





ASSET LOCATIONS

Forum has a substantial acreage position in
several service contracts with oil, gas and

coal reserves.
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A CLOSER LOOK

GSEC 101

Mindoro

Palawan

NW Palawan is a prolific oil producing area. Forum’s
acquisition of Basic Petroleum & Mineral Inc. (BPMI)
gives a foothold to re-evaluate and build in this area,
capitalising on remaining reserves in these mature fields
where under-investment has caused a premature decline.
The area also has considerable potential for both
exploration and the tie back and production of, as yet,
undeveloped accumulations which were previously
uneconomic in a low oil price environment, but now
require reassessment.

SC40 is an area with multiple prospectivity. 2D has
been shot over two substantial prospects; one offshore
in the Tafion Straits and one which can be drilled from
an onshore location in Jibitnil Island. The contract also
contains the Libertad gas discovery, currently under
development, and an onshore discovery in the Maya
area which will be tested in 2006.

GSEC101 is an area which requires further evaluation with
the drill-bit. It contains a gas discovery, and following the
acquisition and interpretation of 3D data, the Company will
be moving to accelerate the pace of activity to further the
reserves and potential. In these days of scarce resources,
there are a number of potential options for development
once the threshold reserves have been confirmed.
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“Forum is the only AIM-quoted
exploration and production
company that is focused
exclusively on the Philippines,
and we are encouraged by the
potential for profitable growth
that the country offers.”

Alan Henderson
Non-Executive Chairman
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| am pleased to present your Company’s inaugural Annual Report
since Forum Energy plc was incorporated in April 2005, and to
report that the Company has made significant progress towards
its goal of becoming a successful oil, gas and coal producer with
a strategic focus on the resource-rich Philippines.

In May 2005, we successfully raised £3.4 million gross in a

pre-1PO placement at 100p per share, followed by an IPO placement
of £11.0 million gross at 112p per share and admission to AIM

in August. Our working capital position as of 31 December 2005,
was US$14.0 million and we are continuing to use the funds raised

in 2005 to carry out our extensive work programmes and to evaluate
and pursue additional acquisition opportunities.

Forum is the only AIM-quoted exploration and production company
that is focused exclusively on the Philippines, and we are encouraged
by the potential for pro table growth that the country offers.

Over the course of the year, we completed key offshore seismic
surveys and won approval for our rst commercial development

at the Libertad Gas Field. Work is also progressing satisfactorily

on our coal operating contracts on the island of Cebu. Most exciting
of all, we have now completed the acquisition of the Philippine oil
and gas assets of Basic Consolidated Inc. (BClI), providing Forum
with immediate production and signi cant upside potential in both
production and reserves.

Economic and Political Outlook for the Philippines

We believe the investment climate in the Philippines is stable and
generally very favourable. Last year, the economy grew at 5.1% and
is expected to grow even faster in 2006 at 5.8%.

Factors that could help stimulate higher growth in gross domestic
product (GDP) include the strong upward trend in foreign direct
investments (FDIs) and portfolio equity investments. In 2005,
FDls reached 1% of GDP, compared with 0.1% the previous year.
Total investments last year were 19% of GDP, compared with
17.4% in 2004.

The mining industry is expected to be a key growth area this

year and next, along with the business process outsourcing sector.
Exports continue to be competitive, and grew 15.7% year-on-year
to December 2005.

The Philippine government has also announced a programme
of improvements to the country’s infrastructure which, when
implemented, can be expected to lead to a further boost in
inward investment.

This positive outlook leaves Forum strongly positioned to progress
its exciting growth strategy.

Board Developments

Having taken the Company to its successful listing and positioned it
for the future, David Robinson decided to resign as Chief Executive,
effective 12 May 2006, to pursue business interests in his native
Canada. We greatly appreciate all his efforts during the vital
formative stages of the Company.
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Central Cebu coal operating contract

— development moving ahead on target with revenues expected in 2006.

We are delighted to welcome Russell Harvey as our new

Chief Executive. Russell has over 30 years’ experience in the
upstream oil and gas business. He has held executive positions

with Kerr McGee, Lasmo North Sea where he was Managing Director
and Bitech Petroleum as CEO. He was instrumental in the building

of Intrepid Energy, a private start-up company which was sold for
over US$1 billion in 2004. He has extensive international experience
and has been involved in the business in the UK, USA, Norway,

The Middle East, Russia and the CIS. We are extremely con dent that
Forum will continue to grow in size and value under his leadership.

David Thompson, who played a valuable role in the formation
and otation of Forum Energy plc, resigned from his position as
Chief Financial Of cer in February 2006 to concentrate on his
interests in Bermuda. He continues to assist the Company.

Our new Chief Financial Of cer, Cameron Pearce, joined us in the
same month. Cameron has extensive industry experience, having
previously worked for three other AIM-quoted companies, as well
as in banking, and we are delighted to have him as a member

of the Forum team.

| am delighted that Oscar de Venecia, Chairman of BCI, will be joining
the Board at our AGM to be held on 30 June 2006 in London.

Annual General Meeting

The notice of meeting is set out at the end of this document and

a form of proxy is enclosed. The Directors look forward to meeting
as many shareholders as possible at our rst AGM.

Outlook for 2006

Forum Energy has established a solid foundation on which to build

a pro table and growing Company, focused on exploring and
developing the exciting potential of the Philippines’ energy resources.

In the next year and beyond, we look forward to creating signi cant
and sustainable value for our shareholders from our already strong
portfolio of gas, oil and coal assets, and from additional strategic
acquisitions.

During 2006, we will achieve our rst revenues — rst through oil
production resulting from the BPMI acquisition, followed by coal
production beginning in the second half of the year.

We also look forward to reporting on other developments in the
coming months, including: the expansion of our interests in the

NW Palawan area; the acceleration of coal development in central
and southern Cebu; interpretation of the 3D seismic survey over the
Sampaguita Gas Field and of the 2D survey covering the Tafion Straits
prospects offshore Cebu; the results of the workover and testing

of the F2X well on the Maya discovery; and on additional growth
opportunities that Forum will continue to identify, evaluate

and pursue.

Finally, | should like to thank my fellow Directors for their energetic
support in the creation of our young Company. We are indebted to
all our staff in the UK and the Philippines for their commitment and
enthusiasm in meeting our initial objectives, and | congratulate them
on establishing a solid and tremendously promising foundation for
our Company.

Forum Energy’s rst year has been a productive one. The outlook
is undoubtedly exciting. We look forward to your continued support,
and to keeping you informed of our progress.

Alan Henderson
Chairman
25 May 2006
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“As a result of our active and

focused work programme,

| am pleased to say that Forum
expects to generate its first
revenues less than a year since
its flotation.”

Russell Harvey
Chief Executive Officer
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Dear Shareholder

Having recently assumed the position of Chief Executive Officer
and reviewed the business in detail, | am delighted to confirm that
the assets that have been accumulated to date have great potential
and are on-course to yield near-term cash flow. The period since
incorporation of Forum Energy plc has been one of solid progress
in building its business in the Philippines, the highlights of which
include:

e The acquisition of a portfolio of oil, gas and coal assets including
licence areas SC40 (66.7%) and GSEC101 (100%),
and the south and central Cebu coal operating contracts (COC)
(66.7%).

e Completion of a 310 km 2D seismic survey in Tafion Straits, SC40.

e Completion of a 248 km? 3D seismic survey over the Sampaguita
Gas Field, GSEC101.

 Completion of a feasibility study for the Libertad Gas Field
development, SC40.

e A Declaration of Commerciality on the Libertad Gas Field.

e Completion of the acquisition of BPMI in 2006.

e Substantial progress towards rst coal revenues from
central Cebu in 2006.

Forum Energy plc was formed in April 2005 to bring together

the Philippine oil, gas and coal assets previously held by FEC
Resources Inc. of Canada and Sterling Energy plc of the UK.

In the rst year of operation, considerable progress has been made
in advancing the exploration, appraisal and development of these
assets, and also in acquiring additional interests.

The coming year will be one of realising the potential of the existing
properties generating the rst revenues from both coal and oil

less than a year from otation, and proving the systems that will
allow rapid growth in the future. This will be particularly relevant to
Forum’s coal business, which will be developed at an accelerated
rate to maximise the return, taking advantage of a growing market

in the Philippines. The Company will also focus on consolidating the
interests acquired from BPMI, working towards realising the potential
that has been identi ed in the NW Palawan area.

The Board of Directors has approved the 2006 capital and operating
budget, which includes development of Forum’s onshore projects on
the island of Cebu in the Philippines. Among these is the central Cebu
COC, which we expect to begin generating revenue during the second
half of 2006.

Operational Review

GSEC101 (Reed Bank)

3D Seismic Survey

In August 2005, Forum completed a 3D seismic survey across the
Sampaguita gas discovery in licence area GSEC101 to the West of
Palawan Island. Forum holds 100% of this under-explored acreage,
which covers 10,630 km?, and contains at least eight additional
undrilled prospects and leads.



Background: Staff in the Manila of ce. Front: Executive management
Far right: Russell Harvey, prior to being appointed as the Company’s new Chief Executive Of cer.

Gas has already been tested from Sampaguita during the 1970s and
1980s, and an independent assessment by petroleum consultants
PGS Reservoir Ltd estimated that the eld could contain potential
recoverable gas reserves of up to 2.3 tcf.

Sampaguita lies 250 km south-west of the world-class Malampaya
Gas Field, where operator Shell has installed extensive production
facilities and pipeline infrastructure that supply gas to three Philippine
power plants.

The 3D survey was carried out over an area of 248 km?, and the
processing of the data was completed at the end of February 2006.
This is currently being interpreted, with completion expected

in the next few months.

Interpretation and analysis of the 3D seismic data will provide
additional information on the commercial potential of Sampaguita,
and help identify the best location for possible appraisal wells.
Following review of the seismic data, it is the Company’s intention
to convert this area into a service contract, securing the area for
further work and subject to rig availability and possible farm-out
options, to drill a well within the next 18 months.

In view of the scale of the potential Sampaguita development

and the number of additional signi cant prospects and leads within
GSEC101, Forum expects to initiate a strategic farm-out programme
to reduce its 100% interest and thereby accelerate the exploration,

appraisal and development of this extremely prospective licence area.

Service Contract 40

2D Seismic Survey

Forum completed an offshore 2D seismic acquisition programme
in the Tafion Straits, west of Cebu Island, in June 2005.

The survey, acquired 310 km of new 2D data in licence SC40,
where Forum holds a 66.7% interest. Independent consultants PGS
Reservoir Ltd estimate that structures already identi ed within the
survey area have combined potential reserves of 350 mmboe.

The data acquired, along with 1,000 km of vintage 2D data
from the area, has been processed and will be integrated and
interpreted in-house in the Philippines, with completion in 2006.

The survey was conducted in order to improve the mapping of the
signi cant central Tafion and Jibitnil Island prospects. The new

lines acquired between Jibitnil and Cebu Islands will help de ne
more precisely the Jibitnil Island structure, which is cut by several
faults. In addition to seismic data, the survey included the acquisition
of marine gravity and magnetic data.

Libertad gas-to-electricity (GTE) Project

During December 2005, the Philippine Department of Energy (DOE)
formally granted a Declaration of Commerciality for the onshore
Libertad Gas Field within SC40. This represents the rst Declaration
of Commerciality within the Philippines since Shell’s Malampaya
offshore gas eld development, which came onstream in 2001.

