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THIS DOCUMENT IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION. If you are in any doubt as to the
action you should take, or the contents of this document, you should immediately consult your stockbroker, bank manager, solicitor,
accountant, or other independent financial adviser authorised under the Financial Services and Markets Act 2000 who specialises in
advising on the acquisition of shares or other securities.

If you have sold or transferred all of your Ordinary Shares in LEPCO plc (other than ex the entitlement to participate in the Open Offer),
please forward this document together with the accompanying Application Form and Form of Proxy to the purchaser or transferee or to the
stockbroker or other agent through whom the sale or transfer was effected for transmission to the purchaser or transferee. However, such
documents should not be forwarded or transmitted in or into the United States of America, Canada, Australia, Japan or the Republic of
Ireland or any other territory outside the United Kingdom unless the Open Offer can lawfully be made to such person or in such territory. If
you have sold only part of your holding in LEPCO plc you should refer to the instructions set out in the section headed ‘“instructions for
transfer and splitting” in the Application Form.

Copies of this document, which comprises a prospectus drawn up in accordance with the Public Offers of Securities Regulations 1995 (as
amended), and the AIM Rules have been delivered to the Registrar of Companies in England and Wales for registration in accordance
with regulation 4(2) of those regulations.

Application will be made for the Open Offer Shares, the Placing Shares and the Initial Consideration Shares to be admitted to trading on
the Alternative Investment Market of the London Stock Exchange plc (““AIM™). AIM is a market designed primarily for emerging or
smaller companies, to which a higher investment risk than that associated with established companies tends to be attached. A
prospective investor should be aware of the potential risks in investing in companies and should make the decision to invest only after
careful consideration and consultation with his or her own independent financial adviser. The AIM Rules are less demanding than those
of the Official List. It is emphasised that no application is being made for admission of the New Ordinary Shares to the Official List.
Further, the London Stock Exchange plc has not itself approved the contents of this document. The New Ordinary Shares will not be
dealt on any other recognised investment exchange and no other such applications will be made.

The whole text of this document should be read. You should be aware that an investment in the Company involves a high degree of risk. Your
attention is drawn to Part I1I entitled “Risk Factors™ on page 26 of this document.

LEPCO plc

(Incorporated and registered in England and Wales under the Companies Act 1985 — No. 1757721)

Acquisition of Sterling Energy Limited
Placing of 58,750,000 Placing Shares at 4p per share
and

Open Offer of 45,542,733 Open Offer Shares
at 4p per share

and

Change of name to Sterling Energy plc

The latest time and date for acceptance and payment in full under the Open Offer is 3.00 p.m. on 17 October 2002. The procedure for
acceptance and payment is set out in the letter from Evolution Beeson Gregory in Part II of this document and on the accompanying
Application Form.

Notices convening an Extraordinary General Meeting and the Annual General Meeting of LEPCO plc to be held at the offices of Evolution
Beeson Gregory, The Registry, Royal Mint Court, London EC3N 4LB, on 18 October 2002 are set out at the end of this document. The
enclosed Form of Proxy for use at the Extraordinary General Meeting and the Annual General Meeting should be completed and returned to
Capita IRG Plc, Balfour House, 390/398 High Road, Ilford, Essex IG1 1NQ as soon as possible and to be valid must arrive not less than
48 hours before the time fixed for the relevant meeting. Completion and return of a Form of Proxy will not preclude Shareholders from
attending and voting in person at the relevant meeting should they so wish.

Evolution Beeson Gregory Limited, which is regulated by the Financial Services Authority, is acting as the Company’s nominated adviser in
connection with the Open Offer. Its responsibilities as LEPCO plc’s nominated adviser under the AIM Rules are owed solely to the London
Stock Exchange plc and are not owed to LEPCO plc or to any Director or to any other person in respect of his decision to acquire shares in
LEPCO plc in reliance on any part of this document. No representation or warranty, express or implied, is made by Evolution Beeson
Gregory Limited as to any of the contents of this document (without limiting the statutory rights of any person to whom this document is
issued). You should note that, in connection with the proposed issue, Evolution Beeson Gregory Limited is acting for LEPCO plc and no one
else and will not be responsible to anyone other than LEPCO plc or for providing advice in relation to the proposed issue. Evolution Beeson
Gregory Limited will not be offering advice and will not be responsible for providing the protections afforded to customers of Evolution
Beeson Gregory Limited to recipients of the document in respect of the Open Offer or any acquisition of shares in LEPCO plc.

Insofar as the Republic of Ireland is concerned, this document and the information contained herein is confidential and has been prepared and
is intended for use on a confidential basis solely by those persons in the Republic of Ireland to whom it is sent. If you are not the intended
recipient of this document, you must return it immediately to the Company at Mardall House, 7-9 Vaughan Road, Harpenden, Herts,
ALS 4AU. This document may not be reproduced, redistributed or passed on to any other person in the Republic of Ireland or published in
whole or in part for any purpose. If you are unsure as to the action required, please contact your professional adviser (who is authorised or
exempted under the Investment Intermediaries Act 1995) immediately.

The Placing Shares will be offered only to persons in the context of their trades, professions or occupations (within the meaning of Article 2 of
Directive 89/298/EEC) and to persons whose ordinary business it is to buy or sell shares or debentures whether as principal or agent (within
the meaning of section 367(2) of the Irish Companies Act 1963) (“‘Professional Investors”) and, in particular, there will not be any offer to
sell or invitation to the public or any section of the public or any solicitation of any offer from the public or any section of the public to
purchase the Placing Shares. No form of application for the New Ordinary Shares will be distributed in the Republic of Ireland other than
to Professional Investors and any such form of application will have first been published or issued in the United Kingdom and will comply with
its laws in accordance with section 367(2) of the Irish Companies Act 1963. This document and the information contained herein does not
constitute an invitation to the public of the Republic of Ireland or any section thereof to purchase any shares or other securities in any
company and accordingly is not a prospectus within the meaning of the Irish Companies Act 1963 (as amended) or the Irish European
Communities (Transferable Securities and Stock Exchange) Regulations 1992.

26 September 2002
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2001 Open Offer”

“Acquisition”

“Acquisition Agreement”’

“Act”

“Acceptance Date”

“Accounts”

“Accounts Date”

“Admission”

“AGM” or

“Annual General Meeting”

“AGM Proxy”
“AIM))
“AIM Rules”

“Application Form”
“Articles”
“Buyback”

“Buyback Shares”

“Canada”
“City Code”
“Completion”

“Consideration Shares”

“Court”

“CREST”

“CREST Regulations”

DEFINITIONS

the underwritten open offer of 24,755,000 Ordinary Shares at 4p per
share and 24,755,000 Warrants made by the Company in accordance
with the terms of a circular to the Shareholders dated 20 June 2001

the proposed acquisition by the Company of the entire issued share
capital of Sterling Energy Limited from Sterling Energy G.P. Limited

the conditional agreement entered into between Sterling Energy G.P.
Limited and the Company dated 27 June 2002 and containing the
terms of the Acquisition as set out in Part X

the Companies Act 1985, as amended

17 October 2002 being the final day for acceptance and payment in
full under the Open Offer

the published annual report and audited accounts of the Group as at
and for the financial year ended on the Accounts Date

31 December 2001

the admission of the Placing Shares, the Open Offer Shares, the Initial
Consideration Shares and the re-admission of the existing Ordinary
Shares to trading on AIM becoming effective in accordance with the
AIM Rules

the annual general meeting of the Company convened for 11.05 a.m.
on 18 October 2002 (or as soon thercafter as the EGM shall have
concluded)

the form of proxy for use at the AGM
the Alternative Investment Market of the London Stock Exchange

the rules published by the London Stock Exchange governing
admission to and the operation of AIM

the personalised application form for use by Qualifying Shareholders
in connection with the Open Offer

the articles of association of the Company which were adopted on
31 July 1997, as amended from time to time

the issue of the Buyback Shares

the 25 New Ordinary Shares to be issued pursuant to the Placing, the
proceeds of which will be used to finance the buyback of all of the
Deferred Shares

Canada, its provinces, territories or possessions
the City Code on Takeovers and Mergers
Admission

up to 197,000,000 new ordinary shares to be issued to Sterling G.P. on
behalf of Sterling LP pursuant to the terms of the Acquisition
Agreement comprising the Initial Consideration Shares and the
Deferred Consideration Shares

the High Court of Justice of England and Wales

the relevant system (as defined in the CREST Regulations) in respect
of which CRESTCo Limited is the Operator (as defined in the CREST
Regulations)

the Uncertificated Securities Regulations 1995 (SI 1995/3272) (as
amended)



“CREST Member Account ID”’

“CREST Participant ID”

“Dealing Day”

“Deferred Consideration Shares”

“Deferred Shares”
“Directors” or ““the Board”

“DNO”

“DTI”

“EGM Proxy”
“Endeavour”
“Enlarged Board”
“Enlarged Group”

“Evolution Beeson Gregory”

“Extraordinary General
Meeting” or “EGM”

“Form of Proxy”
“FSMA”
“Group”

“Headroom Shares”

“Hibernia Loan Facility”

“Independent Directors”

“Initial Consideration Shares”

“Issue Price”

“LEPCO” or the “Company”’
“London Stock Exchange”
“Mandatory Offer”

“New Ordinary Shares”

“Official List”
“Open Offer Shares™

the identification code or membership number used in CREST to
identify a particular member account in CREST

the identification code or membership number used in CREST to
identify a particular CREST member or other CREST participant

the day upon which Admission may take place

up to 40,000,000 of the Consideration Shares, which will be issued on
31 December 2003 subject to adjustment in accordance with the
number of “‘Settled Claims” agreed under the Acquisition Agreement

means the deferred shares of 9p each in the capital of the Company
the directors of the Company from time to time

