable by 90 days’ notice given by the Company or by DS.

The Broker Agreement dated 15 November 2011 between the Company, the Directors and Northland
Capital pursuant to which Northland Capital agreed, subject to fulfilling certain conditions, to act as Joint
Broker to the Company following Admission and the Company and the Directors gave certain undertakings
to Northland. Subject to rights of prior termination, the term of appointment is for a fixed period of one
year, and thereafter is terminable by 90 days’ notice given by the Company or by Northland Capital.

Lock-in Deeds dated 15 November 2011 between the Company, DS and each of the Directors, which are
summarised in paragraph 13 of Part I.
The warrants and the options described in paragraphs 4.11, 4.12 and 4.13 of this Part V.

The Relationship Agreement dated 15 November 2011, which is summarised in paragraph 18 of Part I.

The Deferral Amendment Agreement dated 15 November 2011 under which Woodland Capital Limited
and various professional advisers who had previously agreed to defer payment of sums owed to them by
the Group, agreed to defer payment for a further period, and the Directors agreed to waive payment of all
sums owing to them by the Group in consideration of the Company extending the exercise period of all
outstanding options and warrants to the seventh anniversary of Admission.

The DS Warrant dated 15 November 2011 between the Company and Daniel Stewart, pursuant to which
the Company granted Daniel Stewart the right to subscribe for up to 4,545,455 Ordinary Shares at the
Placing Price at any time until 25 November 2016.

The Northland Capital Warrant dated 15 November 2011 between the Company and Northland Capital,
pursuant to which the Company granted Northland Capital the right to subscribe for up to 4,999,999
Ordinary Shares at the Placing Price at any time until 25 November 2016.

11.10 The Enerlex Loan Agreement dated 15 November 2011 recording the loans totalling $35,000 made by
Enerlex Inc (a company owned by Steven Snead and his wife) to Magnolia. These loans are interest-free,
and are to be repaid when Magnolia’s cash resources permit such repayment but not later than 23 April
2013.

11.11 An Operating Agreement dated 14 June 2008 between Marathon Oil Company (“Marathon”) and Magnolia
and other working interest owners setting out Marathon’s rights and duties as operator of Township 146
North, Range 93 West, Section 14 A11 and 23 and all parties’ payment obligations and revenue rights. This
agreement is governed by the laws of the State of North Dakota.

11.12 An undertaking dated 15 November 2011, under which Enerlex Inc. undertakes to Magnolia that if any of
the leases granted by Enerlex to Magnolia on any of the mineral interests in the Woodford/Hunton play in
Oklahoma expires at the end of the primary period because of non-drilling, Enerlex will at Magnolia’s
request grant Magnolia a further three-year lease on the same terms as the expired lease. This agreement
is governed by the laws of the State of Oklahoma.
11.13 The Services Termination Agreement dated 15 November 2011 between Enerlex, Magnolia and the
Company, under which the parties agreed to the termination on 31 October 2011 of the services agreement
executed on 23 October 2009 pursuant to which Enerlex provided executives, staff, premises and business
services to Magnolia. This agreement is governed by the laws of the State of Oklahoma.
11.14 The Relationship Termination Agreement dated 15 November 2011 between Steven Snead, April Snead,
R. Sterling Snead, Summer Stoffel, Snead Family LLC, Keith Bayley Rogers & Co. Ltd and the Company,
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under which the parties agreed that conditional on the Relationship Agreement referred to at paragraph 11.6
above being executed, the relationship agreement executed on the Company’s re-admission to PLUS was
to terminate. This agreement is governed by English law.

11.15 An Operator’s Agreement dated 11 May 2011 between Magnolia and the Oklahoma Corporation
Commission under which Magnolia undertook that if it failed to plug a well as required by law, then it
would pay the State of Oklahoma its costs of plugging the well, for which obligation Magnolia has
provided a $25,000 surety bond issued by the RLI Insurance Company. This agreement is governed by the
laws of the State of Oklahoma.

11.16 An Agreement between Magnolia and Jireh Resources LLC (“Jireh”) dated 26 April 2011, under which
Jireh agrees to provide Magnolia with geological information with respect to prospects in part of
Oklahoma, with Magnolia having the right until 1 May 2012 to examine title and obtain oil and gas leases
in return for granting Jireh an overriding royalty interest (of varying amounts) on such leases. This
agreement is governed by the laws of the State of Oklahoma.