The declaration of commerciality also allowed the retention of

the portion of SC40 which contains all the currently identi ed
prospects and discoveries.

Libertad will be developed as a GTE project, which is expected

to generate 1.7 mW of power. The eld is progressing towards
development with commercial negotiation of the electricity contract
underway. Once completed and equipment requirements are known,
full scale development will commence.
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Maya

In 2003, a small gas and oil discovery was made within SC40 at the
northern tip of the island of Cebu in the Maya region. Workover and
testing of one of the original wells, F2X, is planned to commence in
June 2006, once the necessary materials have been delivered and the
scheduled maintenance and refurbishment of the Company’s Hycalog
drilling rig has been completed. The open-hole section within the F2X
well will be cleaned out and a liner run to prepare the well for testing
through a completion string.

If the well ows oll, it will continue into an extended testing period and
the produced oil will be sold. If it produces gas, it will be temporarily
shut-in and evaluated for future development as a GTE project, similar
to the Libertad Gas Field development.

Coal Operating Contracts (COCs)

Forum’s 66.7%-owned COCs in central Cebu (COC132) and southern
Cebu (COC131) are currently being appraised and developed in
accordance with the Company’s commitments to the DOE.

The Company began driving the rst shaft on its central Cebu

Coal Project in April 2006, with commercial production forecast to

commence in September. Recognising the market for coal in Cebu
and the economies of scale in concentrating effort, it is planned to

accelerate the development of the Naga lease in central Cebu with
a total of ve shafts; three to commence in 2006 with the remaining
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two in 2007. This will provide the Company with a proven system
which will then be replicated in other areas of Cebu. To sustain the
business and maintain volumes at the target of 20,000 tonnes per
month, the Company is actively pursuing additional leases adjacent
to its current property.

On the southern Cebu Coal Project, the DOE has granted Forum

a six-month extension to the exploration phase while the necessary
environmental permits are secured. Having proved the system for
development of the coal reserves in central Cebu, it is planned to
replicate this in southern Cebu, commencing in 2007 with a similar
multiple shaft operation and a target of peak production of 20,000
tonnes per month. To sustain this business Forum will be actively
seeking additional coal reserves in the area.

Output from central Cebu is scheduled to reach 3,000 tonnes per
month by the end of 2006, with total production from both COCs
projected to reach 35,000 tonnes per month in 2008.

Proven and probable coal reserves at central and southern Cebu have
been estimated by independent consultants CSA Group at 1.4 million
metric tonnes and 3.5 million metric tonnes respectively. Further
exploratory drilling is planned to assess additional potential.

Basic Petroleum & Minerals Inc. (BPMI)

In May 2005, Forum entered into an agreement with Philippines-
based Basic Consolidated Inc. (BCI), whereby the parties agreed to
work under an exclusivity period towards nalising the purchase by
Forum of BClI’s petroleum interests in the Philippines, held through
a wholly-owned subsidiary, BPMI. This culminated in February 2006
with the signing of a Share Purchase Agreement whereby Forum
agreed to acquire 100% of BPMI.

The acquisition was approved by BCI shareholders at the Company’s
Annual General Meeting on 29 March 2006. It provides Forum with
initial and immediate net production of approximately 40 bopd,

and more importantly, varying interests in nine oil elds that offer
signi cant additional production and reserve potential.

The BPMI acquisition represents an exciting leap forward for Forum
as we seek to grow our Company and create maximum value for our
shareholders. It will complement our already strong asset base in the
Philippines, giving us immediate oil production and a seat at the table
of the NW Palawan joint venture, giving considerable scope to further
build our business in the near term.

Under the terms of the agreement, Forum will pay US$5 million

over the next 12 months in a combination of US$2.2 million in cash
and 1,333,759 shares in the Company (subject to hold periods) to
acquire 100% of BPMI. Further cash payments of up to US$2 million
will become available if the acquired interests produce more than
5.4 mmbbls. BCI may also ultimately receive up to US$10 million

of cost recovery amounts that come with the interests, but not until
Forum has recovered 100% of its invested capital.
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The Forum Rig onsite preparing to re-enter the First shaft being driven at the central

Maya discovery well onshore Cebu (SC40). Cebu coal operating contract.
The BPMI assets include interests in nine offshore elds as follows: Targets for 2006
Nido (8.47%), Matinloc and Pandan (12.41%o), North Matinloc (19.46%), Our targets for 2006 are to:
Libro (28.6%), Tara (10%), Bonita (7.03%), West Linapacan (9.1%), e achieve rst coal production from central Cebu;
Galoc (2.28%). e accelerate the pace of development of both central
and south Cebu coal properties;
The BPMI acquisition is clearly in line with our strategy of * add additional coal properties to the portfolio;
consolidating and strengthening our position in the Philippines e complete the GSEC 101 evaluation and nd a strategic partner;
by adding proven and high-potential oil, gas and coal assets to e complete a technical evaluation of the NW Palawan area
our portfolio. Forum will continue to pursue this focused strategy and add to our interests through trade and farm-in;
selectively and aggressively, and we are in discussions with a number e complete the SC40 seismic interpretation and farm-out;
of other groups that own oil, gas and coal assets in the region. e progress Libertad development;
* determine the potential of the Maya Area; and
Farm-out Strategy * selectively add to the portfolio of interests.
Forum’s immediate priority as an emerging resources company
is to generate near-term production and cash ow from its existing The rst period of operations has been exciting and at times
asset base, as well as through value-adding new acquisitions like challenging. The progress we have made could not have been
the BPMI purchase. For projects with greater long-term risk and achieved without the full support of the Board and our excellent
reward potential, such as appraisal of the Sampaguita Gas Field team in the Philippines. We rmly believe we have laid the foundation
and exploration of the large offshore prospects within SC40 for the next twelve months and beyond, and look forward to a period
and SC41, Forum intends to pursue opportunities for strategic of growth for Forum and its shareholders.

partnerships by farming out a portion of our interests in order to
reduce our technical and nancial exposure, and to expedite the

evaluation and exploitation of these high-potential assets. Russell Harvey
Chief Executive Of cer
Financial Results 25 May 2006

Forum recorded a loss of US$0.9 million for the nine months ended
31 December 2005. This was primarily attributable to expenses
related to admission to AIM, as well as costs incurred in establishing
the exploration and development of the Company’s gas, oil and

coal assets.
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“Forum currently has the resources
to meet it’s programme for 2006.
The equity placing in May and
August 2005, has provided the
financial resources necessary to
develop and grow our business.”

Cameron Pearce
Chief Financial Officer
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Forum currently has the resources to meet its programme for 2006.
The equity placings in May and August 2005 provided the financial
resources to proceed with the acquisition and development of the
66.7% interest Forum Exploration Inc. (‘FEI’) and its SC40 licences,
as well as the two coal licences, all of which are on the island of
Cebu in the Philippines. In addition, the Company acquired the
GSEC101 licence in the South China Sea with the Sampaguita gas
discoveries, and carried out a 3D seismic survey and completed
the admission to AIM in August 2005.

Results for the Year

The Group recorded a loss of US$0.9 million for the period ended
31 December 2005. With the adoption of full cost accounting,

the losses were mainly attributable to administrative expenses.

Of this amount approximately, US$0.4 million was recognised as
the expense attributed to the issue of the share options in favour

of the Executive, Board, management and employees of the Group.
These results are in line with the budgeted expenditures for the
Company and resulted in a loss per share of US$0.044 per share.

Cash Flow and Capital Expenditure

Funding for the development of FEI, as well as the acquired

licences and other potential purchases, has been provided through
the pre-IPO issue in May 2005, when the Company issued 3,400,000
shares at £1.00 each resulting in US$6.2 million (£3.4 million), and
through the IPO in August 2005, when the Company issued 9,821,450
shares at £1.12 each, resulting in US$18.5 million (£11.0 million).

The Company raised a total of US$22.8 million (net of costs).

During the period, the Company spent US$4.3 million in shooting

a 3D seismic survey on GSEC 101, and an additional US$0.9 million
in development of the SC40 licence, including a 2D seismic survey
on the Tafion Straits. The Company also advanced US$0.6 million
to MG Mining during the negotiation phase with the MG proprietors,
which has now been converted to a loan secured by one of the
MG-owned coal properties in Cebu.

At December 31 2005, the Group had a working capital balance
of US$14.0 million, which is predominantly represented as cash
and cash equivalents.

Balance Sheet and Financing

The balance sheet was considerably strengthened by the net
US$22.8 million of equity nance received during the period.

In addition, the Company acquired interests in subsidiary companies
and licences, which it revalued and has recognised the additional
value of US$39.2 million. The Group has no debt, with the exception
of a liability it has recognised to the minority interest in FEI, which
will become payable as and when the cost recovery commences
from production in SC40.

The accounts have been prepared with the early adoption of
International Financial Reporting Standards, which is to be
followed by all AIM companies effective 1 January 2007.

Minority interest represents the minority shareholder in FEI (33.33%),
adjusted for their net share in the recognised losses for the period.
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Financial Instruments

The Group’s nancial instruments comprise cash and liquid

resources. The Company’s policy is that there is no trading in nancial

instruments. The main risks currently coming from the Group’s
nancial instruments are foreign currency risk, interest risk and

liquidity risk.

The cash balance of US$12.6 million had no material difference
between the book value and the fair value of the Group’s cash.
Forum recorded a loss of US$0.9 million, which was primarily
attributable to expenses related to admission to AIM, and costs
incurred in establishing the exploration and development of the
Company’s gas, oil and coal assets.

The Board reviews and agrees policies for managing each of
these risks and monitors them on a regular basis. No derivatives
or hedges were entered into during the period.

The Group has eight overseas subsidiaries, and the functional
and reporting currency is US Dollars.
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| would like to thank all employees for their hard work and

dedication to the development of the Company and achievement

of its objectives. Based on the operating progress so far, | believe the
Company has made a promising start. With rst cash ows expected
from the Basic Petroleum & Minerals Inc. acquisition and from our
coal assets, together with the extensive work planned, we look
forward to a period of sustained progress, to meeting new challenges

and creating a bright future.

Cameron Pearce
Chief Financial Of cer
25 May 2006
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BOARD OF DIRECTORS
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A. Alan Brodie Henderson (aged 72), Non-Executive Chairman

Alan Henderson has over 30 years’ experience in the oil and gas industry during
a career spanning over 40 years. He is currently a Director of Aberdeen New
Dawn Investment Trust plc, Aberdeen New Thai Investment Trust plc and Global
Energy Development plc. He has held several non-executive directorships,
including Ranger Oil Ltd between 1972 and 1992, and ADT Limited between
1992 and 1997. He was an Executive Director of Ranger Oil (UK) Ltd between
1991 and 2000, and Chairman between 1995 and 2000.

B. Russell Seth Harvey (aged 54), Chief Executive Of cer

Russell Harvey has 32 years experience in the upstream oil and gas business.
A graduate of Imperial College, he started his career with Philips Petroleum and
has held executive positions with Kerr McGee, Lasmo North Sea, where he was
Managing Director and Bitech Petroleum as CEO. Latterly, he was instrumental
in the building of Intrepid Energy, a private start-up company which was sold
for over US$1 billion, in 2004. He has extensive international experience and
has been involved in the sector in the UK, USA, Norway, The Middle East,
Russia and the CIS.