DNO ASA of Stranden 1, Aker Brugge, PO Box 1345 Vika, 0113
Oslo, Norway and/or its subsidiaries or associates

the Department of Trade and Industry

the form of proxy for use at the EGM

Endeavour Oil & Gas Limited Partnership

the Directors and the Proposed Director

the Group and, following Completion, the Target Group

Evolution Beeson Gregory Limited, the Company’s nominated
adviser and broker, a member of the London Stock Exchange and
regulated by the Financial Services Authority

the extraordinary general meeting of the Company convened for
11.00 a.m. on 18 October 2002

the EGM Proxy and the AGM Proxy
the Financial Services and Markets Act 2000
the Company and its current subsidiaries

the 200,000,000 Ordinary Shares which will be subject to the
disapplication of section 89 of the Act to be effected pursuant to
Resolution No. 3

the Sterling Energy, Inc. revolving credit facility and mortgage,
further details of which are contained in paragraph 9(b)(vi) of Part
XTI of this document

Peter Wilde and Elizabeth Butler

the 157,000,000 new Ordinary Shares to be issued as the initial
consideration under the terms of the Acquisition Agreement

4p per Ordinary Share
LEPCO plc
London Stock Exchange plc

a mandatory offer for the entire issued equity share capital of a
company pursuant to Rule 9 of the City Code

the Consideration Shares, the Placing Shares and the Open Offer
Shares

the Official List of the London Stock Exchange

up to 45,542,733 new Ordinary Shares to be issued pursuant to the
Open Offer



“Open Offer”

“Options”
“Ordinary Shares”
“Original Concert Party”

“Panel”

“Park”

“Placing”

“Placing Agreement”

“Placing Shares”

“POS Regulations™
“Proposals”
“Proposed Director”

“Quad”

“Qualifying Shareholders™

“Receiving Agents” or
“Capita IRG”

“Record Date”

“Relevant Securities”

“Resolutions”

“Revised Concert Party”

“Service Agreements”

“Shareholder”

“Share Options”

“Share Option Scheme”

the invitation by Evolution Beeson Gregory, as agent for the
Company, to Qualifying Shareholders to subscribe for up to
45,542,733 Ordinary Shares on the terms and subject to the
conditions set out in the letter from Evolution Beeson Gregory in
Part II of this document and in the Application Form

options granted pursuant to the Share Option Scheme
the ordinary shares of 1p each in the Company

the existing concert party agreed with the Panel as set out in the
circular to shareholders dated 20 June 2001, being Endeavour, Park,
Harry Wilson, Graeme Thomson, Richard O’Toole and
Ralph Brown

the Panel on Takeovers and Mergers

Park Resources Limited (No. 3307602), the general partner of
Endeavour

the placing of the Placing Shares pursuant to the Placing Agreement

the conditional agreement dated 26 September 2002, between the
Company and Evolution Beeson Gregory relating to the Proposals,
further details of which are set out in paragraph 9 of Part XI of this
document

the 58,750,000 new Ordinary Shares, including the Buyback Shares,
to be issued pursuant to the Placing

the Public Offers of Securities Regulations 1995 (as amended)
the Acquisition, the Placing and the Open Offer
Nigel Alan Quinton

Quad Engineering Limited (No. 2685357), whose registered office is
at ECL Highlands Farm, Greys Road, Henley on Thames RG9 4PR

holders of the Ordinary Shares on the register of members of the
Company on the Record Date other than certain Shareholders to
whom the Open Offer is not being extended, as described in Part IT of
this document

Capita IRG Plc of Bourne House, 34 Beckenham Road, Beckenham,
Kent BR34TH

the close of business on 23 September 2002

Ordinary Shares and securities convertible into, rights to subscribe
for, derivatives referable to and options in respect of, Ordinary
Shares

the resolutions set out in the notice of Extraordinary General
Meeting at the end of this document

the Original Concert Party, Sterling G.P., Sterling LP and N Quinton
and QX Energy Limited

the service agreements to be entered into in respect of the services of
each of Graeme Thomson, Henry Wilson and Nigel Quinton as set
out in paragraph 8 of Part XI of this document

a holder of Ordinary Shares in the Company from time to time

the share options issued or to be issued pursuant to the Share Option
Scheme

the LEPCO share incentive plan as described in paragraph 6 of
Part X1 of this document



“Statutes”

“Sterling Directors”

“Sterling G.P.”
“Sterling Group”

“Sterling LP”’
“Sterling”

“Sterling Subscription”

“Target Group”
“Termination Date”

“TJ Smith”

“UKCS”

“United States” or “USA”

“Warrantholders”

“Warrant Instrument”

“Warrants”

“Whitewash”

“Whitewash Events”

the Act and every other statute (and any regulations subordinate
thereto) for the time being concerning companies incorporated in
England and Wales and applicable to the Company

Henry Wilson, Richard O’Toole, Graeme Thomson, Nigel Quinton
and Ralph Brown

Sterling Energy G.P. Limited, the general partner of Sterling LP

Sterling Energy Limited, Sterling Energy G.P. Limited, Sterling LP
and Sterling Energy, Inc.

the Sterling Energy Limited Partnership
Sterling Energy Limited

the subscription by Sterling G.P. on behalf of Sterling LP for
38,775,000 Placing Shares, or in respect of 8,775,000 these Placing
Shares, such other persons as Sterling G.P. may procure

Sterling Energy Limited and Sterling Energy, Inc.

the due date for Completion as specified in the Placing Agreement
T.J. Smith & Company, Inc.

United Kingdom Continental Shelf

the United States of America, its territories and possessions, any
State of the United States of America and the District of Columbia

the holders of Warrants from time to time

the deed executed by the Company on 19 June 2001, summarised in
paragraph 5.3 of Part XI of this document governing the terms and
conditions of the Warrants

the existing warrants to subscribe at a price of 6p per Ordinary Share
as described in paragraph 5.3 of Part XI of this document

the seeking of independent Shareholders’ approval on a poll at the
EGM to waive the obligations of the Revised Concert Party under
Rule 9 of the City Code to make a mandatory cash offer to the
remaining shareholders of LEPCO

being the completion of the Proposals, the exercise of all Share
Options (both those which are currently held and could be granted)
and Warrants by members of the Revised Concert Party or any
person acting in concert with them and the take up and subscription
for all of the Open Offer Shares by such persons and the issue of the
Headroom Shares solely to such persons



GLOSSARY OF TECHNICAL TERMS

“bbln
“bCF’

:sboe”

“boepd”
“bopd”

“Commercial Reserves”

“discovery”

“farmout”

c:me”

“Overriding Royalty Interest” or
“ORRI”

“seismic’’

“'[Cf”

“working interest” or “WI”

barrels of oil
billion cubic feet of gas

barrels of oil equivalent, assuming 6 mcf of gas to be equivalent to
1 barrel of oil

barrels of oil equivalent per day
barrels of oil per day

are those quantities of petroleum which the Directors consider, on the
basis of information currently available and present economic
conditions, to be commercially recoverable by present producing
methods from fields currently in production or with government
approval for development or where a fully engineered and costed
development plan exists

an accumulation of hydrocarbons which has been proven to exist by
physical penetration through the horizon containing such
hydrocarbons

means the sale of an interest in a petroleum licence by the owner
(farmor) to a party (the farminee) in return for a consideration
which includes the assumption by the farminee of a proportion of
the benefits, liabilities and obligations of that licence. Industry
practice allows the consideration to take many forms, some of the
most common being cash or the payment of some or all of the
farmor’s share of future costs on the licence, or the granting of an
ORRI

thousand cubic feet of gas

an interest in oil and gas produced at the surface free of any cost of
production

a geophysical survey based on the reflection of sound signals. A sound
signal from a source transmitted through the earth and reflected from
the layers of sedimentary rocks is recorded. The results enable
detailed maps of the subsurface layers to be made

trillion cubic feet of gas

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



PLACING AND OPEN OFFER STATISTICS

Placing Price 4p
Total number of new Ordinary Shares being placed under the Placing 58,750,000
Total number of new Ordinary Shares the subject of the Open Offer 45,542,735
Total number of Consideration Shares 197,000,000

Number of Ordinary Shares in issue following the Proposals (assuming full
allotment under the Placing, the Open Offer and the issue of the Initial Consideration Shares) 306,835,466

Market Capitalisation at the Issue Price (assuming full allotment under the Placing
the Open Offer and the issue of the Initial Consideration Shares) 12,273,419

EXPECTED TIMETABLE OF PRINCIPAL EVENTS

Record Date for the Open Offer 23 September 2002
Open Offer commences 26 September 2002
Latest time and date for receipt of EGM Proxy 11.00 a.m. on 16 October 2002
Latest time and date for receipt of AGM Proxy 11.05 a.m. on 16 October 2002

Latest time and date for receipt of Application Forms under the Open Offer  3.00 p.m. on 17 October 2002

Extraordinary General Meeting 11.00 a.m. on 18 October 2002
Annual General Meeting 11.05 a.m. on 18 October 2002
Completion of the Acquisition (save for Admission) 18 October 2002
Dealings to commence in the New Ordinary Shares 21 October 2002
Despatch of definitive share certificates for the New Ordinary Shares By 1 November 2002
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PARTI

LETTER FROM THE CHAIRMAN OF LEPCO plc

LEPCO ple

(Incorporated and registered in England and Wales No. 1757721)
Directors Registered office:
H G Wilson ( Executive Chairman) Mardall House
Dr E J Butler ( Non-Executive Director) 7-9 Vaughan Road
R A O’Toole ( Non-Executive Director) Harpenden
G P Thomson ( Non-Executive Director) Herts AL54HU

P K Wilde ( Non-Executive Director)
26 September 2002

To Shareholders and for information only, to Option holders and Warrant holders

Dear Shareholder,
Acquisition of Sterling Energy Limited
Placing of 58,750,000 Placing Shares at 4p per share
and
Open Offer of 45,542,733 Open Offer Shares at 4p per share
Change of name to Sterling Energy plc
INTRODUCTION

On 28 June 2002, the Company announced that it intended to acquire the entire share capital of Sterling, to
be satisfied by the issue of up to 190 million new Ordinary Shares to Sterling LP. In accordance with the
Acquisition Agreement, the number of Initial Consideration Shares has been increased by 7,000,000
Ordinary Shares to reflect the fact that the Issue Price is 4p rather than the closing mid-market price of the
Company of 5p immediately prior to the suspension of trading of the Ordinary Shares on AIM. At the Issue
Price the maximum gross consideration to be paid by the Company for the entire issued share capital of
Sterling is £7.9 million. In addition the Company proposes to raise up to £4.2 million (before expenses) to
provide, inter alia, the Enlarged Group with additional working capital by means of a partially
underwritten Placing of £2.4 million and a non-underwritten Open Offer to raise up to £1.8 million, in each
case at 4p per Ordinary Share. Of the Placing amount, £0.8 million is being underwritten by Evolution
Beeson Gregory and £1.6 million is being subscribed by Sterling G.P. on behalf of Sterling LP, or in respect
of £0.4 million of this amount, such other persons as Sterling G.P. may procure.