11.17 A Farmout Agreement between Magnolia and Hangtown Oil LLC (“Hangtown”) dated 8 February 2010,
under which Magnolia farmed out to Hangtown (reserving a 25% interest) Magnolia’s right to participate
in wells known as Kevin Benz 24-31H, Andi Schollmeyer 41-5H, Paul Rohde 21-29H, Rohde USA 1420H and Lazy De 34-7H, pursuant to which Magnolia has executed assignments and bills of sale in favour
of Hangtown. This agreement is governed by US law.

11.18 A Rental Agreement between Enerlex Inc. and Magnolia dated 15 November 2011, under which Enerlex
agreed to provide Magnolia on a month to month basis with an office suite and office services, secretary
and book keeper for $2,500 per month. This agreement is governed by the laws of the State of Oklahoma.

11.19 Subscription Letters dated 15 November 2011 between the Company and each of the Directors under
which Steven Snead agrees to subscribe for £20,000 of Subscription Shares at the Placing Price and both
of Ronald Harwood and Gavin Burnell agree to subscribe for £10,000 of Subscription Shares at the Placing
Price.

12.
Related party transactions
The contracts summarised in paragraphs 11.4, 11.5, 11.6, 11.7, 11.10, 11.12, 11.13, 11.14, 11.18 and 11.19 of this
Part V are the only related party transactions entered into by the Group in the period covered by the historic
financial information in Part IV and up to the date of this Document.

13.
Litigation
The Group is not involved nor has been involved in any governmental, legal or arbitration proceedings in the
previous twelve months that may have or have had in the recent past a significant effect on the Group’s financial
position or profitability and, so far as the Directors are aware, there are no such proceedings pending or threatened
against any member of the Group.

14.
No significant change
There has been no significant change in the financial or trading position of the Company or of Magnolia since
31 December 2010, being the end of the period to which the audited historical financial information contained in
Part IV of this Document relates.

15.
Working capital
In the opinion of the Directors, having made due and careful enquiry and having taken into account the net
proceeds of the Placing and the Subscription, the working capital available to the Group will be sufficient for its
present requirements, that is for at least 12 months from the date of Admission.

16.
Taxation
The following paragraphs are intended as a general guide, based on current legislation and HM Revenue and
Customs practise as at the date of this document, on the UK tax position of shareholders who are resident or
ordinarily resident in the United Kingdom for tax purposes and who beneficially hold their shares as investments
(otherwise than under an individual savings account (“ISA”)) and not as securities to be realised in the course of a
trade. Shareholders who receive shares in connection with an employment contract with the company or as an
office holder, should seek specific advice on their tax position. Any shareholder who is in doubt as to their tax
position, or who is subject to tax in a jurisdiction other than the United Kingdom, should consult their own
professional advisers immediately.
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16.1

Taxation of dividends
A UK resident individual shareholder in receipt of a dividend is treated as receiving income of an amount
equal to the sum of the dividend and its associated tax credit. The tax credit currently equates to 10 per
cent. of the gross dividend, being the combined amount of the dividend and the tax credit (the tax credit
therefore representing one-ninth of the net dividend).

The gross dividend is subject to income tax as the top slice of the individual’s income and is taxed at the
individual’s marginal rate of income tax. The tax credit is available to set against the resulting liability
(if any) to income tax.

An individual’s liable to income tax at the basic rate will be liable to tax on the gross dividend at a rate of
10 per cent. (“the dividend ordinary rate” which is a special rate of tax set for basic rate taxpayers in receipt
of dividend income). Accordingly the tax credit should satisfy the income tax liability of such an
individual. Similarly individuals liable at the starting rate for savers, currently set at 10 per cent., will have
no further liability as a result of the available tax credit.

An individual liable to income tax at the higher rate will pay tax on the gross dividend at a rate of 32.5 per
cent. (“the dividend upper rate” which is a special rate of tax set for higher rate taxpayers in receipt of
dividend income). After taking into account the tax credit of 10 per cent. a higher rate taxpayer will be
liable to additional income tax of 22.5 per cent. of the gross dividend, which equates to 25 per cent. of the
actual or net dividend.

An individual liable to income tax at the additional rate will pay tax on the gross dividend at a rate of
42.5 per cent. (“the dividend additional rate” which is a special rate of tax set for additional rate taxpayers
in receipt of dividend income). After taking into account the tax credit of 10 per cent. an additional rate
taxpayer will be liable to additional income tax of 32.5 per cent. of the gross dividend, which equates to
36.11 per cent. of the actual or net dividend.