C. Cameron William Leslie Pearce (aged 34), Chief Financial Of cer
Financial Controller for three AIM-listed companies: Celtic Resources Holdings
plc, Eureka Mining plc and Victoria Oil and Gas plc. Cameron joined Celtic
Resources Holdings plc in September 2004, and was Financial Controller

of all three companies. He previously worked as a chartered accountant

for Bear Stearns International Limited, Henderson Investors Limited,
Rabobank International and KPMG Australia.

D. Barry Stansfield (aged 55), Non-Executive Director

Barry Stans eld is an independent Director with broad experience of business
spanning over 30 years. He was co-owner and managing director of Stans eld
Lake, a London based marketing company until the Company was acquired by
Communicator Plc. Currently, he is Chairman of FEC Resources Inc., and has
been an independent Director with them since April 2003. He is also a partner
in a private property investment company based in southern England.

E. Graeme Paul Thomson FCA (aged 49), Non-Executive Director

In 1989, Graeme Thomson co-led a management buy-in of AmBrit International
Plc, which was taken over in 1992. He then joined the Kirkland Group, which
later became Dragon Qil Plc, where he served as Finance Director and
Company Secretary until April 1999. A founder partner of Endeavour Oil & Gas
Limited Partnership and Sterling, he also assisted unquoted and quoted
companies in a variety of areas including corporate nance, accounting,
commercial and strategic affairs. Following the listing of Sterling on AIM

in 2002 he was appointed Finance Director and Company Secretary.

F. Henry George Wilson (aged 52), Non-Executive Director

Henry Wilson joined BP Plc and worked for 17 years in a variety of exploration
and corporate nance roles. In 1987, he left BP Plc to form Kirkland Resources
which was listed in London as Dragon Oil Plc in 1993. In 1997, he was the
principal founding partner of the Endeavour Oil & Gas Limited Partnership

and following its successful sale in 2000, was a founding partner and Director
of Sterling. Following the listing of Sterling on AIM in 2002, he was appointed
Chief Executive of the Sterling group.

G. lan Ronald Baron (aged 49), Non-Executive Director

lan Baron is a geology graduate who has worked in the upstream oil and

gas industry for 25 years. He has held positions including Chief Executive

Of cer of Dragon Qil Plc, Vice President of business development for Conoco
Middle East Ltd in Dubai, and Exploration Director of two listed oil companies in
Australia. He was Chief Operating Of cer of Aurado Energy Inc. and is currently
President of Argo Plus, a privately-held oil and gas company with activities in
Russia, as well as Vice President upstream at Energy Services Group (ESG)
Dubai, a consulting rm providing management services to the oil and gas
industry.
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REPORT OF THE DIRECTORS

The Directors present their report together with the audited financial statements for the period ended 31 December 2005. The Company was incorporated
on 1 April 2005.

Results and Dividends
The consolidated statement of loss is set out on page 20 and shows the loss for the period.

The Directors do not recommend the payment of a dividend.

Principal Activities and Business Review
The Company was incorporated on 1 April 2005 as Sterling Philippines plc, and changed its name to Forum Energy plc on 20 May 2005. The Company
aims to acquire and pursue the exploration for, development of, and production from oil, gas and coal assets with a focus on the Philippines.

On 22 April 2005, the Company acquired GSEC 101, an exploratory licence located in the South China Sea, and commenced a 3D seismic study of certain
key development prospects.

During the period the Company acquired a 66.67% interest in Forum Exploration Inc. (‘FEI’), which held the SC40 onshore and offshore licence along with
a number of proven gas fields ,as well as potential development areas both onshore and offshore. In addition, FEI holds two coal licences in Cebu in the
Philippines.

The Company raised US$6.2 million (£3.4 million) through a pre-IPO funding round, followed by a further IPO funding round in July 2005, raising an
additional US$19.5 million (£11.0 million). The Company was admitted to the Alternative Investment Market (AIM) of the London Stock Exchange in
August 2005. Proceeds from these issues will be used to fund the further development of both the SC40 licence area as well as process the seismic data
on the GSEC 101 block in order to determine if this block will be converted to a service contract. The coal licences are expected to commence mining
operations in 2006.

Throughout the year the Company has been pursuing the development of the assets and in November 2005 declared commerciality on the Libertad Gas
Field in SC40, completed a 3D seismic survey on certain areas of GSEC101, shot a 2D seismic survey on certain offshore areas in SC40 and refurbished
the Company owned drilling rig in of further workover activity in SC40.

The Company intends to complete further seismic interpretation to determine the potential of GSEC101 as well as offshore SC40, re-enter certain wells
on SC40, commence coal production in Cebu and look for further opportunities to add producing assets in the Philippines. The Company has also
announced it has completed the acquisition of Basic Petroleum and Minerals Inc. which has given the Company interests in producing properties in
the NW Palawan area. It is intended to continue to develop its interest in these properties through farm-in agreements.

The information that fulfils the requirements of the Business Review can be found in the Chairman’s and CEQ'’s statements and the Financial Update,
which are incorporated into this report by reference. These statements provide an analysis of the development and future of the Company, including
principal risks and uncertainties, as well as an analysis using financial and non-financial methods of analysis and specifically addresses environmental
and employee issues.

The Group has adopted all environmental compliance standards as set out in the production sharing agreements for SC40 and GSEC101, including

the adoption of a comprehensive plug and abandonment programme to be put in place for each field within two years of commencement of commercial
operations.

Charitable and Political Donations
During the period, the Company made no charitable or political contributions.

Financial Instruments
Details of the use of financial instruments by the Company and its subsidiary undertakings are contained in Note 19 of the financial statements.
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REPORT OF THE DIRECTORS (continued)

Policy and Practice on the Payment of Creditors

While no formal code is adopted, the Company’s current policy concerning the payment of its creditors is to:

» settle the terms of payment with creditors when agreeing the terms of each transaction;

= ensure that these creditors are made aware of the terms of payment by the inclusion of relevant terms in contracts; and
= pay in accordance with its contractual and other legal obligations.

At the balance sheet date, creditor payment days are 30 days.

Post Balance Sheet Events
On 29 March 2006 the Company acquired, subject to government consents, interests in nine offshore oil fields and additional exploration prospects. It has
acquired the new assets through the acquisition of Basic Petroleum and Mining Inc. (BPMI), formerly held by Philippines-based Basic Consolidated Inc. (BCI).

The newly-acquired assets cover nine offshore fields west of the Philippines, comprising: Nido (8.47%), Matinloc and Pandan (12.41%), North Matinloc
(19.46%), Libro (28.6%), Tara (10%), Bonita (7.03%), West Linapacan (9.1%), Galoc (2.28%) and a 27.7% interest in SC41, situated within the Sulu Sea
and covering some 4,820 km?, an area with proven hydrocarbon potential. Project work will be managed by Forum’s team in Manila.

The Company will pay US$5 million over the next 12 months, in a combination of US$2.2 million in cash and 1,333,759 shares to acquire 100% of BPMI.
Further cash payments of up to $2 million will be made if the acquired interests produce more than 5.4 million barrels of oil. BCI may also progressively
receive cost recovery of up to $10 million, but not until the Company has recovered 100% of its invested capital.

Substantial Shareholdings
Shareholdings in the Company as at 31 December 2005, where 3% or greater of number of shares issued were held, is as follows:

Name of Shareholders Percentage Owned
FEC Resources Inc. 36.72
Sterling Energy plc 14.71
Moore Credit Fund (Master) LP 5.68
Mellon Nominees (UK) Limited 4.39
The Bank of New York (Nominees) Limited 4.16
Nortrust Nominees Limited 3.28
Chase Nominees Limited 3.12
HSBC Global Custody Nominee (UK) Limited 3.11

Shareholdings in the Company as at 16 May 2006, where 3% or greater of number of shares issued were held, is as follows:

Name of Shareholders Percentage Owned
FEC Resources Inc. 35.01
Sterling Energy plc 14.02
Moore Credit Fund (Master) LP 5.41
Basic Consolidated Inc. 4.67
Mellon Nominees (UK) Limited 4.18
The Bank of New York (Nominees) Limited 3.96
Morstan Nominees Limited 3.26
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REPORT OF THE DIRECTORS (continued)

Directors
The Directors of the Company during the period and their interests in the common share capital of the Company were:

Number of Number of

ordinary shares options on ordinary shares

31 December 2005 31 December 2005

Alan Henderson (appointed 18 May 2005) M@ 5,000 72,000

Barry Stansfield (appointed 18 May 2005)® - 54,000

David Robinson (appointed 18 May 2005, resigned 12 May 2006) 60,000 360,000

David Thompson (appointed 18 May 2005, resigned 3 March 2006) 55,000 270,000

lan Baron (appointed 18 May 2005) 25,000 54,000

Graeme Thomson (appointed 1 April 2005) @ 10,000 54,000

Henry Wilson (appointed 1 April 2005) ®) 50,000 54,000
(

Cameron Pearce appointed 3 March 2006) - -

' Member of the Remuneration Committee
@Member of the Audit Committee

All shares owned by Directors were subscribed for during the May 2005 pre-IPO funding round. All options were awarded on 1 August 2005.

Directors’ Responsibilities

The Directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at any time the financial position of the
Company, for safeguarding the assets and for taking reasonable steps for the prevention and detection of fraud and other irregularities and for the
preparation of the financial statements which comply with the requirements of the Companies Act 1985.

The Directors have elected to prepare the financial statements for the Company in accordance with International Financial Reporting Standards (IFRSSs).

International Accounting Standard 1 requires that the financial statements present fairly for each financial period the Company’s financial position, financial
performance and cash flows. This requires the faithful representation of the effects of transactions, other events and conditions in accordance with the
definitions and recognition criteria for assets, liabilities, income and expenses set out in the International Accounting Standards Board’s ‘Framework for
the preparation and presentation of financial statements’. In virtually all circumstances, a fair presentation will be achieved by compliance with all applicable
IFRS. A fair presentation also requires the Directors to:
» select suitable accounting policies;
« present information, including accounting policies, in a manner that provides relevant, reliable, comparable and understandable information; and
« provide additional disclosures when compliance with the specific requirements in IFRS is insufficient to enable users to understand the impact

of particular transactions, other events and conditions on the entity’s financial position and financial performance.

All of the current Directors have taken all the steps that they ought to have taken to make themselves aware of any information needed by the Company’s
auditors for the purposes of their audit and to establish that the auditors are aware of that information. The Directors are not aware of any relevant audit
information of which the auditors are unaware.

Auditors
BDO Stoy Hayward LLP, who were appointed as first auditors of the Company by the Directors, have expressed their willingness to continue in office
and a resolution to re-appoint them will be proposed at the AGM.

By order of the Board

Cameron Pearce
Director
25 May 2006
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CORPORATE GOVERNANCE STATEMENT

The Company Directors follow the Revised Combined Code on Corporate Governance in so far as it is practically possible given the Company’s size,
and have established the following Corporate Governance provisions:

1) A Non-Executive Chairman of the Board, Mr A Henderson, and four independent Non-Executive Directors, together with two Executive Directors.

2) An Audit Committee comprising three Non-Executive Directors, having documented terms of reference and chaired by Mr G Thomson, an
independent Non-Executive Director with recent and relevant financial experience.

3) A Remuneration and Nomination Committee comprising three Non-Executive Directors, having documented terms of reference and chaired by an
independent Non-Executive Director, Mr A Henderson.

Board of Directors
The Board currently comprises a Non-Executive Chairman, four Non-Executive Directors and two Executive Directors. Biographies of the Directors can
be found on page 12.