The proposed acquisition of Sterling by LEPCO is classified as a ““reverse takeover’” under the AIM Rules by
virtue of the size of the transaction. Furthermore the Acquisition is considered a related party transaction for
the reasons set out below, and as such is subject to the approval of Shareholders which is to be sought at the
Extraordinary General Meeting. R A O’Toole, G P Thomson and I are also directors of Sterling and Sterling
G.P. and partners (directly or indirectly) of Sterling LP. Furthermore R A O’Toole and I each own one third
of Sterling G.P. As such we have taken no part in the deliberations of the Board in relation to the Acquisition
and are not parties to the recommendation from the Independent Directors at the end of this letter, nor will
we vote in respect of resolutions 4 and 5.

Under the terms of the Placing Agreement, Evolution Beeson Gregory has agreed conditionally on, inter
alia, the conditions detailed in paragraph 9 of Part XI of this document, to procure subscribers for the
Placing Shares (other than those Placing Shares for which Sterling G.P. has committed to subscribe) at the
Issue Price. To the extent that such subscribers are not obtained for any of the Placing Shares, Evolution
Beeson Gregory shall itself subscribe for such Placing Shares at the Issue Price. The Open Offer is not
underwritten.

The Placing and the Open Offer are conditional, inter alia, upon the approval of the Resolutions by the
Shareholders at the EGM.

10



In aggregate the Company has received irrevocable undertakings to vote in favour of the Resolutions to be
proposed at the EGM (save in respect of the Whitewash (Resolution 4) and the Acquisition (Resolution 5))in
respect of 18,326,705 Ordinary Shares, representing approximately 40.2% of the issued ordinary share
capital. The Company has received in aggregate 12,757,698 irrevocable undertakings to vote in favour of
resolutions 4 and 5 representing approximately 36.4% of the share capital eligible to vote on said resolutions.

The purpose of this document is to explain the background to and reasons for the Proposals and the Whitewash
and why the Independent Directors believe that the Acquisition is fair and reasonable and in the best interests of
LEPCO and its Shareholders as a whole and to recommend that you vote in favour all of the Resolutions. In
particular Shareholders’ attention is drawn to the paragraph entitled “FINANCIAL EFFECTS OF THE
PROPOSALS?” set out below. You will also find enclosed the interim results of LEPCO for the six months
ended 30 June 2002, the audited results of LEPCO for the year ended 31 December 2001, an Application
Form, a notice of EGM and an accompanying EGM Proxy and a notice of the AGM and an accompanying
AGM Proxy.

INFORMATION ON THE LEPCO GROUP

LEPCO is an independent oil and gas exploration company based in the United Kingdom. Historically the
Company’s principal focus has been the UK North Sea.

The Company was founded in 1983 and initially operated as a US drilling fund. In 1993, the Company
refocused its operations on the North Sea and was awarded four part-interests in blocks in the Southern
Gas Basin and acquired a Forties Unit from Enterprise Oil plc.

During the subsequent years, the Company increased its exposure to the UKCS southern gas basin,
acquiring assets from Monument Oil and Gas plc and Hardy Oil & Gas plc. In addition, LEPCO purchased
two further Forties Units from Cairn Energy plc. Following this acquisition the Company’s shares
commenced trading on OFEX in November 1996 and then moved to trading on AIM in August 1997.

In 1998, LEPCO suffered from negative cash flows as prices for North Sea Brent crude oil fell below US$10
per barrel. In view of the resultant cash outflow, the Company sold its three Forties Units.

In 1999 and 2000 the Company’s southern gas basin portfolio was reorganised with LEPCO becoming an
offshore operator. The Company was awarded acreage in the UK onshore 9th Round in 2000. In July 2001,
following two abortive transactions involving a suspension of trading in its shares, LEPCO completed an
open offer to raise £990,200 to stabilise its financial position. A restructuring of the board of directors was
completed. The new Board set out as part of its strategy the evaluation of LEPCQO’s existing assets and the
acquisition of international oil and gas producing interests to increase its cashflows.

The restructuring of the Board and the 2001 Open Offer began the revitalisation of LEPCO, which the
Enlarged Board believes will be further progressed through the proposed Acquisition and fundraising.

In February 2002, the Company purchased Westmount Resources Inc (“WRI”), increasing LEPCO’s net
current assets by approximately £147,500 and increasing its cash flow from production in the USA.

LEPCQO’s current oil and gas interests are:

° a small portfolio of predominantly gas-producing interests in North America, which generates all of its
production;

° a 10% interest in an onshore UK licence, PEDL 071, in the Cleveland basin, (an exploration licence
currently being evaluated by the operator); and

) a 5% interest in the onshore Donkerbroek concession in the Netherlands, which contains a gas
discovery presently considered non-commercial.

BACKGROUND TO AND REASONS FOR THE PROPOSALS

LEPCO has limited financial resources. The Directors recognise the need to provide the Group with
increased cash flows and to gain exposure to exploration upside which offers high growth potential, with
the overall objective of attaining profitability. The Directors have been pursuing opportunities to acquire
additional oil and gas-producing interests and exploration assets, with payment being largely funded by
issuing shares. They have also been aware of the need to increase the Group’s access to strong in-house
technical and commercial expertise. The Enlarged Board believes that the Acquisition will fulfil these
criteria, although the Enlarged Group will require additional working capital to develop its assets.
Therefore, the Directors have structured the fundraising to include the partially underwritten Placing and
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the Open Offer which is not underwritten. Whilst dilutive to existing Shareholders, the Directors believe that
this will further strengthen the shareholder base of the Company by introducing additional institutional and
other investors, and allowing Qualifying Shareholders to participate in the fundraising by way of the Open
Offer.

Sterling and its directors have been providing management, accounting and technical services to LEPCO
since the completion of the 2001 Open Offer. However, the potential for conflicts of interest was ever-
present and potentially distracting.

The acquisition of Sterling provides LEPCO with a number of positive features:

° the acquisition of Sterling’s portfolio of producing oil and gas reserves, together with appraisal and
exploration upside. These assets have been evaluated by the independent engineers, Quad, in a report
dated 23 September 2002, as set out in Part VIII of this document. Their estimate of the USA proven
and probable reserves is 724,000 boe, with risked upside potential in the USA of over 1,300,000 boe, the
vast majority of which is gas: one producing well in which Sterling has an ORRI is currently shut-in
awaiting repairs. Quad have also appraised a license in the Philippines which Sterling acquired on
13 June 2002 and which contains two wells which discovered gas;

° animmediate increase in LEPCO’s production level and in its revenues. In the approximately 15 month
period between incorporation and 31 December 2001, Sterling recorded sales of over £1,874,000
compared with LEPCO’s oil and gas revenues of £49,000 in the year to 31 December 2001.

° since the outline terms for the Acquisition were first discussed with the Independent Directors, the
Sterling Group has made a further purchase of reserves from American Coastal Energy I1, Ltd with
upside potential in the USA. These have been evaluated by TJ Smith, independent engineers, as set
out in Part IX of this document. Their report shows proven and probable reserves attributable to the
Sterling Group’s acquired interest of in excess of 1,350,000 boe at 1 January 2002, most of which is gas,
together with further possible gas reserves in excess of 1,850,000 boe in identified drilling locations.

° Sterling has a full-time management team who are experienced in the oil and gas business. This gives
access to an in-house team of technical and commercial experts, who have built-up the Sterling asset
base since its inception in October 2000. The Sterling Directors are HG Wilson, GP Thomson,
RA O’Toole, NA Quinton and RL Brown, summary details of whom are included under the headings
“Directors” and “Information on Sterling G.P. and Sterling LP” as set out below. The potential
conflict of interest for the Sterling Directors will also be removed.

° a more diverse shareholder base with the consequent opportunity for increased liquidity.

The acquisition of Sterling is a major step in revitalising and growing LEPCO. Whilst the cash flow from
operations of the Group is expected to rise substantially your Directors believe that the maximisation of
the existing assets and the ability to consider new acquisitions will be best served by having additional
working capital available. The Placing to raise a total of £2.4 million (before expenses) and the Open Offer
to raise up to £1.8 million will give the Enlarged Group additional funds which it is intended will be used, in
conjunction with future partners or bank or other finance where appropriate, to:

° develop and drill certain identified, mature locations which meet the risk/return criteria employed by
the Directors, as well as further to explore the potential of the producing licences;

° continue the acquisition of producing interests internationally, with emphasis initially on the Gulf of
Mexico area of the USA; and

° build an international portfolio of exploration projects with both high growth potential and the ability
to add significant value to the Enlarged Group.

INFORMATION ON STERLING

Further information on Sterling is set out in the extracts from its audited financial statements to 31 December
2001, in Part VII, in the Quad evaluation in Part VIII and in the TJ Smith report in Part IX.

In the period from incorporation on 10 October 2000 to 31 December 2001 Sterling recorded a net profit of
£105,000 on turnover of £1,874,000. It was wholly funded in that period by an interest free loan facility made
available to it by Sterling LP, which is summarised below. As of the end of 2001 a total of £3,430,757 had been
drawn and further cash drawings of approximately £783,000 have been made since then which, being the
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advances made in 2002 to the date hereof, will be repaid in cash prior to completion of the Acquisition. All
other amounts outstanding, including the transfer of an investment of approximately £83,000 made by
Sterling since the year end, will be capitalised prior to Admission.

Sterling’s oil and gas assets have been summarised above under the heading ““Background to and Reasons for
the Proposals’’ and further details are contained in Parts VIII and IX of this document, to which your attention
is drawn.