Tax credits are not repayable to shareholders with no income tax liability or whose liability to income tax
does not exceed the amount of tax credit.

Subject to exceptions for certain insurance companies and companies which hold shares as trading stock,
a shareholder which is a company resident (for tax purposes) in the United Kingdom and which receives a
dividend paid by the Company will not in most circumstances be liable to corporation tax or income tax
on the dividend.

16.2

Shareholders who are resident in countries other than the UK may be entitled to repayment of all or a
proportion of the tax credit in respect of the dividends paid to them. This will depend upon the provisions
of the double tax treaty (if any) between the country in which the shareholder is resident and the United
Kingdom. In addition, a shareholder resident outside the UK may also be subject to foreign taxation on
dividend income under local law. Shareholders not resident in the UK should consult their own tax adviser
on the application of such provisions and the procedure for claiming relief.

Taxation on capital gains for shareholders
To the extent that a shareholder acquires Ordinary Shares allotted to him, the Ordinary Shares so allotted
will, for the purpose of tax on chargeable gains, be treated as acquired on the date of allotment. The
amount paid for the Ordinary Shares will generally constitute the base cost of a shareholders’ holding.

A disposal or deemed disposal of Ordinary Shares by a UK resident shareholder may give rise to a
chargeable gain (or allowable loss) for the purposes of UK capital gains tax (“CGT”) (where the
shareholder is an individual) or UK corporation tax on chargeable gains (where the shareholder is within
the charge to UK corporation tax), depending on their circumstances and subject to any available
exemption or relief.
As regards an individual shareholder, the principal factors that will determine the extent to which a gain
will be subject to CGT are (i) the extent to which they realise any other capital gains in the tax year of
assessment in which the gain arises, (ii) the extent to which they have incurred capital losses in that or any
earlier tax year or assessment and (iii) the level of annual allowance of tax-free gains in the tax year of
assessment in which the disposal takes place.
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Subject to the availability of any such exemptions, reliefs and/or allowable losses, a disposal of Ordinary
Shares by UK resident (or ordinarily resident) individuals, trustees and personal representatives will
generally be subject to CGT at the rate of 28 per cent. Individuals whose taxable income for the year in
question is less than the upper limit of the basic rate income tax band are subject to CGT at the rate of
18 per cent., except to the extent that the aggregate of their total taxable income and gains (less allowable
deductions) in that year exceeds the upper limit of the basic rate income tax band. Any such excess over
the upper limit is subject to CGT at the rate of 28 per cent.

16.3

Subject to the availability of any exemptions, reliefs and/or allowable losses, a disposal of Ordinary Shares
by companies subject to UK corporation tax will generally be subject to UK corporation tax at the
prevailing rate of up to 26 per cent. Indexation allowance may be available to reduce any chargeable gain
arising on such disposal but cannot act, create or increase a loss.
Stamp duty and stamp duty reserve tax (“SDRT”)
No liability to stamp duty or SDRT should arise on the allotment of Placing Shares or Subscription Shares
by the Company under the Placing or Subscription.

Subsequent sales of Placing Shares inside CREST will generally be liable to SDRT at the rate of 0.5 per
cent. of the amount or value of the consideration calculated to the nearest penny. The SDRT is normally
settled by CREST, on behalf of the purchaser or transferee, on the same day as the sale, but otherwise is
payable on the “accountable date” for SDRT purposes. The accountable date is the seventh day of the
month following the month in which the agreement for the transfer is made.

An exemption from stamp duty will be available on an instrument transferring the shares where the amount
or value of the consideration is £1,000 or less, and it is certified on the instrument that the transaction
effected by the instrument does not form part of a larger transaction or series of transactions for which the
aggregate consideration exceeds £1,000.

Subsequent sale of Placing Shares outside of CREST will generally be liable to ad valorem stamp duty, at
the rate of 0.5 per cent. of the amount or value of the consideration. An obligation to account for stamp
duty reserve tax (“SDRT”) at the rate of 0.5 per cent. of the amount or value of the consideration will also
arise if an unconditional agreement to transfer the Placing Shares is not completed by a duly stamped
instrument or transfer before the “accountable date” for SDRT purposes, as described above. Where an
instrument of transfer which completes an unconditional agreement to transfer shares is duly stamped
within six years after the agreement was entered into (or it becomes unconditional) the stamp duty will
cancel the SDRT liability and any SDRT paid can be recovered. Stamp duty is normally, and SDRT is
always, the liability of the purchaser or transferee of the Placing Shares.