Executive Directors 2005
David Robinson 2
David Thompson 2

Non-Executive Directors
Alan Henderson

Henry Wilson

Graeme Thomson

lan Baron

Barry Stansfield

NNEFE NN

All necessary information is supplied to the Directors on a timely basis to enable them to discharge their duties effectively, and all Directors have access
to independent professional advice, at the Company’s expense, as and when required.

The Articles of Association require that at least one third of the Directors retire and may submit themselves for re-election at the AGM each year.

Committees
Each of the Audit and Remuneration/Nomination Committees has its own terms of reference.

Audit Committee
The Audit Committee comprises Graeme Thomson (Chairman), Alan Henderson and Barry Stansfield.

The Audit Committee is responsible for monitoring the integrity of the financial statements of the Group, assessing the effectiveness of the Group’s
internal controls and risk management systems, and reviewing the scope and effectiveness of the external audit function.

The Committee met twice during 2005 (following admission to AIM) to review the interim financial statements and the Group’s auditors. The Audit
Committee meetings were attended by all Committee members as well as the previous outside external auditors (KPMG) for review purposes on
the interim financial statements. The current Auditors (BDO) have unrestricted access to the Chairman of the Audit Committee.

Remuneration/Nominations Committee
The Remuneration/Nominations Committee comprises Alan Henderson (Chairman), Henry Wilson and lan Baron.

The Remuneration Nominations Committee is responsible for making recommendations to the Board on the Company’s Remuneration policy and

for determining remuneration of the Executive Directors and senior employees. The Nominations Committee is responsible for the composition of the
Board and makes recommendations on the appointment of new Directors, as well as making recommendations to the Board on succession planning.
The Committee met once in 2005 and the meeting was attended by all Committee members.
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CORPORATE GOVERNANCE STATEMENT (CONTINUED)

Shareholder Relations

Communications with shareholders is undertaken through face-to-face meetings, general presentations at the time of the release of interim and full year
results, and news releases. The Group’s website (www.forumenergyplc.com) facilitates the publication of results and the posting of news regarding the
Group and its developments.

The Chairman is available to meet with institutional shareholders to discuss any issues and concerns regarding the Group’s governance.
Non-Executive Directors can also attend meetings with major shareholders, if requested.

The participation of both private and institutional investors at the AGM is welcomed by the Board.

Internal Controls

The Directors acknowledge their responsibility for the Company’s and the Group’s systems of internal control, which are designed to safeguard

the assets of the Group and ensure the reliability of financial information for both internal use and external publication. The Group’s internal control
procedures include Board, technical and financial approval for all significant projects. All major expenditures require senior management approval at the
appropriate stages of each transaction. Overall control is ensured by a regular detailed reporting system covering both technical progress of a project
and the state of the Group’s financial affairs. The Board has put in place procedures for identifying, evaluating and managing any significant risks that
face the Group.

Any systems of internal control can provide only reasonable, and not absolute assurance that material financial irregularities will be detected or that the
risk of failure to achieve business objectives is eliminated. The Directors, having reviewed the effectiveness of the system of internal financial, operational
and compliance controls and risk management, consider that the system of internal control operated effectively throughout the financial period and up
to the date the financial statements were signed.

Going Concern
After making enquiries, the Directors have a reasonable expectation that the Company and the Group as a whole have adequate resources to continue
in operational existence for the foreseeable future. For this reason, they continue to adopt the going concern basis in preparing the financial statements.
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REPORT OF THE INDEPENDENT AUDITORS

Independent Auditor’s Report to the Shareholders of Forum Energy plc

We have audited the Group and parent Company financial statements (the Financial statements) of Forum Energy plc for the period ended 31 December
2005, which comprise the Consolidated Statement of Loss, the Group and Parent Company Balance Sheets, the Consolidated and Company Cash Flow
Statement, the Consolidated Statement of Recognised Income and Expense, and the related Notes. These financial statements have been prepared under
the accounting policies set out therein.

Respective Responsibilities of Directors and Auditors

The Directors’ responsibilities for preparing the Annual Report and the financial statements in accordance with applicable law and International Financial
Reporting Standards (IFRSs) as adopted by the European Union, are set out in the Statement of Directors’ Responsibilities. Our responsibility is to audit the
financial statements in accordance with relevant legal and regulatory requirements and International Standards on Auditing (UK and Ireland).

We report to you our opinion as to whether the financial statements give a true and fair view and have been properly prepared in accordance with the
Companies Act 1985, and whether the information given in the Directors’ Report is consistent with those financial statements. We also report to you if,

in our opinion, the Company has not kept proper accounting records, if we have not received all the information and explanations we require for our audit,
or if information specified by law regarding Directors’ remuneration and other transactions is not disclosed.

We read other information contained in the Annual Report and consider whether it is consistent with the audited financial statements. The other information
comprises only the Directors’ Report, the Chairman’s Statement, the Chief Executive’s Statement, the Financial Report and the Corporate Governance
Statement only.

Our responsibilities do not extend to any other information.

Our report has been prepared pursuant to the requirements of the Companies Act 1985 and for no other purpose. No person is entitled to rely on this
report unless such a person is a person entitled to rely upon this report by virtue of and for the purpose of the Companies Act 1985, or has been expressly
authorised to do so by our prior written consent. Save as above, we do not accept responsibility for this report to any other person or for any other purpose
and we hereby expressly disclaim any and all such liability.

Basis of Audit Opinion

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

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

Opinion

In our opinion:

« the Group financial statements give a true and fair view, in accordance with IFRS as adopted by the European Union, of the state of the Group’s affairs
as at 31 December 2005, and of its loss for the period then ended.

» the parent Company’s financial statements give a true and fair view, in accordance with IFRS as adopted by the European Union, as applied
in accordance with the provisions of the Companies Act 1985, of the state of the parent Company’s affairs as at 31 December 2005.

« the financial statements have been properly prepared in accordance with the Companies Act 1985.

» the information given in the Directors’ Report is consistent with the financial statements.

BDO STOY HAYWARD LLP
Chartered Accountants

and Registered Auditors
London

25 May 2006
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CONSOLIDATED STATEMENT OF LOSS
FOR THE PERIOD 1 APRIL 2005 TO 31 DECEMBER 2005

Note US$’000
Administrative expenses (1,315)
Loss from operations 3 (1,315)
Financial income ® 260
Financial expense 5 (14)
Loss on ordinary activities before taxation (1,069)
Taxation 6 _
Loss on ordinary activities after taxation (1,069)
Attributable to:
Equitable holders of the Parent 15 (867)
Minority interest 16 (202)
Loss for the period after taxation and deficit carried forward (1,069)
Accumulated deficit brought forward =
Accumulated deficit carried forward (867)
Loss per ordinary share (US$)
Basic and diluted 7 (0.044)

All amounts relate to continuing activities.

The Notes on pages 25 to 36 form part of these financial statements.
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CONSOLIDATED STATEMENT OF RECOGNISED INCOME AND EXPENSE
FOR THE PERIOD FROM 1 APRIL 2005 TO 31 DECEMBER 2005

1 April 2005 to

December 31 2005

US$'000

Loss for the period (867)

Exchange differences arising on the translation of foreign subsidiaries (499)

Total recognised losses for the period (1,366)
Attributable to:

— Equity holders of the parent (1,164)

— Minority interest (202)

(1366)
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CONSOLIDATED BALANCE SHEET
AT 31 DECEMBER 2005

Note US$’000 US$’000
Non-current assets
Intangible assets 8 39,220
Tangible assets 9 355
Total non-current assets 39,575
Current assets
Inventory 10 105
Trade and other receivables 12 836
Advances 12 720
Other financial assets 12 215
Cash and cash equivalents 12,635
Total current assets 14,511
Total assets 54,086
Liabilities:
Current liabilities
Trade payables 13 420
Other payables 13 40
Total current liabilities 460
Non-current liabilities
Other payables 1,238
Total liabilities (1,698)
Total net assets 52,388
Capital and reserves attributable to equity holders of the Company
Called up share capital 14 4,932
Share premium account 14 46,714
Other reserves 15 51
Foreign exchange reserve 15 (499)
Retained losses 15 (867)
50,331
Minority interest 16 2,057
Total equity 52,388

The financial statements were approved and authorised for issue by the Board on 25 May 2006.

Cameron Pearce
Director

The Notes on pages 25 to 36 form part of these financial statements.
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COMPANY BALANCE SHEET
AT 31 DECEMBER 2005

Note US$’000 US$’000

Non-current assets

Investments 11 38,529
Total non-current assets 38,529
Current assets

Trade and other receivables 12 486

Advances 12 720

Cash and cash equivalents 11,387
Total current assets 12,593
Total assets 51,122
Liabilities:
Current liabilities

Trade payables 13 109
Total current liabilities (109)
Total net assets 51,013
Capital and reserves

Called up share capital 14 4,932

Share premium account 14 46,714

Other reserves 15 51

Foreign exchange reserve 15 (499)

Retained losses 15 (285)
Total equity 16 51,013

The financial statements were approved and authorised for issue by the Board on 25 May 2006.

Cameron Pearce
Director

The Notes on pages 25 to 35 form part of these financial statements.

FORUM ENERGY PLC ANNUAL REPORT 2005 23



CONSOLIDATED AND COMPANY CASH FLOW STATEMENTS

FOR THE PERIOD FROM 1 APRIL 2005 TO 31 DECEMBER 2005

Group Group Company Company
Note US$’000 US$’000 US$’000 US$’000
Operating activities
Net loss from ordinary activities (1,069) (185)
Adjustments for:
Depreciation 215 -
Share options expense 51 51
Exchange losses 28 -
Interest expense 14 14
Interest income (260) (260)
Minority interest (202) -
(154) (195)
Operating loss before changes in working capital (1,223) (380)
Increase in trade and other receivables (2,997) (1,674)
Increase in inventories (105) -
Increase in trade and other payables 1,698 109
(404) (1,565)
Cash outflows from operating activities (1,627) (1,945)
Investing activities
Interest income 260 260
Purchase of tangible fixed assets (382) -
Sale of tangible fixed assets 69 -
Acquisition of intangible assets (8,720) -
Investment in subsidiary undertakings - (9,963)
Cash flows from investing activities (8,773) (9,703)
Financing activities
Interest expense (14) (14)
Issue of ordinary share capital (net of issue costs) 22,823 22,823
Cash flows from financing activities 22,809 22,809
Increase in cash 12,409 11,161
Cash and cash equivalents at beginning of the period - -
Foreign exchange movements 226 226
Cash and cash equivalents at end of the period 18 12,635 11,387

The Notes on pages 25 to 36 form part of these financial statements.
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NOTES TO THE FINANCIAL STATEMENTS

1 ACCOUNTING POLICIES

Basis of preparation

The principal accounting policies adopted in the preparation of the financial statements are set out below. The policies have been consistently applied
throughout the current period presented, unless otherwise stated. These financial statements have been prepared in accordance with International
Financial Reporting Standards (IFRS and IFRIC interpretations) issued by the International Accounting Standards Board (IASB) and with those parts
of the Companies Act 1985 applicable to companies preparing their accounts under IFRS. This is the first time the Company has prepared its financial
statements in accordance with IFRS and is based on the financial information for the period from 1 April 2005 (the Company’s date of incorporation)
to 31 December 2005. The financial statements have been prepared using the US Dollar as this is the functional currency of the Group.

Basis of consolidation

Where the Company has the power, either directly or indirectly, to govern the financial and operating policies of another entity or business so as to obtain
benefits from its activities, it is classified as a subsidiary. The consolidated financial statements present the results of the Company and its subsidiaries
(‘the Group’) as if they formed a single entity. Intercompany transactions and balances between Group companies are therefore eliminated in full.