LEPCO’S CURRENT TRADING AND THE ENLARGED GROUP’S PROSPECTS

LEPCO’s audited financial results for the year ended 31 December 2001 (“‘the Year”) are included in Part V.
The annual report for the Year was posted on 29 June 2002.

The net current assets position improved during the year from a deficit of £26,000 in the prior year to a
surplus of £437,000 at the end of December 2001. This was principally due to the 2001 Open Offer raising
approximately £990,200 (before expenses of £215,000). In addition, during the year, a further issue of a
total of 4,385,000 shares was made to settle approximately £300,000 of liabilities of the Group.

Two major items affected the results for the year. Firstly, the costs associated with the transaction to
purchase assets in the Republic of Yemen, aborted in March 2001. These costs totalled £303,000 in the year.

Secondly, the Directors undertook a detailed technical review of the North Sea 47/9c¢ license interest and an
extensive farm-out campaign to find a partner to drill a well. In light of a number of factors, the Company
provided fully against the book value of this licence and took a non-cash write-down of £944,000. A partner
was not found to pay for the costs of a well and the licence was relinquished.

The overall cash outflow from operations, which includes the above mentioned abort costs, was £453,000.
This was principally funded from the 2001 Open Offer proceeds.

In February 2002, the Company acquired further producing interests as part of its purchase of WRI for a
consideration of approximately £495,000. The consideration was satisfied by the issue of 6.5 million
Ordinary Shares at 4.5p each together with a cash payment of £202,500. The acquisition of WRI increased
the net current assets of the Group by approximately £147,500 and gave it producing interests which in the
six months to the end of December 2001 yielded a cash flow from operations of approximately £24,000.
Workovers and additional wells may be drilled on these non-operated properties in the future.

The results for the six months ended 30 June 2002 are set out in Part IV. The loss after taxation was reduced to
£102,000 from £430,000 in the corresponding period in 2001. This fall principally reflected the non-recurring
nature of costs of £301,000 incurred in the first half of 2001 relating to aborted acquisitions, as well as a
halving of overheads to £64,000. The loss per share fell to 0.2p in the first half of 2002 (first half 2001: Loss

4.3p).

The net current asset position improved to £193,000 at the end of June 2002 from a net current liability
position of £534,000 at the end of June 2001. This improvement principally reflects the impact of the open
offerin July 2001 to raise £990,200 before expenses, together with the cash raised as part of the WRI purchase
described above, offset by the losses incurred in the second half of 2001 and in the first half of 2002, as well as
other varied items. The net current assets at the end of the first halfin 2002 includes £288,000 of costs related
to the Proposals which had been accrued at the end of June 2002. The costs committed to in relation to the
Proposals will absorb a significant proportion of LEPCO’s cash balances. Your attention is drawn to the
section “Financial Effects of the Proposals’ and Note 1(b) of the Accounts set out in Part V of this document.

The Enlarged Board believes that the Enlarged Group will benefit from an increased cash flow from
operations, a strengthened balance sheet and an enlarged portfolio of exploration and developed assets
offering upside potential as a result of the Acquisition, the Placing and Open Offer and the pursuit of the
strategy set out below.

Your attention is drawn to the paragraph entitled ““Limited Trading History”’ set out in the Risk Factors section
included in Part I1I of this document.

STRATEGY
The Enlarged Board’s key strategic objectives are:

° to generate an increasing cash flow from a rising level of production and reserves. This is intended to be
achieved by acquiring assets using LEPCO’s shares, its available financial resources and bank or other
funding as appropriate, as well as by the drilling of development, appraisal and exploration wells;
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° to offer high potential exploration upside in its asset portfolio. The Directors intend to fund an
exploration programme and develop an international portfolio of attractive prospects, offering
significant added-value upside potential to the Enlarged Group with particular emphasis on South
East Asia and the Middle East, including North Africa. LEPCO intends to participate prudently in
the drilling of such wells, seeking partners on a promoted basis where appropriate, thereby managing
its risk;

° to continue to enhance liquidity in its shares and to offer the prospect of capital growth rather than
dividend yield; and

° to develop LEPCO into a well-regarded international oil and gas company, with a clear focus on
geographic areas and assets where the management can add value.

TERMS OF THE PLACING

The Placing, which is partially underwritten by Evolution Beeson Gregory, will raise approximately
£2.4 million, before expenses. The Placing comprises the issue of 58,750,000 new Ordinary Shares at 4p per
share of which 38,775,000 million Ordinary Shares comprise the Sterling Subscription. The Placing Shares
are not being offered to Shareholders on a pre-emptive basis and consequently the Placing is dilutive to
Shareholders.

The Placing Shares will, when issued and fully paid, rank pari passu in all respects with the existing Ordinary
Shares. The Placing is conditional on, inter alia, Shareholder approval and the Placing Agreement and the
Acquisition Agreement becoming unconditional in all respects and not being terminated in accordance with
their terms.

Further details of the Placing Agreement are set out in paragraph 9(a)(ix) of Part XI of this document.

TERMS OF THE OPEN OFFER

The Open Offer will raise up to £1.8 million, before expenses. Evolution Beeson Gregory, on behalf of the
Company, is offering Qualifying Shareholders 45,542,733 Open Offer Shares at 4p per share, payable in full
on acceptance, on the following basis:

1 Open Offer Share for every 1 Ordinary Share
held on the Record Date, and so in proportion for any other number of Ordinary Shares then held.

The Open Offer Shares will, when issued and fully paid, rank pari passu in all respects with the existing
Ordinary Shares.

Fractions of Open Offer Shares will not be allotted to Qualifying Shareholders and, where necessary,
entitlements will be rounded down to the nearest whole number of Open Offer Shares. Such fractional
entitlements will be aggregated and sold in the market for the benefit of the Company.

In addition, those Qualifying Shareholders who decide to take up their maximum entitlement under the Open
Offer may also apply for any further number of the New Ordinary Shares, which are the subject of the Open
Offer (excluding fractional entitlements). These will be allocated to the extent that the Open Offer Shares are
not fully taken up by those Qualifying Shareholders entitled to do so under the Open Offer.

In the event of there being an insufficient number of New Ordinary Shares available under the Open Offer to
satisfy such additional applications in full, such additional applications will be scaled down by the Company
on a pro-rata basis by reference to the number of additional Open Offer Shares for which each Qualifying
Shareholder making such additional application applies. Evolution Beeson Gregory, in conjunction with
the Company, may seek to place Open Offer Shares for which application is not made by Qualifying
Shareholders with certain institutional and other investors.

Application will be made for the Placing Shares, Open Offer Shares and Initial Consideration Shares to be
admitted to trading on AIM. Itis expected that Admission will become effective and dealings will commence
in the New Ordinary Shares (save for the Deferred Consideration Shares) on 21 October 2002.

Further information on the Open Offer, including the procedure for application and payment, is set out in
Part II of this document and in the Application Form. The attention of overseas shareholders is specifically
drawn to the section entitled ‘“Overseas Shareholders” set out in Part II of this document.
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TERMS OF THE ACQUISITION

The Acquisition Agreement between LEPCO and Sterling is summarised in Part X, of this document.
LEPCO has agreed to acquire the whole of the share capital of Sterling in exchange for up to
197,000,000 new Ordinary Shares (the “Consideration Shares’), to be issued at the Issue Price,
representing a value of approximately £7.9 million.

The Consideration Shares will be issued as follows:

° 157,000,000 new Ordinary Shares being issued on Completion following Admission (the ‘“‘Initial
Consideration Shares’’); and

° up to 40,000,000 Deferred Consideration Shares will be issued, subject to Admission, such issue being
subject to the value of all “‘settled claims” under the warranty clauses in the Acquisition Agreement as
at 31 December 2003.

In addition prior to completion of the Acquisition a total of £3,513,929 outstanding pursuant to a loan
between Sterling LP and Sterling will be capitalised by Sterling G.P.. The balance of this loan, being
approximately £783,000, will be repaid in cash prior to completion of the Acquisition.

Sterling G.P., on behalf of Sterling LP, and the Sterling Directors have undertaken not to dispose of their
Initial Consideration Shares for the 12 months following Admission, save for the distribution of such
shares to the underlying partners on the same terms.

FINANCIAL EFFECTS OF THE PROPOSALS

As stated earlier, the Acquisition, Placing and Open Offer will materially strengthen the Company’s balance
sheet and provide it with additional working capital to pursue its strategy. LEPCO’s shareholder base will be
widened and it is expected that the liquidity of the shares will be enhanced.

If the Company does not proceed with the Placing, the Open Offer and the Acquisition, the Directors believe
that the Group’s ability to continue to operate as a going concern would be seriously jeopardised. However, on
the assumption that the Proposals are approved at the EGM and the Hibernia Loan Facility remains in
place, the Enlarged Board, having made due and careful enquiry, are of the opinion that the working
capital available to the Enlarged Group will be sufficient for its present requirements, that is at least twelve
months from Admission.

SUSPENSION, DEALINGS AND TRADING

The Company’s existing Ordinary Shares were suspended from trading on AIM on 28 June 2002 but were
restored to the market today. Application will be made by the Company for the New Ordinary Shares (save
for the Deferred Consideration Shares) to be admitted to AIM and for the existing Ordinary Shares to be re-
admitted to AIM on completion of the Proposals. Subject to completion of the Proposals, trading in the New
Ordinary Shares is expected to commence on 21 October 2002. If the Proposals are not completed, the
existing Ordinary Shares will continue to be traded on AIM, the New Ordinary Shares will not be admitted
to AIM and the Proposed Director will not be appointed to the Board.

THE CITY CODE

The terms of the Acquisition give rise to certain considerations under the City Code. Brief details of the
Panel, the City Code and the protections they afford are described below.

The City Code has not, and does not seek to have, the force of law. It has, however, been acknowledged by
both government and other regulatory authorities that those who seek to take advantage of the facilities of
the securities markets in the United Kingdom should conduct themselves in matters relating to takeovers in
accordance with best business standards and, therefore, according to the City Code.