Where Placing Shares are issued or transferred (i) to, or to a nominee for, a person whose business is or
includes the provision of clearance services or (ii) to, or to a nominee or agent for, a person whose business
is or includes issuing depositary receipts, stamp duty (in the case of a transfer only to such persons) or
SDRT may be payable at a rate of 1.5 per cent. of the amount or value of the consideration payable or, in
certain circumstances, the value of the Placing Shares or, in the case of an issue to such persons, the issue
price of the Placing Shares. Following the decision of HSBC Holdings Plc & Vidacos Nominees Limited
v CRC (Case C-569/07), the 1.5 per cent. charge no longer applies to issues of shares to a depositary receipt
issuer or clearance service which is located within the European Union.

16.4

Special rules apply to market intermediaries, dealers and certain other persons. Transfers of Ordinary
Shares to charities will not give rise to stamp duty if adjudicated in accordance with the relevant legislation
and agreements to transfer shares to charities will not give rise to SDRT.

Inheritance Tax
Individual shareholders domiciled or deemed to be domiciled in the UK should note that transfers of
Ordinary Shares (including on death) may (subject to certain exemptions and reliefs) give rise to a liability
to UK inheritance tax.
The information in this section is intended as a general summary of the UK tax position and should not be
construed as constituting advice. Potential investors should obtain advice from their own investment or
taxation adviser.
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17
17.1
17.2

17.3

17.4
17.5

17.6
17.7

17.8
17.9

General
The registered address and principal place of business of the Company is The Fitzpatrick Building,
188-194 York Way, London N7 9AS.

The gross proceeds of the Placing and Subscription are expected to be £1.2m. The total costs and expenses
relating to the Placing, the Subscription and Admission are payable by the Company and are estimated to
amount to approximately £475,000 (excluding Value Added Tax). The net proceeds of the Placing and
Subscription after expenses payable on Admission are expected to be £0.73m.

The Ordinary Shares commenced trading on PLUS on 12 December 2006. Other than the current
application for Admission, the Company’s shares have not been admitted to dealings on any other
recognised investment exchange nor has any application for such admission been made nor are there
intended to be any other arrangements for dealings in the Company’s shares.

Daniel Stewart has given and not withdrawn its written consent to the inclusion in this Document of the
references to its name in the form and context in which they appear.

Moyes & Co. has given and not withdrawn its written consent to the inclusion in this Document of its
report as set out in Part III of this Document and the references to its name in the form and context in which
they appear. As far as Moyes & Co. is aware, there has been no material change in the interests it reported
on since the date of its report.
Littlejohn LLP has given and not withdrawn its written consent to the inclusion in this Document of its
accountants’ report set out in Part IV (a) of this Document and references to its name in the form and
context in which they appear in this Document.
The accounting reference date of the Company is 31 December.

It is expected that definitive share certificates will be dispatched by hand or first class post by
1 December 2011. In respect of uncertificated shares it is expected that Shareholders’ CREST stock
accounts will be credited on 25 November 2011.

No person (other than the Company’s professional advisers and trade suppliers or save as disclosed in this
Document) has directly or indirectly in the last twelve months received or is contractually entitled to
receive, directly or indirectly, from the Company on or after Admission any payment or benefit from the
Company to the value of £10,000 or more or securities in the Company to such value or any other benefit
to such value or entered into any contractual arrangements to receive the same from the Company at the
date of Admission.

17.10 There are no financing arrangements in place where the payment of interest on, repayment of, or security
for any liability is dependent to any significant extent on the business of the Company.

17.11 Save as disclosed in this Document, the Directors are unaware of any exceptional factors which have
influenced the Company’s activities.

17.12 Save as disclosed in this Document, there are no patents, industrial, commercial or financial contracts or
new manufacturing processes which are material to the Group’s business or profitability.

17.13 Save as disclosed in this Document, there are no investments in progress which are or may be significant
to the Group.
17.14 No person has made a public takeover bid for the Company’s issued share capital in the year ended 31
December 2010, or to date.

18.
Availability of Admission Document
Copies of this Admission Document are available free of charge from the Company’s registered office and from
the offices of Daniel Stewart during normal business hours on any weekday (public holidays excepted) and will
remain so available for at least one month after Admission, and is also available on the Company’s website.
Dated: 15 November 2011
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