The Company has taken advantage of the exemption allowed under section 230 of the Companies Act 1985 and has not presented its own profit and loss
account in these financial statements. The Group loss for the period includes a loss after tax and before dividends paid and payable of US$185,000 in
respect of the Company which is dealt with in the financial statements of the Parent Company.

Business combinations

The consolidated financial statements incorporate the results of the business combinations using the acquisition method of accounting. In the consolidated
balance sheet, the acquire’s identifiable assets, liabilities and contingent liabilities are initially recognised at their fair values at the acquisition date.

The results of acquired operations are included in the consolidated income statement from the date on which control is obtained.

Foreign currency

Transactions entered into by Group entities in a currency other than the currency of the primary economic environment in which it operates (the ‘functional
currency’) are recorded at the rates ruling when the transactions occur. Foreign currency monetary assets and liabilities are translated at the rates ruling

at the balance sheet date. Exchange differences arising on the retranslation of unsettled monetary assets and liabilities are similarly recognised immediately
in the income statement.

On consolidation, the results of overseas operations are translated into US Dollars at rates approximating to those ruling when the transactions took place.
All assets and liabilities of overseas operations, including goodwill arising on the acquisition of those operations, are translated at the rate ruling at the
balance sheet date. Exchange differences arising on translating the opening net assets at opening rate and the results of overseas operations at actual
rate are recognised directly in equity (the ‘foreign exchange reserve’). Exchange differences recognised in the income statement of Group entities’ separate
financial statements on the translation of long-term monetary items forming part of the Group’s net investment in the overseas operation concerned are
reclassified to the foreign exchange reserve if the item is denominated in the functional currency of the Group or the overseas operation concerned.

On disposal of a foreign operation, the cumulative exchange differences recognised in the foreign exchange reserve relating to that operation up to the date
of disposal are transferred to the income statement as part of the profit or loss on disposal.

Revenue
Turnover is derived from sales of oil, gas and coal to third party customers. Sales of oil, gas and coal production are recognised at the time of delivery
of the product to the purchaser.

Share-based payments

Where share options are awarded to employees, the fair value of the options at the date of grant is charged to the income statement over the vesting
period. Non-market vesting conditions are taken into account by adjusting the number of equity instruments expected to vest at each balance sheet
date so that, ultimately, the cumulative amount recognised over the vesting period is based on the number of options that eventually vest. Market vesting
conditions are factored into the fair value of the options granted. As long as all other vesting conditions are satisfied, a charge is made irrespective of
whether the market vesting conditions are satisfied. The cumulative expense is not adjusted for failure to achieve a market vesting condition.

Where the terms and conditions of options are modified before they vest, the increase in the fair value of the options, measured immediately before and
after the modification, is also charged to the income statement over the remaining vesting period.

Where equity instruments are granted to persons other than employees, the income statement is charged with the fair value of goods and services received.

Tax
Income tax on the profit or loss from ordinary activities include current and deferred tax.

Current tax is based on the profit or loss from ordinary activities adjusted for items that are non-assessable or disallowed and is calculated using tax rates
that have been enacted or substantively enacted by the balance sheet date.

Income tax is charged or credited to the income statement, except when the tax relates to items credited or charged directly to equity, in which case the
tax is also dealt with in equity.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

Unevaluated oil, gas and mining costs

In accordance with the full cost method of accounting, all costs associated with mining and oil and gas property development and investment

are capitalised on a project-by-project basis pending determination of the feasibility of the project. Costs incurred include appropriate technical and
administrative expenses but not general overheads. If a mining or oil or gas property development project is successful, the related expenditures will
be transferred to tangible assets and amortised over the estimated life of the commercial ore/reserves on a unit of production basis. Where a licence
is relinquished, a project is abandoned, or is considered to be of no further commercial value to the Company, the related costs will be written off.

Unevaluated mining and oil and gas costs are assessed at each period end and where there are indications of impairment the related costs will be
written off. The recoverability of unevaluated oil, gas and mining costs is dependent upon the discovery of economically recoverable reserves, the ability
of the Group to obtain necessary financing to complete the development of reserves and future profitable production or proceeds from the disposition
of recoverable reserves.

Proved mining and oil and gas properties

Depletion and amortisation of the full-cost pools is computed using the units of production method based on proved reserves as determined annually

by management. The Group currently has only one cost pool being in the Philippines. Depletion, depreciation and amortisation is included within operating
expenses within the income statement.

Tangible assets
Items of property, plant and equipment are initially recognised at cost. As well as the purchase price, cost includes directly attributable costs
and the estimated present value of any future costs of dismantling and removing items. The corresponding liability is recognised within provisions.

Depreciation is provided on all items of property and equipment to write off the carrying value of items over their expected useful economic lives.
It is applied at the following rates:

Drilling equipment —20% per annum straight line
Transport and motor equipment — 20% per annum straight line
Furniture, fixtures and fittings — 20% per annum straight line
Tools and other equipment — 33% per annum straight line

Impairment of tangible assets

Tangible assets are subject to impairment tests whenever events or changes in circumstances indicate that their carrying amount may not be recoverable.
Where the carrying value of an asset exceeds its recoverable amount (i.e. the higher of value in use and fair value less costs to sell), the asset is written
down accordingly. Where it is not possible to estimate the recoverable amount of an individual asset, the impairment test is carried out on the asset’s
cash-generating unit (i.e. the lowest Group of assets in which the asset belongs for which there are separately identifiable cash flows).

Any impairment charge is included in the administrative expenses line item in the income statement, except to the extent they reverse gains previously
recognised in the statement of recognised income and expense.

Inventories
Inventories are initially recognised at cost, and subsequently at the lower of cost and net realisable value. Cost comprises all costs of purchase,
costs of conversion and other costs incurred in bringing the inventories to their present location and condition.

Weighted average cost is used to determine the cost of ordinarily interchangeable items.

Provision for abandonment costs

Provision for abandonment costs are recognised at the commencement of production. The amount recognised is the present value of the estimated
future expenditure determined in accordance with local conditions and requirements. A corresponding tangible fixed asset of an amount equivalent
to the provision is also created. This is subsequently depreciated as part of the capital costs of production. Any change in the present value of the
estimated expenditure is reflected as an adjustment to the provision and the fixed assets.

Deferred taxation

Deferred tax assets and liabilities are recognised where the carrying amount of an asset or liability in the balance sheet differs to its tax base, except

for differences arising on the initial recognition of goodwill, goodwill for which amortisation is not tax deductible, the initial recognition of an asset

or liability in a transaction which is not a business combination and at the time of the transaction affects neither accounting or taxable profit, investments
in subsidiaries and jointly controlled entities where the Group is able to control the timing of the reversal of the difference and it is probable that the
difference will not reverse in the foreseeable future.

Recognition of deferred tax assets is restricted to those instances where it is probable that taxable profit will be available against which the difference can

be utilised. The amount of the asset or liability is determined using tax rates that have been enacted or substantially enacted by the balance sheet date and
are expected to apply when the deferred tax liabilities/(assets) are settled/(recovered). Deferred tax balances are not discounted.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

Deferred tax assets and liabilities are offset when the Group has a legally enforceable right to offset current tax assets and liabilities and the deferred tax
assets and liabilities relate to taxes levied by the same tax authority on either the same taxable Group Company or different Group entities which intend
either to settle current tax assets and liabilities on a net basis or to realise the assets and settle the liabilities simultaneously, in each future period in which
significant amounts of deferred tax assets or liabilities are expected to be settled or recovered.

Deferred tax balances are not discounted.

Financial instruments
The Group’s financial assets consist of current account or on short-term deposits at variable interest rates. Any interest earned is accrued monthly and
classified as interest. Trade and other receivables are stated at cost less impairment losses.

The Group’s financial liabilities consist of trade and other payables. The trade and other payables are stated at their cost.

Cash and cash equivalents
For the purposes of the cash flow statement, cash and cash equivalents are defined as short term bank and cash deposits.

Leased assets
Where assets are financed by leasing agreements that do not give rights approximating ownership, these are treated as operating leases. The annual
rentals are charged to the Profit and Loss account on a straight line basis over the term of the lease.

2 SEGMENTAL ANALYSIS
The Group operates in one business segment, the exploration for and production of oil, gas and coal. The Company has interests in one geographical
segment being The Philippines.

3 GROUP LOSS FROM OPERATIONS

Period from
1 April
2005 to
31 December
2005
US $000

This has been arrived at after charging:
Auditors’ remuneration — Group — audit services 75
including — Company — audit services 50
Directors’ remuneration 382
Employee salaries and other benefits 583
Non cash cost of share incentive plan 51
Depreciation 215
Office lease 27
Other expenses 254
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

4 SALARIES

Group Company
Period from Period from
1 April 1 April
2005 to 2005 to
31 December 31 December
2005 2005
Average number of employees 20 -
Group Company
Period from Period from
1 April 1 April
2005 to 2005 to
31 December 31 December
2005 2005
US$’000 US$’000
Gross salaries 541 -
Employee benefits 42 -
Non cash employee share option expense 51 -
634 -

Directors’ emoluments (fees)
Alan Henderson 35 =
David Robinson 144 -
David Thompson 108 -
Henry Wilson 24 -
Graeme Thomson 25 -
Barry Stansfield 24 -
lan Baron 22 -

All Directors remuneration is paid in cash in accordance with their contracts. In addition all Directors have received options to purchase ordinary shares

of the Company at an exercise price of US$1.12 per share (see Note 14). During the period Directors did not receive any other remuneration.

5 FINANCIAL INCOME AND EXPENSE
Financial income during the period of US$260,540 is interest from bank deposits.

Financial expenses during the period relate to realised and unrealised foreign exchange losses amounting to US$795 and US$14,370 for interest and

finance charges.
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6 TAXATION ON LOSS FROM ORDINARY ACTIVITIES
There is no tax charge arising for the Group for the period.

The tax assessed for the period is lower than the standard rate of corporation tax in the UK. The differences are explained below:

Period from

1 April

2005 to

31 December

2005

US$’000

Loss on ordinary activities attributable to the equity holders of the parent (867)
Loss on ordinary activities at the standard rate of

Corporation tax in the UK of 30% (260)

Expenses disallowed for tax (principally depreciation) 65

Tax losses carried forward 195

Tax charge for the period _

Factors that may affect future tax charges

At 31 December 2005, the Company had UK tax losses of approximately US$195,000 carried forward which will be utilised against future profits.
However these losses are only recoverable against future profits, the timing of which is uncertain and as a result no deferred tax asset is being recognised
in relation to these losses. Philippines tax losses can be carried forward and applied against future profits when they are realised. Philippines basic
corporation tax rate is 30%.

7 LOSS PER SHARE

Earnings per ordinary share have been calculated using the weighted average number of shares in issue during the relevant financial periods. The weighted
average number of equity shares in issue for the period is 19,890,483. Losses for the Group attributable to the equity holders of the Company for the period
are US$867,261.

Since the period end the Company has agreed to issue 1,333,759 ordinary shares of 10p each in respect of partial consideration on the acquisition of Basic

Consolidated, Inc. (see Note 22). In addition the Company agreed to issue 300,000 options to Cameron Pearce, the CFO on 1 March 2006 and cancelled
360,000 options.