The City Code is issued and administered by the Panel. The City Code applies to all takeover and merger
transactions, however effected, where the offeree company is, inter alia, a listed or unlisted public company
resident in the United Kingdom (and to certain categories of private limited companies). The Company is
such a company and its shareholders are entitled to the protection afforded by the City Code.

Under Rule 9 of the City Code, when a person or a group of persons acting in concert acquires shares in a
company which is subject to the City Code, and such shares (when taken together with shares already held)
would result in such person or persons holding shares carrying 30% or more of the voting rights, such person
or group is normally obliged to make a general offer to all other shareholders to acquire the balance of the
shares not held by him and his concert parties at the highest price paid by any of them in the previous
12 months. Rule 9 of the City Code also states that if any person or group of persons acting in concert holds
shares carrying not less than 30%, but not more than 50%, of the voting rights and such person, or any person
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acting in concert with him, acquires any additional shares which increases their percentage of the voting
rights, such person or group of persons is in the same way also obliged to make a general offer to all
shareholders.

The Panel has determined that the Revised Concert Party should be regarded as acting in concert for the
purposes of Rule 9 of the City Code.

Following the Whitewash Events the Revised Concert Party, which currently holds approximately 23.2% of
the existing ordinary share capital, may hold a maximum of 85.0% of the enlarged issued share capital of the
Company. The Whitewash Events includes the grant of options to members of the Revised Concert Party up
to a maximum of 10% of the share capital as enlarged by the Whitewash Events. While there is currently no
intention to grant options other than set out in paragraph 7.1(a) of Part XI, the maximum number of options
that could be granted in addition to those set out therein is 33,287,533, representing 5.4% of the share capital
as enlarged by the Whitewash Events. A table showing the maximum possible interests of the Revised
Concert Party is set out in paragraph 7 of Part XI of this document.

The Panel has however agreed, subject to approval by the Company’s independent sharecholders at the EGM
on a poll, to waive any obligation of the Revised Concert Party (or any member thereof) to make a general
offer for shares in the Company which might otherwise arise under Rule 9 of the City Code.

Following the Whitewash Events, the Revised Concert Party will, provided that and for so long as it holds shares
carrying more than 50% of the voting rights, be entitled to increase its aggregate holding of Ordinary Shares
without limitation and without incurring any further obligation under Rule 9 of the City Code to make a general
offer to Shareholders provided that ordinarily no individual member of the Revised Concert Party may increase
his individual shareholding such that he comes to hold 30% or more of the voting rights in the Company, except
as permitted by the City Code.

Full details of the Revised Concert Party are set out in paragraph 7 of Part XI of this document.

Information on Sterling G. P. and Sterling LP

Sterling LP contains a number of individual partners including, directly or indirectly, Harry Wilson, Richard
O’Toole and Graeme Thomson, who are Directors and Nigel Quinton, the Proposed Director, together with
Ralph Brown. Further details on these individuals are set out below. The partnership was established as a
limited partnership in 2000, founded by a team of experienced oil industry professionals who had worked
together for a number of years. It aims to invest directly or indirectly in producing fields and to establish a
cash-generating portfolio that can be used to fund future investments.

The general partner of Sterling LP is Sterling G.P., which is owned one-third by each of Harry Wilson, Nigel
Quinton and Richard O’Toole who are all directors of Sterling G.P.. Graeme Thomson and Ralph Brown are
also directors of Sterling G.P..

Sterling G.P. has the sole investment decision making authority about the investments of Sterling LP and
holds the issued share capital of Sterling as nominee for Sterling LP. Sterling LP has no other investments,
other than cash balances and the loans due to it from Sterling.

Following completion of the Acquisition and the fundraising by LEPCO, Sterling G.P. intends to propose to
the partners of Sterling LP that all its assets, including any remaining cash balances, be distributed and the
partnership liquidated when appropriate. This will remove potential conflicts of interest with LEPCO.

Set out below is the biography of Ralph Brown. Details of the remaining directors of Sterling G.P. are set out
under the heading “DIRECTORS”.

Ralph Brown

Ralph has 44 years’ experience in oil and coal-related businesses, gained principally with Exxon and then
Kuwait Petroleum International, where he was director of new business development until 1995. He has an
extremely wide network of contacts across the energy sector and has worldwide experience of acquisition
opportunities. Ralph was a non-executive director of Endeavour Oil and Gas Limited until its sale in 2000
and is also a director of Park, Sterling Energy G.P. and Sterling.

Information on QX Energy Limited

QX Energy Limited, a member of the Revised Concert Party, is a private company owned by Nigel A
Quinton and his family. It provides technical services to the petroleum industry, including Sterling Energy
Limited and LEPCO plc.
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DIRECTORS

Following Admission, it is proposed that R O’Toole will be appointed as Non-Executive Chairman,
H Wilson, be appointed Chief Executive Officer, G Thomson be appointed Finance Director and Nigel
Quinton be appointed Operations and Technical Director to the Enlarged Board. Each of Richard
O’Toole, Harry Wilson and Nigel Quinton co-founded and, together with Graeme Thomson and Ralph
Brown, are currently directors of Sterling.

Atthe AGM Richard O’Toole, Harry Wilson and Graeme Thomson will be offering themselves for election.

Further details of the Enlarged Board are set out below:

Richard O’Toole, aged 57, ( Non-Executive Chairman)

Richard worked with GE in the USA for a number of years prior to becoming managing director of Estuary
Fuels Ltd., an Irish oil importation and trading company. From 1982 to 1987, he was managing director of
Tuskar Resources plc, an independent Irish oil company which built up a portfolio of international
exploration assets in conjunction with a number of major international oil companies. He was the founder
chairman of Kirkland Resources (Holdings) plc in 1987. Richard serves on the board of Park and was a
founder of Endeavour. He is a director and founding partner of the Sterling Group.

Harry Wilson, aged 50, ( Chief Executive Officer)

Following graduation under a British Petroleum scholarship programme, Harry joined BP and worked for
17 years, initially as a geophysicist and subsequently as a senior exploration manager (in BP offices
worldwide) and in corporate finance. In 1987, he set up an independent exploration and production
company — Kirkland Resources (Holdings) plc. In 1993 Kirkland AS completed a reverse takeover of a
fully listed oil company, later renamed Dragon Oil plc. In 1997 he established Endeavour and Park, and
following the successful sale of Endeavour’s US subsidiary in 2000 was a founding partner and chairman of
the Sterling Group.

Nigel Quinton, aged41, ( Operations and Technical Director)

Nigel has 20 years oil industry experience. He worked at BP as a geophysicist, was responsible for discoveries
in the Paris Basin and for regional work leading to its entry into Vietnam. In 1988 he left to join the Kirkland
Group, and over the next seven years helped build a portfolio of exploration acreage in SE Asia, resulting in
discoveries onshore and offshore in Thailand and in the Philippines. At Hardy Oil and Gas plc he initiated a
new overseas office and was General Manager in Pakistan and then as General Manager UKCS, he farmed-
in to Elf’s 29/4d licence, which resulted in the West Elgin discovery. In early 1999, he took over as Chief
Executive of Endeavour Oil & Gas Limited Partnership, whose Gulf of Mexico assets were sold in mid
2000, following which he co-founded Sterling.

Graeme Thomson, FCA, aged45, ( Finance Director)

Graeme has held a number of senior finance and management positions in quoted companies. In 1989 he
co-led a management buy-in to AmBrit International plc, which was taken over in 1992. He then joined the
Kirkland Group which later became Dragon Oil plc, where he served as Finance Director and Company
Secretary until April 1999. A founder partner of Endeavour, he has most recently been assisting smaller
unquoted and quoted companies, including Sterling and the Company, with their corporate finance,
accounting, commercial and strategic affairs.

Dr Elizabeth Butler, aged 57, ( Non-Executive Director)

Dr Butler holds a D.Phil. in geology from Oxford University. During her career she has worked twice for
BP Exploration, initially as a commercial analyst and more recently as a consultant to the then Chief
Executive on projects relating to the company’s reorganisation and restructuring. She has 20 years
experience as a City energy analyst and was until recently Head of Energy Research for a leading firm of
stockbrokers. She is currently Senior Strategic Energy Adviser to an investment bank. Dr Butler was
appointed to the Board in 1985 and served as Development Director between 1992 to 1998.

Peter Wilde, aged 48, ( Non-Executive Director)

Peter Wilde graduated in law from the London School of Economics (University of London) and has spent
most of his career managing and developing smaller companies. He has worked exclusively in the oil and gas
sector since 1988. In 1989 he was appointed Vice-President of Aviva Petroleum Inc., the Dallas based oil and
gas independent, where his responsibilities particularly included corporate financial control and integration
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of acquisitions. He has been a director of LEPCO since its foundation in 1983, and was a full time director
from 1993 to 2001 serving as Chief Operating Officer and later as Managing Director. Since the 2001 Open
Offer he has served as a Non-Executive Director.

Your attention is drawn to the paragraphs entitled ‘“‘Control by the Principal Shareholders’’ and “Dependence
on Key Personnel” set out in the “Risk Factors’’ section in Part I1I of this document.

CHANGE OF NAME

To reflect the new direction of the Enlarged Group, it is proposed that the Company change its name to
Sterling Energy plc and an appropriate resolution is being put to Shareholders at the EGM for this purpose.

Following completion of the Proposals the Enlarged Board will procure that Sterling changes its name to
“Sterling Energy (UK) Limited”.

EXTRAORDINARY GENERAL MEETING AND ANNUAL GENERAL MEETING

You will find set out at the end of this document notices convening the Extraordinary General Meeting and
the Annual General Meeting of the Company each to be held at the offices of Evolution Beeson Gregory, The
Registry, Royal Mint Court, London EC3N 4LB on 18 October 2002. The Extraordinary General Meeting
will be held at 11.00 a.m. on such date and Annual General Meeting will be held immediately after the
conclusion of the EGM or 11.05 a.m. (whichever the later). The following resolutions will be proposed at
the EGM:

Resolution No. 1 will be proposed as an ordinary resolution for the following purpose.

° In order to enable there to be sufficient authorised share capital available to issue shares pursuant to the
Proposals and, inter alia, to satisfy the exercise of the Warrants, to issue the Headroom Shares and to
enable the issue of Ordinary Shares pursuant to the Share Option Scheme, it is necessary for the
Company’s authorised share capital of £3,000,000 to be increased. The Directors believe it should be
increased to £12,500,000 by the creation of an additional 950,000,000 new Ordinary Shares.

Resolution No. 2 will be proposed as an ordinary resolution for the following purpose and will be conditional
on Resolution No. 1 having been passed:

° To grant the Directors the power to allot shares (including the Placing Shares, the Open Offer Shares
and the Consideration Shares) in the Company up to the increased authorised share capital, such
power to expire in five years from the date of the EGM and to replace all similar powers granted
previously.

Resolution No. 3 will be proposed as a special resolution for the following purpose and will be conditional on
Resolution No. 2 having been passed:

° To empower the Directors to allot securities for cash up to a nominal value of £6,287,495 without the
need to first offer existing Shareholders rights of pre-emption to subscribe for such securities. This
authority replaces all similar authorities granted by Shareholders previously and will expire five years
from the date of the EGM.

In addition to seeking Shareholders’ authority to allot the Placing Shares, the Open Offer Shares and
the Consideration Shares, the Ordinary Shares which would be issued upon the exercise of the
Warrants and the issue of Ordinary Shares pursuant to the Share Option Scheme, in aggregate
totalling 408,749,513 Ordinary Shares, the Directors are seeking authority to issue Ordinary Shares
for cash on a non-pre-emptive basis in respect of an additional 200,000,000 Ordinary Shares (the
“Headroom Shares”) to give the Company the flexibility to enter into transactions involving the issue
of Ordinary Shares without requiring additional specific prior shareholder approval. These Headroom
Shares include Ordinary Shares which the Company might decide to issue to the Revised Concert
Party. Whilst the Company has no current plans to issue these Headroom Shares to members of the
Revised Concert Party, it is possible, should the Company require additional cash in the future, that
the Revised Concert Party would be a source of additional funding and might be prepared to
subscribe for additional Ordinary Shares. There is no agreement or understanding between the
Company and the Revised Concert Party in relation to the allotment of the Headroom Shares.
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Resolution No. 4 will be proposed on a poll as an ordinary resolution for the following purpose and will be
conditional on Resolution No. 3 having been passed:

° To approve the waiver by the Panel of any requirement under Rule 9 of the City Code for the Revised
Concert Party to make a general offer to Shareholders where such requirement would otherwise arise as
a result of the acquisition by any of them of new Ordinary Shares pursuant to the Whitewash Events.
No member of the Revised Concert Party can vote on this resolution.

Resolution No. 5 will be proposed as an ordinary resolution for the following purpose and will be conditional
on Resolution No. 4 having been passed:

) To approve the Acquisition. This is necessary for two reasons. First, section 320 of the Act requires the
consent of the shareholders of a company where such company enters into a transaction whereby it
acquires one or more non-cash assets of a certain value from a director or a person connected with a
director. This is necessary because Graeme Thomson, Harry Wilson and Richard O’Toole are
directors of the Company as well as being partners (directly or indirectly) in Sterling LP, the ultimate
owner of Sterling. Secondly, as the Acquisition is deemed to be a reverse takeover for the purposes of
rule 13 of the AIM Rules, the Acquisition must be approved by shareholders in accordance with such
rule. By passing a resolution Shareholders will also be approving the Acquisition Agreement and the
terms and conditions of the Acquisition together with all and any other agreements, arrangements and
indemnities necessary or, in the opinion of the Independent Directors, desirable to effect or implement
the Acquisition, and authorising the Directors to do all such matters as they consider to be necessary or
desirable to implement such agreement and the Acquisition and to agree such amendments or
variations to such agreement(s) of an immaterial nature as may be considered necessary or desirable
by them. No member of the Revised Concert Party can vote on this resolution.

Resolution No. 6 will be proposed as a special resolution for the following purpose and will be conditional
upon Resolution No. 5 having been passed:

° To approve the acquisition by the Company of all of its issued Deferred Shares for consideration of £1
raised by the issue of the Buyback Shares pursuant to a contract for purchase to be put before the
meeting. By passing the resolution the shareholders will approve such contract for purchase and
authorise the Company to enter into it on behalf of itself and of the selling shareholders as it is
entitled to do in accordance with the Articles.

Resolution No. 7 will be proposed as a special resolution for the purpose of approving the change of name of
the Company to ““Sterling Energy plc”.

The Extraordinary General Meeting is also being called to satisfy the obligation of the Company under
section 142 of the Act. This requires a meeting of a company to be convened when its net assets are half or
less of its called-up share capital (including share premium) to consider whether any and if so what, steps
should be taken to deal with the situation. In view of the actions being taken by the Company described in
this document it is the view of the Board that no further measures in this respect are required.

CREST

Qualifying Shareholders with a CREST Participant ID and CREST Member Account ID will be able to take
up Open Offer Shares in uncertificated form subject to their providing appropriate information in the
Application Form. For Qualifying Shareholders who wish to receive Open Offer Shares in certificated
form, definitive share certificates will be dispatched as soon as practicable following Admission. Pending
receipt of certificates in respect of such Open Offer Shares, transfers will be certified against the register of
members.

OVERSEAS SHAREHOLDERS

The attention of overseas Shareholders is drawn to the additional information set out in paragraph 5 of
Part II of this document.

TAXATION

Your attention is drawn to the taxation information set out at paragraph 17 of Part XI of this document.
Shareholders who are in any doubt as to their tax position or who are subject to tax in a jurisdiction other
than the United Kingdom should consult their tax adviser without delay.

ACTION TO BE TAKEN

Shareholders will find enclosed with this document the EGM Proxy for use at the Extraordinary General
Meeting and the AGM Proxy for use at the Annual General Meeting.
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Whether or not you propose attending the Extraordinary General Meeting or the Annual General Meeting,
Shareholders are requested to complete the relevant form of proxy and return them to Capita IRG Plc of
Balfour House, 390-398 High Road, Iliford, Essex, IG1 1BR as soon as possible and, in any event, so as to
arrive in no later than 48 hours before the time of the relevant meeting. The return of a form of proxy will not
prevent a Shareholder from attending the EGM or AGM and voting in person if he or she so wishes.

Shareholders who are CREST members should refer to their CREST sponsors regarding the action to be
taken in connection with this document.

If you wish to take up any all or more than your entitlement to Open Offer Shares under the Open Offer, you
should complete and return the enclosed Application Form in accordance with the procedure set out in Part IT of
this document and the Application Form and return it, together with the appropriate payment, by post or by
hand to New Issues Department, Capita IRG Plc, PO Box 166, Bourne House, 34 Beckenham Road,
Beckenham, Kent BR3 4TH as soon as possible and, in any event, so as to arrive no later than 3.00 p.m. on
17 October 2002. A pre-paid envelope is enclosed for your convenience.

Qualifying Shareholders who are CREST sponsored members should refer to their CREST sponsors
regarding the action to be taken in connection with this document and the Open Offer.

Further details regarding the Open Offer are set out in the letter from Evolution Beeson Gregory in Part IT of
this document and in the Application Form accompanying this document.

The Extraordinary General Meeting will be held at 11.00 a.m. on such date and the Annual General Meeting
will be held immediately after the conclusion of the EGM or 11.05 a.m. (whichever is the later).

ADDITIONAL INFORMATION

Your attention is drawn to the additional information set out in Part XI of this document.

RECOMMENDATION OF INDEPENDENT DIRECTORS

Your Independent Directors, who have been so advised by Evolution Beeson Gregory, consider that the
Proposals and the Whitewash contained in this document are fair and reasonable and in the best interests of
the Company and its Shareholders as a whole. In providing advice to the Independent Directors, Evolution
Beeson Gregory has taken into account the Independent Directors’ commercial assessments.

Accordingly, your Independent Directors unanimously recommend Shareholders to vote in favour of the
Resolutions as they have irrevocably undertaken to do in respect of their own shareholdings amounting to
713,800 Ordinary Shares (representing approximately 1.6% of LEPCO’s existing Ordinary Shares). In
addition the Company has received irrevocable undertakings in respect of 12,043,898 Ordinary Shares
(representing approximately 26.4% of LEPCO’s existing Ordinary Shares) to vote in favour of the
Resolutions. Furthermore certain members of the Revised Concert Party have given irrevocable undertakings
to vote in favour of the Resolutions (other than Resolutions No. 4 and 5 in respect of which they are prohibited
from voting under the provisions of the City Code and by virtue of the Acquisition being considered a related
party transaction) in respect of the Ordinary Shares in which they are interested, which amount to 5,569,007
Ordinary Shares (representing approximately 12.2% of LEPCOQ’s existing Ordinary Shares). Consequently
the Company has received, in aggregate, irrevocable undertakings to vote in favour of Resolutions 1, 2, 3, 6
and 7 in respect of 18,326,705 Ordinary Shares and in favour of Resolutions 4 and 5 in respect of 12,757,698
Ordinary Shares (representing respectively 40.2% of LEPCO’s existing Ordinary Shares and 36.4% of those
shares eligible to vote on resolutions 4 and 5).

Yours faithfully

Harry Wilson
Executive Chairman
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PART II

LETTER FROM EVOLUTION BEESON GREGORY

To Qualifying Shareholders
26 September 2002

Dear Shareholder,

Open Offer of 45,542,733 million Open Offer Shares at 4p per share

1. Introduction

Part I of this document contains a letter from the Chairman of LEPCO with details of the Acquisition, the
partially underwritten Placing of £2.4 million and the non-underwritten Open Offer to raise up to £1.8
million for the Company, before expenses. The aggregate net proceeds of the Placing and the Open Offer
will be used to strengthen the Company’s balance sheet and to provide the Enlarged Group with additional
working capital.

This letter sets out the formal terms and conditions of the Open Offer and should be read in conjunction with
the remainder of this document and the Application Form enclosed with this document.