8 INTANGIBLE ASSETS

Unevaluated
Oil, Gas and Mining

Costs
Group US$’000
Cost
At 1 April 2005 N
Additions 39,220
At 31 December 2005 39,220
Amortisation
At 1 April 2005 -
Provided for the period -
At 31 December 2005 -
Net book value
At 31 December 2005 39,220

The unevaluated oil, gas and mining costs relate to the acquisition of the Group’s assets in the Philippines.

FORUM ENERGY PLC ANNUAL REPORT 2005 29



NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

9 TANGIBLE ASSETS

Transport Furniture Tools
Drilling & Motor Fixtures & Other
Equipment Equipment & Fitting Equipment Total
US$’000 US$'000 US$’000 US$’000 US$’000
Cost
Additions 289 71 22 - 382
Acquisitions 5 32 106 114 257
Disposals - (69) - - (69)
At 31 December 2005 294 34 128 114 570
Deprecation
Charge for the period 181 2 18 14 215
At 31 December 2005 181 2 18 14 215
Net book value
At 31 December 2005 113 32 110 100 355
10 INVENTORY
US $'000
Materials and supplies 105
There is no material difference between the carrying values of inventories and their replacement cost.
11 INVESTMENTS
US$’000
Cost
At 1 April 2005 N
Additions 38,529
At 31 December 2005 38,529

The principal subsidiaries of the Group, all of which have been included in these consolidated financial statements are as follows:

Country of Proportion of
Name Incorporation ownership interest
Forum Philippine Holdings Limited Jersey 100%
Forum (FEI) Limited Jersey 100%
Forum (GSEC101) Limited ¥ Jersey 100%
Forum (Nido Matinloc) Limited Jersey 100%
Forum Exploration, Inc. 2 The Philippines 66.67%

3 Forum (GSEC101) Limited has established a registered branch office in the Philippines.

2 The Minority shareholders of Forum Exploration, Inc. are unrelated and the Group consolidate the total activity of this subsidiary and account separately

for the Minority Interest.
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12 RECEIVABLES

Group Company

2005 2005

US$’000 US$'000

Trade receivables 40 -
Other receivables 796 439
Amounts due from employees 24 -
Prepayments 57 47
Cash held in trust account 134 -
Advances 720 720
Total receivables 1,771 1,206

Included with other receivables are amounts relating to recoverable VAT and amounts in respect of expenditure on future projects.

The advances relate to cash advances paid to third party companies. The advances made carry interest of 10% per annum and are due for repayment

within one year.

All amounts shown under receivables fall due for payment within one year.

13 LIABILITIES
Group Company
2005 2005
Current liabilities US$’000 US$’000
Trade payables 349 -
Other payables 23 21
Employee benefits 71 71
Withholding taxation 17 17
460 109
All amounts fall due for payment within one year.
Group Company
2005 2005
Non-current liabilities US$’000 US$’000
Other payables 1,238 -
14 SHARE CAPITAL
Authorised Allotted, called Share
Number up and fully paid Premium
Company of £1 each Number uss$ uss$
1 April 2005 @ 100,000,000 20 4 33
22 April 2005® - 4,003,980 736,011 7,507,323
18 May 2005 @ - 9,996,000 1,837,465 18,742,140
31 May 2005 © - 3,400,000 621,792 5,596,128
2 August 2005 “ - 9,821,450 1,736,923 17,716,619
100,000,000 27,221,450 4,932,195 49,562,243
Issue costs (2,848,723)
100,000,000 27,221,450 4,932,195 46,713,520
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14 SHARE CAPITAL (CONTINUED)

The Company was incorporated as Sterling Philippines plc with an authorised share capital of £2 comprising of 2 £1 ordinary shares and 50,000
redeemable preference shares of £1 each. The ordinary shares and redeemable preference shares were issued on 19 April 2005 and the redeemable
preference shares were redeemed on 31 May 2005.

®'0On 22 April 2005 the Company amended its share capital by authorising 100,000,000 shares of £0.10 each, and issued an additional 4,003,980 shares
and the redeemable preference shares in exchange for the acquisition of the Company holding GSEC 101 License in the Philippines. This acquisition
had a fair value of US$8,243,371 (£4,003,980). The transaction was between the Company and the Sterling Energy plc Group and FEC Resources, Inc.

@0On 18 May 2005 the Company changed its name to Forum Energy plc and issued 9,996,000 Common shares in exchange for the acquisition of a
66.67% interest in Forum Exploration, Inc. (comprising of the licence area SC40 in the Philippines and two Coal Licenses located on the island of Cebu,
the Philippines). This acquisition had a fair value of US$20,579,605 (£9,996,000).

©®0On 31 May 2005 the Company issued 3,400,000 shares to investors under a pre-IPO at an issue price of £1 per share. The Company successfully raised
US$6,217,920 (£3,400,000) and on receiving the funds from the IPO the preference shares of £1 each were redeemed.

“0On 2 August 2005 the Company completed a further Initial Public Offering and raised an additional US$19,453,542 (£11,000,024) at an offer price
of £1.12 per share.

5 The Company was admitted to the Alternative Investment Market of the London Stock Exchange on 2 August 2005 following the successful completion
of the Initial Public Offering.

Share option scheme
At 31 December 2005, the following share options were outstanding in respect of the ordinary shares:

Outstanding Number of options Outstanding
at Granted Cancelled at Final
1 April during during 31 December exercise
Exercise price 2005 the year the year 2005 date
£1.12 - 1,423,207 - 1,423,207 August 2015
£1.21 - 24,793 - 24,793 August 2015
1,448,000 1,448,000

On 1 August 2005 the Company implemented a Share Option Plan (‘the Plan’) with three sub-plans (‘the sub-plan’). Under the terms of the Plan the
Company can issue up to 8% of the outstanding issued stock of the Company. As at 31 December 2005 the Company issued 905,207 options to officers
of the Group. Under the terms of the subplan the Company issued 24,793 options to employees consultants, 288,000 options were issued to Consultants
and 230,000 options were issued to the Philippine employees. All options carry the same terms and conditions requiring continuous employment of three
years to become fully vested. The exercise price of the options is £1.12 per share which was the placing price when the Company was admitted to the
Alternative Investment Market of the London Stock Exchange on 2 August 2005. The earliest exercise date is 1 August 2008.

These options have been valued using the Black Scholes model of valuing options for the period from the date of issue being either 1 August 2005
or 15 August 2005 to 31 December 2005.

Fair Value of options

Inputs to the Valuation model

The fair values of awards granted under the Share Option Plan have been calculated using the Black Scholes pricing model that takes into account factors
specific to share incentive plans such as the vesting periods of the Plan, the expected dividend yield on the Company’s shares and expected early exercise
of share options.

1 August 15 August
Grant date 2005 2005
Share price at date of grant £1.12 £1.21
Exercise price £1.12 £1.21
Volatility 25% 25%
Option life 10 years 10 years
Dividend yield - -
Risk-free investment rate 4.5% 4.5%

Employee turnover - -

Volatility has been based on the following:
(i) the annualised volatility of the Company’s shares since its flotation on the AIM market.

(ii) the volatility of comparable listed companies in the mining, oil and gas sector, based on historical share price information from the London Business
School for a ten year period dating back to 1995.
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Based on the these assumptions, the fair values of the options granted are estimated to be:

Share Option Plan

1 August 15 August
Grant date 2005 2005
Fair value £147,173 £149,999

Expense arising from share-based payments.

Based on the above fair values and the Company’s expectations of employee turnover, the expense arising from equity-settled share options and share
awards made to employees was $51,037. There were no other share-based payment transactions.

15 RESERVES

Share Foreign Profit

premium exchange Other and loss
account reserve reserve reserve Total
Group US$’000 US$’000 US$'000 US$'000 US$'000
As at 1 April 2005 - - - - -
Issue of shares 46,714 - - - 46,714
Loss for year - - - (867) (867)
Share based payment - - 51 - 51
Unrealised foreign exchange movements - (499) - - (499)
As at 31 December 2005 46,714 (499) 51 (867) 45,399

The share premium account holds the balance of consideration received in excess of the par value of the shares. The share premium account can be used

to pay any unpaid subscriptions.

The other reserve relates to the other side of the expense recognised for the issue of share based payments (Note 14).

Profit and Loss reserve can be used in future years to accumulate and offset and future profit and loss from ordinary activities.

Share Foreign Profit

premium exchange Other and loss
account reserve reserve reserve Total
Company US$’000 US$'000 US$’000 US$’000 US$’000
As at 1 April 2005 - - - - -
Issue of shares 46,714 - - - 46,714
Loss for year - - - (185) (185)
Share based payment - - 51 - 51
Unrealised foreign exchange movements - (499) - - (499)
As at 31 December 2005 46,714 (499) 51 (185) 46,081

FORUM ENERGY PLC ANNUAL REPORT 2005 33



NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

16 RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS’ FUNDS

Period from

1 April

2005 to

31 December

2005

Group attributable to the equity holders of the parent US$’000
Loss for the period (867)
Increase in reserve for issue of stock options 51
Issue of shares 51,646
Unrealised foreign exchange differences (499)
As at 31 December 2005 50,331
Period from

1 April

2005 to

31 December

2005

Minority interest US$’000
Minority share of net assets arising on acquisition of assets (Note 20) 2,258
Minority share of net loss for the period (202)
As at 31 December 2005 2,056
Period from

1 April

2005 to

31 December

2005

Company US$’000
Loss for the period (185)
Increase in reserve for issue of stock options 51
Issue of shares 51,646
Unrealised foreign exchange differences (499)
As at 31 December 2005 51,013

17 COMMITMENTS
At 31 December 2005, the Company had committed US$158,571 in operational and exploration expenditure. It is expected that these commitments will
be contracted and expensed by 31 December 2006 and will be classified as intangible assets.

The Group are committed to two operating leases in respect of offices in Manila. Rental on the leases totals US$29,702 for the year and the commitments
expire within twelve months of the balance sheet date.

18 CASH FLOW NOTES
Cash and cash equivalents comprise:

2005
US$’000
Cash available on demand 6,085
Short-term deposits 6,550
12,635

Significant non-cash transactions
2005
US$’000

Investing activities

Equity consideration for business combination 28,823
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19 FINANCIAL INSTRUMENTS

The Group’s financial instruments, other than its investments, comprise cash and items arising directly from its operation such as trade receivables
and trade payables.

The Group seeks to obtain a favourable interest rate on its cash balances through the use of bank treasury deposits.

At the period end the Group had a cash balance of US$12,634,537 is made up as follows:

2005

US$’000

British pounds 11,387
US Dollars 1,248

Philippine Peso -

Included above are amounts of £6,549,687 (US$11,387,146) and US$1,247,323, held within fixed rate deposit accounts. Interest rates are 3.72%
to 4.00% based on bank interest rates.

There is no material difference between the book value and fair value of the Group’s cash.

The Group has six overseas subsidiaries two of which operate in the Philippines and whose expenses are mainly denominated in US dollars. The other
overseas subsidiaries transactions are also mainly denominated in US dollars. Foreign exchange risk is inherent in the Group’s activities and is accepted
as such. The majority of parent Company expenses are denominated in Sterling. The Group keep small balances in Philippine Peso to operate the local
payroll and office expenses.

Management review the Group and Company’s exposure to currency risk, interest rate risk, liquidity risk and credit risk on a regular basis and consider
that through this review they manage the exposure of the Group and Company. No formal policies have been put in place in order to hedge the Group and
Company’s activities to the exposure to currency risk or interest risk. As the Group enters commercial production this may be considered. The Group and
Company manage the interest rate risk associated with the Group cash assets by ensuring that interests rates are as favourable as possible, whether this
is through investment in floating or fixed interest rate deposits, whilst managing the access the Group requires to the funds for working capital purposes.

20 ACQUISITIONS

On 22 April 2005 the Company acquired the Company which held the Reed Bank License (GSEC 101), an offshore exploration block based in the South
China Sea, the Philippines. In consideration for this acquisition the Company issued a total of 4,004,000 ordinary shares of 10p each in the Company.
The fair value of the shares is considered to be US$8,243,371 (£4,484,480). The excess of consideration over the fair value of net assets acquired has
been attributed to intangible assets as the fair value of the assets represents the underlying proven reserves within the licence area.

On 18 May 2005 the Company acquired a 66.67% interest in Forum Exploration, Inc. (‘FEI’) which holds the licence for SC40 (oil and gas licences both
inshore and offshore Cebu) as well as two coal operating licences. On the date of acquisition the net assets of FEI were:

Net assets at 18 May 2005 $6,775,864
Calculated at 66.67% interest $4,517,243

The Company has fair valued the intangible asset to US$20,579,605 based on the issue of 9,996,000 shares of common stock at the IPO price of
£1.12 per share (£11,195,520). The fair value of this asset was based on the CPR report of the assets acquired plus the available deferred exploration
expenditure as at the date of the transaction.

GSEC101 SC40 Coal Total
Licenses US$'000 US$’000 US$’000 US$’000
Net assets at point of
Business combinations 8,243 4,517 - 12,760
Fair value adjustment - 13,804 - 13,804
Deferred Exploration expenditure in period - 12,656 - 12,656
Total Intangible asset value 8,243 30,997 - 39,220
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21 RELATED PARTY TRANSACTIONS
During the period the Group entered into the following transactions with parties related to the Group:

On 20 April 2005 Sterling Energy plc (‘Sterling’), a Company related through common ownership transferred its interest in a subsidiary owning its licence
over the property GSEC 101 in consideration for 4,003,980 common shares of the Company. In accordance with the transaction agreement the Company
agreed to reimburse Sterling Energy plc for $364,420 (£200,000) in connection with ongoing services during the transition phase of the asset. In addition,
the Company entered into a consultancy agreement for continued technical support to maintain the licence and seismic work for which the Group paid
Sterling an additional $545,000 in fees up to the date of its cessation on 30 September 2005. As at 31 December 2005 there were no outstanding
obligations due to Sterling or any of its subsidiary companies.

On 18 May 2005 FEC Resources, Inc. (‘FEC’), a Company related through common ownership, agreed to transfer its Philippine Assets (namely the
66.67% interest in Forum Exploration, Inc. (‘FEI, Inc.’) and the SC40 licence) plus the two coal licences in consideration for 9,996,000 shares in the
Company. In accordance with the transaction agreement the Company agreed to reimburse FEl, Inc. an additional US$364,420 (£200,000) in connection
with ongoing services during the transition phase plus a further US$88,874 (£50,000) for continued technical and management support to maintain

the licences and maintain an orderly transition of the asset. Furthermore, during the period the Company reimbursed a further US$682,404 in fees and
expenses paid by FEI on behalf of the Group in the period prior to the transfer of the assets, including cash advances to FEl, Inc. for its operations. There
are no balances outstanding with related companies as at the period end.

lan Baron is a Director of ESG Services, Inc. which provide operational services to FEl and have a contract permitting a monthly payment. During the period
the Company has paid ESG Services, Inc. a total of $636,965. There is no balance outstanding with lan Baron as at the period end.

22 POST BALANCE SHEET EVENTS
On 29 March 2006 the Company has acquired interests in nine offshore oil fields and additional exploration prospects. It has acquired the new assets
through the acquisitions of Basic Petroleum and Mining Inc. (‘BPMI’, formerly held by Philippines-based Basic Consolidated Inc. (‘BCI’)).

The newly-acquired assets cover nine offshore fields west of the Philippines, comprising: Nido (8.47%), Matinloc and Pandan (12.41%), North Matinloc
(19.46%), Libro (28.6%), Tara (10%), Bonita (7.03%), West Linapacan (9.1%), Galoc (2.28%) and a 27.7% interest in SC41 situated within the Sulu Sea
and covering some 4,820 km?, an area with proven hydrocarbon potential. Project work will be managed by Forum’s team in Manila.

The Nido and Matinloc fields have been producing since the early 1980s in 40 metres of water, achieving peak production of 50,000 barrels per day
(bopd) together and currently producing about 1,000 bopd. Remaining proved and probable reserves in the two fields, and nearby Galoc (currently under
development), have been independently estimated at more than 8.6 million barrels gross, with considerable upside potential both in these fields and the
others where interests have now been acquired.

The Company will pay US$5 million over the next 12 months in a combination of cash and shares to acquire 100% of BPMI. Further cash payments of
up to US$2 million will be made available if the acquired interests produce more than 5.4 million barrels of oil. BCl may also progressively receive cost
recovery of up to US$10 million, but not until the Company has recovered 100% of its invested capital.

David Robinson’s 360,000 options were cancelled on 12 May 2006.
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Co. No. 5411224

Notice is given that the Annual General Meeting (the “Meeting”) of Forum Energy Plc (the “Company”) will be held at the offices of Osborne Clarke
at One London Wall, London EC2Y 5EB on 30 June 2006 at 11.30 a.m. for the following purposes:

Ordinary Business
Adoption of audited accounts
1. To receive and adopt the audited accounts of the Company for the year ended 31 December 2005 and the Directors’ and auditor’s reports thereon.

Appointment of new Director
2. To elect Oscar de Venecia as a Director of the Company in accordance with article 81 of the Company’s articles of association.

Re-election of retiring Directors

3. To re-elect Russell Harvey as a Director of the Company, who retires at the first Annual General Meeting following his appointment in accordance with
article 82 of the Company’s articles of association.

4. To re-elect Cameron Pearce as a Director of the Company, who retires at the first Annual General Meeting following his appointment in accordance with
article 82 of the Company’s articles of association.

5. To re-elect Henry Wilson as a Director of the Company, who retires by rotation in accordance with article 87 of the Company’s articles of association.

6. To re-elect Graeme Thomson as a Director of the Company, who retires by rotation in accordance with article 87 of the Company’s articles of
association.

Re-appointment of auditors and fixing of auditors’ remuneration
7. To re-appoint BDO Stoy Haywood as auditors of the Company until the conclusion of the next Annual General Meeting and to authorise the Directors
to fix the remuneration of BDO Stoy Haywood.

Special Business
As special business, to consider and, if thought fit, to pass the following Resolutions, of which Resolution numbered 8 and 9 shall be proposed as ordinary
Resolutions and Resolution numbered 10 as a special Resolution.

Ordinary Resolution

Amendment to the Forum Energy Share Option Plan

8. That an amendment to the Forum Energy Share Option Plan adopted on 27 July 2005 (the “Plan”), in the manner indicated in the amended rules
produced in draft to the Meeting and signed by the Chairman for the purposes of identification, be and the same is hereby approved, and the Directors
be and they are hereby authorised to do all acts and things as may be necessary to carry such amendment into effect, including the making of any
consequent amendments to the rules of the Plan as may be necessary to secure the continued approval of the Commissioners of Her Majesty’s Revenue
and Customs (“HMRC”).

Directors power to allot relevant securities
9. That, in substitution for any equivalent authorities and powers granted to the Directors prior to the passing of this Resolution, the Directors be and they
are hereby generally and unconditionally authorised pursuant to section 80 of the Companies Act 1985 (the “Act”) to exercise all powers of the Company
to allot:
(@) relevant securities (as defined in section 80(2) of the Act) provided that this authority shall be limited to relevant securities up to an aggregate nominal
amount of £950,000, representing approximately one-third of the nominal value of the issued ordinary share capital of the Company as at 1 June
2006 and unless previously renewed, revoked, varied or extended, this authority shall expire on the earlier of the date falling 15 months after the date
of the passing of this Resolution and the conclusion of the next Annual General Meeting of the Company except that the Company may at any time
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 in pursuance of such an offer or agreement as if this authority had not expired; and
(b) shares pursuant to:
(i) the Plan or other employee share scheme adopted by the Company (whether such shares are relevant securities or not) up to 10% of the
issued ordinary share capital of the Company from time to time; and
(i) in addition to the authority to allot the shares referred to in paragraph (b)(i), shares pursuant to any long term incentive plan or other similar
employee share scheme adopted by the Company (whether such shares are relevant securities or not) up to 6% of the issued ordinary share
capital of the Company from time to time, and unless previously renewed, revoked, varied or extended, this authority shall expire on the date
falling on the fifth anniversary of the date of the passing of this Resolution except that the Company may at any time 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 in pursuance of such an offer or agreement as if this authority had not expired.
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Special Resolution
Disapplication of pre-emption rights
10. That, in substitution for any equivalent authorities and powers granted to the Directors prior to the passing of this Resolution, the Directors be and they

are hereby empowered pursuant to section 95(1) of the Act to allot equity securities (as defined in section 94(2) of the Act) of the Company for cash
pursuant to the authority of the Directors under section 80 of the Act conferred by Resolution 9 above, and/or where such an allotment constitutes
an allotment of equity securities by virtue of section 94(3A) of the Act, as if section 89(1) of the Act did not apply to such allotment provided that the
power conferred by this Resolution shall be limited to: (a) the allotment of equity securities in connection with an invitation or offer of equity securities
to the holders of ordinary shares in the capital of the Company (excluding any shares held by the Company as treasury shares (as defined in section
162A(3) of the Act)) on a fixed record date in proportion (as nearly as practicable) to their respective holdings of such shares or in accordance with the
rights attached to such shares (but subject to such exclusions or other arrangements as the Directors may deem necessary or expedient in relation to
fractional entitlements or as a result of legal or practical problems under the laws of, or the requirements of any regulatory body or any stock exchange
in any territory or otherwise howsoever);
(b) the allotment of equity securities pursuant to the Plan or any other employee share scheme adopted by the Company; and
(c) the allotment, otherwise than pursuant to paragraph (a) above, of equity securities up to an aggregate nominal value equal to £285,552, representing
approximately 10 per cent. of the nominal value of the issued ordinary share capital of the Company as at 1 June 2006, and
(i) unless previously renewed, revoked, varied or extended, this power shall expire on the earlier of the date falling 15 months after the date of the
passing of this Resolution and the conclusion of the next Annual General Meeting of the Company (except in the case of allotments pursuant
to (b) above which power shall expire on the date falling on the fifth anniversary of the date of the passing of this Resolution) except that the
Company may at any time 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 in pursuance of such an offer or agreement as if this power had not expired; and
(i) this power applies in relation to a sale of shares which is an allotment of equity securities by virtue of Section 94(3A) of the Act as if in the first
paragraph of this Resolution 9 the words “pursuant to the authority of the Directors under section 80 of the Act conferred by Resolution 9
above” were omitted.

By order of the Board

Cameron Pearce
Company Secretary
25 May 2006

Notes:

1.

All members who hold ordinary shares are entitled to attend and vote at the Meeting. A member who is entitled to attend and vote may appoint one

or more proxies to attend and, on a poll, vote instead of him, and a proxy need not also be a member. A form of proxy accompanies this notice

(the “Form of Proxy”). If you do not intend being present at the Meeting please sign and return it so as to reach the Company’s registrar, Park Circus
Registrars Limited, 144-146 West George Street, Glasgow G2 2HG, at least 48 hours before the Meeting. The return by a member of a duly completed
Form of Proxy will not preclude any such member from attending in person and voting at the Meeting.