2.  The Open Offer

As agent for and on behalf of the Company, Evolution Beeson Gregory hereby invites Qualifying
Shareholders, on and subject to the terms and conditions set out below and in the Application Form, to
apply for Open Offer Shares at the Issue Price, payable in full on application and free of all expenses on the
basis of:

1 Open Offer Share for every 1 Ordinary Share

held on the Record Date and so in proportion for any other number of Ordinary Shares then held. Qualifying
Shareholders’ pro rata entitlements will be rounded down and fractional entitlements will not be allocated
when calculating Qualifying Shareholders’ entitlements. Qualifying Shareholders may apply for any number
of Open Offer Shares up to and including their pro rata entitlement as shown in the Application Form. In
addition, those Qualifying Shareholders who decide to take up their maximum entitlement under the Open
Offer may also apply for any further number of new Ordinary Shares which are the subject of the Open Offer
(excluding fractional entitlements). These will be allocated to the extent that Open Offer Shares are not fully
taken up by those Qualifying Shareholders entitled to them under the Open Offer. In the event of there being
an insufficient number of Open Offer Shares available under the Open Offer to satisfy such additional
applications in full, such additional applications will be scaled down by the Company on a pro rata basis by
reference to the number of additional Open Offer Shares for which each Qualifying Shareholder making such
additional application applies. Holdings of Ordinary Shares in certificated form and uncertificated form will
be treated as separate holdings for the purposes of calculating entitlements under the Open Offer.

Qualifying Shareholders should be aware that the Open Offer is not a rights issue and Open Offer Shares not
applied for under the Open Offer will not be sold in the market for the benefit of those who do not apply under the
Open Offer. Any Open Offer Shares not applied for under the Open Offer may, at the Company’s sole
discretion, be placed with institutional and other investors and the proceeds held for the benefit of the Company.

Application will be made to the London Stock Exchange for admission of the Open Offer Shares to trading
on AIM. The Open Offer Shares will, when issued and fully paid, rank pari passu in all respects with the
existing issued Ordinary Shares.

Qualifying Shareholders may apply for Open Offer Shares only on the enclosed Application Form which is
personal to the Qualifying Shareholder(s) named therein and may not be assigned, transferred or split except
to satisfy bona fide market claims in relation to transfers of Ordinary Shares through the market prior to the
date on which the existing Ordinary Shares are marked ex-entitlement in respect of the Open Offer.
Qualifying Shareholders who have sold or transferred all or part of their registered holdings through the
market prior to the date on which the Ordinary Shares are marked ex-entitlement in respect of the Open
Offer are advised to consult their stockbroker, bank or other agent or adviser duly authorised under

21



Financial Services and Markets Act 2000 through or by whom the sale or transfer was effected as soon as
possible, as the invitation under the Open Offer may represent a benefit which can be claimed from them by
purchasers or transferees under the rules of the London Stock Exchange.

The Application Form represents a right to apply for Open Offer Shares. It is not a document of title and
cannot be traded. Evolution Beeson Gregory, in conjunction with the Company, may seek to place Open
Offer Shares for which application is not made by Qualifying Shareholders with institutional and other
investors.

The Open Offer is conditional, inter alia, upon:

(a) the passing of all of the Resolutions (other than Resolution No. 7) at the Extraordinary General
Meeting;

(b) thePlacing Agreement having become unconditional (save only in respect of (d) below) on or before the
dates set out in respect of each condition in the Placing Agreement, or such later date as Evolution
Beeson Gregory and the Company may agree (being not later than 3.00 p.m. on 30 November 2002)
and not having been terminated in accordance with its terms prior to Admission;

(c) the Acquisition Agreement having become unconditional (save only in respect of (d) below) on or
before Admission; and

(d) Admission becoming effective by not later than 8.30 a.m. on 21 October 2002, or such later date as
Evolution Beeson Gregory and the Company may agree (being not later than 30 November 2002).

A summary of the principal terms and conditions of the Placing Agreement is set out in paragraph 9 of
Part XI of this document.

3.  Procedure for Application

The enclosed Application Form shows the number of existing Ordinary Shares registered in your name on
the Record Date and also shows your pro rata entitlement to Open Offer Shares. The Application Form
incorporates further terms of the Open Offer and must be used if you wish to apply for Open Offer Shares.
Youmay apply for less or more than your pro rata entitlement of Open Offer Shares if you so wish.

If youwish to apply for all or any of the new Ordinary Shares represented by your entitlement under the Open
Offer, you must complete the Application Form in accordance with the instructions contained therein.
Application Forms should be completed, signed and returned by post in the reply paid envelope provided
or by hand to Capita IRG Plc at Bourne House, 34 Beckenham Road, Beckenham, Kent BR3 4TH with a
cheque or bankers’ draft drawn on a bank or building society in the United Kingdom which is either a
member of the Cheque and Credit Clearing Company Limited or the CHAPS Clearing Company Limited
or which has arranged for its cheques and bankers’ drafts to be cleared through the facilities provided for
members of either of those companies. Such cheques or bankers’ drafts must bear the appropriate sorting
code in the top right hand corner and must be for the full amount payable on application. Application
Forms and payments in full must be received no later than 3.00 p.m. on 17 October 2002, after which time
Application Forms will not be valid. However, the Company and Evolution Beeson Gregory reserve the
right (but shall not be obliged) to accept applications in respect of which remittances are received prior to
3.00 p.m. on 17 October 2002 from an authorised person (as defined in the Financial Services and Markets
Act 2000) specifying the number of Open Offer Shares concerned and undertaking to lodge the relevant
Application Form in due course.

Once submitted applications are irrevocable. Cheques should be made payable to Capita IRG Plc -
A/C — LEPCO and crossed “A/C Payee Only”. It is a condition of application that cheques will be
honoured on first presentation and the Company may elect not to treat as valid those applications in
respect of which cheques are not so honoured. Any application other than for a Qualifying Shareholder’s
maximum entitlement will be deemed to be in respect of the lower of (a) that Qualifying Shareholder’s
maximum entitlement; and (b) such number of Open Offer Shares as is covered by the payment enclosed
with the Application Form. Any monies paid in excess of the amount due in respect of an application made
will be returned without interest by crossed cheque in favour of the applicant through the post as soon as is
practicable thereafter.

Cheques and bankers’ drafts are liable to be presented for payment upon receipt. The application monies will
be held in a separate bank account and any interest earned on such monies will be retained for the benefit of
the Company. If the conditions of the Open Offer are not fulfilled by the dates set out in respect of each
condition in the Placing Agreement (or such later date, being not later than 3.00 p.m. on 30 November 2002
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as Evolution Beeson Gregory and the Company may agree) the Open Offer will lapse and application monies
will be returned without interest by crossed cheque in favour of the applicant(s) through the post as soon as is
practicable thereafter.

All documents and remittances sent by post by or to an applicant (or as the applicant may direct) will be sent
at the applicant’s own risk. By completing and delivering an Application Form, you (as the applicant(s)):

(a) agreethatallapplications, contracts and obligations resulting from such application shall be governed
by, and construed in accordance with, English law; and

(b) confirmthat, inmaking the application, you have not relied on any information or representation other
than such as may be contained in this document or the Application Form and you accordingly agree
that no person responsible solely or jointly for this document or any part thereof shall have any
liability for any such information or representation.

The Company and Evolution Beeson Gregory reserve the right to treat any application not strictly
complying with the terms and conditions of the application as nevertheless valid in whole or in part.

If you do not wish to apply for any Open Offer Shares you should not complete the enclosed Application
Form. You are nevertheless requested to complete, sign and return the enclosed Form of Proxy for use at
the Extraordinary General Meeting.

Any enquiries about the Open Offer should be addressed to Capita IRG, telephone number 020 8639 2000.

4. Money Laundering Regulations

It is a term of the Open Offer that, in order to ensure compliance with the Money Laundering Regulations
1993, Capita IRG may, at its absolute discretion, require verification of identity from any person lodging an
Application Form who (i) tenders payment by way of a cheque or bankers’ draft on an account in the name of
a person or persons other than the Shareholder named on the Application Form; or (ii) appears to
Capita IRG to be acting on behalf of some other person. In the former case, verification of the identity of
the application may be required. In the latter case, verification of the identity of any person on whose
behalf the applicant appears to be acting may be required. If by 3.00 p.m. on 17 October 2002 Capita IRG
hasnot received evidence satisfactory toit as foresaid, the Company may, in its absolute discretion, reject the
relevant Application Form in which event the applicant’s remittance may be returned without interest to the
account of the drawee bank from which such monies were originally debited.

As a guide, if the value of the Open Offer Shares applied for by a Qualifying Shareholder exceeds €15,000 the
verification of the identity requirements of the Money Laundering Regulations 1993 will apply and
verification of the identity of the applicant may be required. A failure to provide the necessary evidence of
identity satisfactory to Capita IRG may result in the rejection of the application or delays in the despatch of a
share certificate or the crediting of CREST stock accounts. In order to avoid this, you should ideally make
payment by means of a cheque drawn by the Shareholder named on the Application Form. If this is not
practicable and a cheque drawn by a third party, building society cheque or bankers’ draft is to be used you
should:

(a) write the name and address of the Shareholder (or one of the joint holders) named on the Application
Form on the back of the cheque, building society cheque or bankers’ draft and record the date of birth
of the Shareholder;

(b) if a building society cheque or bankers’ draft is being used, ask the building society or bank to endorse
on the cheque the name and account number of the person whose building society or bank account is
being debited; and

(¢) if you are making the application as agent for one or more persons, indicate on the Application Form
whether you are a United Kingdom or European Community regulated person or institution (for
example a bank or stockbroker) and specify your status. If you are not a United Kingdom or
European Community regulated person or institution, you should contact Capita IRG. If the
Application Form is delivered by hand, you should ensure that you have with you evidence of identity
bearing your photograph (for example your passport).