. If you do not specifically nominate another person to attend the Meeting and vote on your behalf, the Chairman of the Meeting will be appointed as your

proxy and will vote, on a poll, on your behalf in accordance with your instructions. If you wish to appoint as your proxy someone other than the Chairman,
cross out the words “the Chairman of the Meeting or” on the Form of Proxy and write the full name of your proxy in the space provided — you can appoint
more than one proxy if you wish. Please remember to ensure that the person(s) you appoint is/are able to attend the Meeting.

. If you wish to instruct your proxy how to vote on each Resolution in the event of a poll, please put an “x” in the appropriate box alongside each of the

Resolutions (which are shown in abbreviated form and numbered in the same order as shown in the Notice of Meeting) on the Form of Proxy. Please note
that if you do not give any instructions on a particular Resolution, your proxy may vote or abstain on that Resolution as he or she thinks fit or on any other
business (including amendments to Resolutions) which may properly come before the Meeting.

. If a corporation appoints a proxy, the Form of Proxy must be executed under its common seal or signed on its behalf by an officer or attorney duly

authorised in writing.

. The register of Directors’ interests in the shares of the Company and copies of the Directors’ service contracts, other than those expiring or determinable

without payment of compensation within one year, are available for inspection at the registered office of the Company during the usual business hours on
any weekday (Saturday and public holidays excluded) from the date of this notice until the Meeting and will be available for inspection at the place of the
Meeting for at least 15 minutes prior to and during the Meeting.

. Pursuant to Regulation 41 of the Uncertificated Securities Regulations 2001, to be entitled to vote at the Meeting (and for the purposes of the

determination by the Company of the number of votes they may cast) members must be entered on the register of members of the Company by
11.30 a.m. on 28 June 2006. Any changes to the register of members after such time shall be disregarded in determining the rights of any person to
attend or vote at the Meeting.

. In the case of joint holders, the signature of only one of the joint holders is required on the Form of Proxy, but the vote of the first named on the register

of members will be accepted to the exclusion of the others.
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Explanatory notes
This year, ten Resolutions are proposed at the Meeting and the purpose of each of the Resolutions is as follows:

Ordinary Business
Resolution 1: The Accounts and Reports
The Directors will present their report and the audited accounts for year ended 31 December 2005 together with the auditors’ report thereon.

Resolution 2: Appointment of Director

On 6 April 2006, the Company reported the completion of the acquisition of Basic Petroleum and Minerals Inc, the wholly-owned subsidiary of Basic
Consolidated, Inc. (“BCI”). Pursuant to the terms of the agreement with BCI, the Company is required to permit BCI to appoint a nominee of its choosing
to the board of Directors. BCIl has nominated its chairman, Oscar de Venecia, who now offers himself for appointment pursuant to Resolution 2.

Oscar C. de Venecia, BS C. Eng from the Mapua Institute of Technology, Manila, Philippines, BS Industrial Eng. from Syracuse University, New York, USA
with post graduate degrees from Stanford University, USA and the Institute Francais Du Petrole, France. Chairman of Basic Consolidated, Inc. a member

of the Consortium which discovered commercial oil in the Nido and Matinloc oilfields in Northwest Palawan. Past Chairman and President and now Senior
Adviser to the Petroleum Association of the Philippines. Director of the Manila Economic and Cultural Office (MECO). Vice Chairman for International & Trade
Affairs of the Philippine Chamber of Commerce and Industry (PCCI). Honorary Consul General to the Consulate General of Ukraine in Manila and a Past Dean
of the Consular Corps of the Philippines. He holds the rank of Honorary Rear Admiral in the Philippine Coast Guard Auxiliary (PCGA). Awarded the “Chevalier
Dans L’ Ordre National Du Merite” by the French Government in 2004. Mr. de Venecia is a member of other professional and civic affiliations and a recipient
of many awards from these organizations.

Resolution 3 and 4: Re-appointment of Directors

The Articles of Association of the Company require that any Director appointed by the board of Directors shall hold office only until the next following annual
general meeting. The board appointed Russell Harvey and Cameron Pearce as Directors of the Company on 15 May 2006 and 3 March 2006 respectively
and accordingly they are required to retire at the Meeting, which they do, and offer themselves for reappointment pursuant to Resolutions 3 and 4.
Biographical details relating to Russell Harvey and Cameron Pearce and a summary of the terms of their service agreements can be found in the Directors’
Report accompanying the accounts for the year ended 31 December 2005.

On the recommendation of the Remuneration Committee, the Board of Directors has approved in principle the establishment of an Employee Benefit Trust
(“EBT”) and a Long Term Incentive Plan. (“LTIP”). The terms of the LTIP are in the process of being finalised by the Board and the auditors, BDO Stoy Hayward
LLP. As part of the Board’s appointment of Russell Harvey as Chief Executive of the Company, the Board has committed to grant an award under the LTIP

to Russell Harvey over 1,500,000 Ordinary Shares (equating to approximately 5.25 per cent. of the current issued share capital of the Company). Initially,

the only participant under the LTIP is to be Russell Harvey, although the Board will consider other suitable occasions where the LTIP and EBT can be used

to incentivise other group employees in the future. Of the 1,500,000 shares to be awarded to Russell Harvey under the LTIP, 200,000 Ordinary Shares would
be vested in Russell Harvey on the market price of an Ordinary Share reaching each of £1.50, £2.00, £2.50, £3.00, £3.50 and £4.00 prior to 15 May 2010.

In addition, a further 150,000 Ordinary Shares would be vested in Russell Harvey on the group’s coal budgets at least reaching the budgets approved by

the Board for 2006 and 2007. In order to satisfy the LTIP awards, the trustee of the EBT may subscribe for Ordinary Shares or purchase them in the market.

Resolutions 5 and 6: Re-appointment of Directors

The Articles of Association require that a proportion of the Directors are to retire at each annual general meeting. In addition, the Combined Code issued

by the UK Listing Authority recommends that Directors should submit themselves for re-election at least once every three years. Two of the current
Directors, Henry Wilson and Graeme Thomson are required to retire, which they do, and offer themselves for reappointment pursuant to Resolutions 5 and 6
respectively. Biographical details relating to Henry Wilson and Graeme Thomson and a summary of the terms of their letters of appointment can be found

in the Directors’ Report accompanying the accounts for the year ended 31 December 2005.

Resolution 7: Appointment of Auditors
The Company is required to appoint auditors at each general meeting at which accounts are laid before shareholders, to hold office until the next such meeting.
The Resolution proposes that BDO Stoy Haywood be re-appointed as auditors for the current year and that the Directors be authorised to set their fees.

Special Business

Resolution 8: Amendment to the Forum Energy Share Option Plan

Under the current rules of the Plan, no option which is to be satisfied on its exercise by the issue of new shares (or re-issue of treasury shares) may be granted
on any date if the number of shares to which it relates, when aggregated with the number of shares issued (or re-issued) or remaining issuable (or re-issuable)
by virtue of options or other rights granted or made in the preceding 5 years under the Plan and any other employee share scheme adopted by the Company,
would exceed 8 per cent. of the issued ordinary share capital of the Company at that time.

To the extent the LTIP award, described above, is satisfied by way of subscription there will be insufficient headroom within the current 8 per cent. limit to
allow further options to be granted under the Plan. The Company is of the view that this is undesirable and wishes to ensure that there is sufficient headroom
within the Plan limits to allow it to effectively and meaningfully incentivise and reward employees and consultants. Accordingly, Resolution 7 seeks approval
of an increase in the limit to 16 per cent. of the issued ordinary share capital. Amendments to the approved sub-plan to the Plan cannot be made without
approval from HMRC and, accordingly, the Company seeks approval that it and the Directors are authorised to make consequent amendments to the Plan
in such manner as HMRC may require to give effect to the above intention.

Copies of the amended Plan are available for inspection at the registered office of the Company and at the offices of Osborne Clarke, One London Wall,

London, EC2Y 5EB on any weekday during normal business hours up to and including the date of the Meeting, and for a period of 15 minutes prior to the
Meeting and during the Meeting.
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Resolution 9: Directors’ power to allot securities

Section 80 of the Companies Act 1985 stipulates that Directors cannot allot relevant securities in the Company (other than the shares allotted in accordance
with an employee share scheme) unless they are authorised to do so by the shareholders in general meeting. The Directors’ present authority to allot shares
was granted on 18 May 2005. Resolution 9 seeks a new authority from shareholders (to the exclusion of the previous authority granted on 18 May 2005)

for the Directors to allot relevant securities up to an aggregate nominal value of £950,000, representing approximately one-third of the nominal value of the
issued ordinary share capital of the Company as at 1 June 2006. The Directors do not have any present intention of exercising this authority, but they consider
it desirable that the specified amount of authorised but unissued share capital is available for issue so that they can more readily take advantage of possible
opportunities. Unless renewed, revoked, varied or extended, this authority will expire at the end of 15 months from the date of passing of the Resolution

or at the conclusion of the next AGM of the Company, whichever is the earlier.

As mentioned above, in relation to shares allotted in accordance with an employee share scheme, section 80 of the Companies Act 1985 does not
specifically require that shareholders approve the Directors’ authority to allot. However, because of the nature of the Plan and for good order, Resolution 9
seeks authority from shareholders (in addition to the authority outlined above) for the Directors to allot shares subject to the Plan and any other employee
share scheme (including the LTIP) adopted by the Company up to the 16 per cent. limit described in Resolution 8. Such authority will expire on the fifth
anniversary of the date of passing of Resolution 9.

Resolution 10: Disapplication of pre-emption rights

If the Directors wish to allot any of the unissued shares of the Company for cash in accordance with the authority proposed in Resolution 9, the Companies
Act 1985 requires that new shares must generally be offered first to shareholders in proportion to their existing holdings. These are the pre-emption rights
of shareholders. In certain circumstances, it may be in the interests of the Company for the Directors to be able to allot some shares for cash without having
to offer them first to existing shareholders.

In line with common practice, Resolution 10 therefore seeks approval to renew the current authority to empower the Directors to allot equity shares for cash
other than in accordance with the statutory pre-emption rights, in connection with a rights issue and other pre-emptive offers and otherwise up to a maximum
nominal amount of £285,552, representing approximately 10 per cent. of the nominal value of the issued share capital of the Company as at 1 June 2006.

In addition there are legal, regulatory and practical reasons why it may not always be possible to issue new shares under a rights issue to some shareholders,
particularly those resident overseas. To cater for this, the Resolution also permits the Directors to make appropriate exclusions or arrangements to deal with
such difficulties.

Unless renewed, revoked, varied or extended, this authority will expire at the end of 15 months from the date of passing of the Resolution or at the conclusion
of the next AGM of the Company, whichever is the earlier.

Resolution 10 also seeks authority, again for good order, to empower the Directors to allot equity shares for cash under the Plan and any other employee
share scheme (including the LTIP) adopted by the Company other than in accordance with the statutory pre-emption rights, subject to the 16 per cent. limit
described in Resolutions 8 and 9. Such authority will expire on the fifth anniversary of the date of passing of Resolution 10.

Recommendation
The Directors believe that the proposals in Resolutions 1 to 10 are in the best interests of the Company and its shareholders as a whole. Accordingly, the
Directors recommend that shareholders vote in favour of each Resolution as they intend to do so in respect of their own beneficial shareholdings.
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