5. Overseas Shareholders

The making of the Open Offer to persons not resident in the United Kingdom may be affected by the laws or
regulatory requirements of relevant jurisdictions. No person receiving a copy of this document and/or any
Application Form in any territory other than the United Kingdom may treat the same as constituting an
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invitation or offer to him, nor should he in any event use such Application Form unless, in the relevant
territory, such Application Form could lawfully be used without compliance with any unfulfilled
registration or other legal requirements. It is the responsibility of any person outside the United Kingdom
wishing to apply for Open Offer Shares under the Open Offer to satisfy himself as to the full observance of the
laws of the relevant territory which may be required and compliance with other necessary formalities and the
payment of any issue, transfer or other taxes due in such territory. The Company reserves the right, in its
absolute discretion, to treat an application under the Open Offer as invalid in a particular case if it believes
acceptance may violate applicable legal or regulatory requirements. In particular, overseas Shareholders
should note the following:

(@)  Republic of Ireland

The Open Offer Shares have not been and will not be registered under the European Communities
(Transferable Securities and Stock Exchange) Regulations, 1992, of the Republic of Ireland and the Open
Offer is not being made in the Republic of Ireland. The Open Offer Shares may not be offered or sold
directly or indirectly within the Republic of Ireland. This document does not constitute an offer to sell or
the solicitation of an offer to acquire Open Offer Shares in the Republic of Ireland.

(b)  United States and Canada

The Open Offer Shares have not been and will not be registered under the United States Securities Act of
1933, as amended (the “Securities Act’’), and the relevant exemptions are not being obtained from the
Securities Commission of any province of Canada.

The Open Offer Shares are not being offered for sale and may not be, directly or indirectly, offered, sold,
transferred or delivered in or into the United States or Canada or to or for the benefit of any US persons or
residents of Canada. Application Forms will therefore not be sent to Shareholders who have registered
addresses in the United States or Canada, nor will applications be accepted from anyone who does not,
inter alia, represent and warrant as to non-United States and non-Canadian beneficial ownership in the
Application Form.

For the purposes of this document “US person’ has the meaning given in Regulation S promulgated under
the Securities Act; and “‘resident of Canada’ means a citizen, national or resident of Canada, the estate of
any such person, a partnership, corporation or other entity created or organised in or under the laws of
Canada, or any estate or trust, the income of which is liable to Canadian tax regardless of its source.

(c) Australia

The Open Offer is not being made in the Commonwealth of Australia, its states, territories or possessions nor
will this document or any advertisement or other offering material in relation to the Open Offer Shares be
distributed directly or indirectly in or into Australia. The Open Offer Shares have not been nor will be
available for subscription or purchase by any resident of Australia (including corporations and other
entities organised under the laws of Australia but not including a permanent establishment of any such
corporation or entity located outside Australia). Application Forms will therefore not be sent to
Shareholders who have registered addresses in Australia, nor will applications be accepted from anyone
who does not, inter alia, represent and warrant as to non-Australian beneficial ownership in the
Application Form.

(d) Japan and other countries

Shareholders resident in Japan and other overseas territories should consult their professional advisers as to
whether they require any governmental or other consents or need to observe any other formalities to enable
them to apply for Open Offer Shares pursuant to the Open Offer and should note the representations and
warranties in the Application Form.

This document is being sent for information only to those Shareholders who are unable to comply with the
requirements of the laws of the overseas territory to which they are subject and will not constitute any offer or
invitation to such persons to subscribe for or purchase Open Offer Shares.

The Company and Evolution Beeson Gregory nonetheless reserve the right to make Open Offer Shares
available to overseas Shareholders notwithstanding any statement contained in this document, if they are
advised to their satisfaction that any such Shareholder can properly accept an offer or invitation to
subscribe for Open Offer Shares without observance by the Company or Evolution Beeson Gregory of any
requirement which they (in their sole discretion) regard as unduly burdensome.
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6.  United Kingdom Taxation

Taxation of Qualifying Shareholders (who are resident in the United Kingdom) is referred to in paragraph 17
of Part XI of this document.

7. CREST

Although the Open Offer will be processed outside CREST, for the purposes of calculating entitlements on
the Record Date, CREST and non-CREST shareholdings will be treated independently and a separate
Application Form will be issued in respect of each. If a Qualifying Shareholder has, therefore, both an
uncertificated and a certificated shareholding in the Company there will be two separate Application
Forms despatched in respect of such holdings.

Qualifying non-CREST Shareholders who validly subscribe for Open Offer Shares will be allotted Open
Offer Shares in certificated form. Any such Shareholders wishing to hold their Open Offer Shares in
uncertificated form will therefore need to comply separately with the relevant CREST procedures for the
conversion of such Open Offer Shares into uncertificated form following receipt of their share certificates.

Qualifying CREST Shareholders who validly subscribe for Open Offer Shares will be allotted Open Offer
Shares in uncertificated form to the extent that their entitlement to the Open Offer Shares arises as a result
of holding Ordinary Shares in uncertificated form at the Record Date. Notwithstanding any other provision
of this document, the Company reserves the right to allot and/or issue any Open Offer Shares in certificated
form. In normal circumstances, this right is only likely to be exercised in the event of any interruption, failure
or breakdown of CREST, or of any part of CREST, or on the part of the facilities and/or systems, operated
by Capita IRG, in connection with CREST. The right may also be exercised if the correct details in respect of
bona fide market claims (such as CREST Member Account ID and CREST Participant ID details) are not
provided in Box B as requested on the Application Form.

8.  Settlement and Dealings

Application will be made to the London Stock Exchange for the Open Offer Shares to be admitted to trading
on AIM. It is expected that Admission will take place and that trading in the Open Offer Shares will
commence on AIM on 21 October 2002, subject to the Placing Agreement having become unconditional
and not having been terminated by that time. For those Qualifying Shareholders who do not hold their
Ordinary Shares in the CREST system, it is expected that definitive certificates for the Open Offer Shares
(which will be in registered form) will be despatched as soon as practicable following Admission. In the
case of joint holders, despatch will be to the address of the joint holder whose name stands first in the
register of members in respect of the joint holding concerned. Temporary documents of title will not be
issued and, pending the despatch of definitive certificates, transfers will be certified against the register of
members. For those Qualifying Shareholders who hold Ordinary Shares in CREST, the relevant CREST
stock account is expected to be credited on 21 October 2002.

9. Further Information

Your attention is drawn to the further information in Part I and Parts I1I to XI of this document and to the
terms and conditions set out in the Application Form which accompanies this document.

Yours faithfully
for and on behalf of Evolution Beeson Gregory Limited

Chris Callaway
Director
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PART III
RISK FACTORS

AN INVESTMENT IN THE COMPANY IS HIGHLY SPECULATIVE AND INVOLVES A HIGH
DEGREE OF RISK. POTENTIAL INVESTORS SHOULD CONSIDER, IN PARTICULAR, THE
FOLLOWING RISK FACTORS BEFORE MAKING A DECISION TO INVEST IN THE ENLARGED
GROUP AND SHOULD UNDERSTAND THAT (EXCEPT WHERE THERE IS AN EXPRESS
STATEMENT TO THE CONTRARY) THE INFORMATION CONTAINED IN THIS DOCUMENT
HAS NOT BEEN PREPARED, REVIEWED OR CONFIRMED BY ANY INDEPENDENT EXPERTS
INCLUDING BUT NOT LIMITED TO EXTERNAL FINANCIAL AUDITORS, PETROLEUM
ENGINEERS OR OTHER INDEPENDENT CONSULTANTS. THE RISKS SET OUT BELOW
INDIVIDUALLY OR IN AGGREGATE COULD HAVE A MATERIAL ADVERSE EFFECT ON THE
ENLARGED GROUP AND/OR HOLDERS OF ITS SECURITIES. THE RISK FACTORS SET OUT
BELOW DO NOT PURPORT TO BE AN EXHAUSTIVE SUMMARY OF THE RISKS AFFECTING
THE ENLARGED GROUP.

In common with all oil and gas exploration and production operations, there is uncertainty and therefore risk
associated with operating parameters and costs. Whilst costs can be budgeted with a reasonable degree of
confidence, operating parameters can be difficult to predict and often outside the Group’s control. In
addition, other risks, including industrial accidents, technical failures, labour disputes, environmental
hazards, machinery breakdown, unavailability of parts, government action, war and terrorism, are all
beyond the Enlarged Group’s control.

Oil and Gas Exploration and Production Risks and Insurance

There are risks inherent in the exploration and production of oil and gas. This business by its nature involves
significant risks, and hazards, including environmental hazards, industrial incidents, labour disputes, fire,
drought, flooding and other acts of God. The occurrence of any of these hazards can delay or interrupt
production, increase production costs and result in liability to the owner or operator of the oil and gas
asset. The Group may become subject to liability for pollution or other hazards against which it has not
insured or cannot insure. There is no assurance that oil and/or gas will be discovered by future drilling in
any of the licences or any future prospects or, even if they are, that commercial quantities of oil and gas can
be recovered from the Enlarged Group’s licence area. No assurance can be given that if commercial reserves
are discovered the Enlarged Group will be able to realise such reserves as intended. similarly there is no
assurance that additional quantities of oil and/or gas will be discovered in the licenses of the Enlarged
Group in the US.

The Company is a non-operator in the USA and is reliant on the operator for managing all aspects of its
current producing activities. Although the Enlarged Group believes that the operator will carry adequate
insurance with respect to its operations in accordance with industry practice, in certain circumstances the
operator’s insurance may not cover or be adequate to cover the consequences of the events described
above. In addition, the Enlarged Group may be subject to liability for pollution, blow-outs or other
hazards against which the Enlarged Group or the operator does not insure or against which it may elect not
to insure because of high premium costs or other reasons. The occurrence of an event that is not covered or
fully covered by insurance could have a material adverse effect on the business financial condition and results
of operations of the Enlarged Group. Moreover there can be no assurance that the Enlarged Group will be
able to maintain adequate insurance in the future at rates that it considers reasonable.

Market Risk

The marketability of any oil or gas discovered will be affected by numerous factors beyond the control of the
Enlarged Group. These factors include market fluctuations, proximity and capacity of oil and gas pipelines
and processing equipment and government regulations including regulations relating to taxation, royalties,
allowable production, importing and exporting of oil and gas and environmental protection.

Control by the Principal Shareholders

On Admission the Sterling Directors together with the Revised Concert Party will beneficially own Ordinary
Shares which will represent approximately 70.7% of the enlarged issued share capital of the Company
(assuming the entitlements of all Shareholders are taken up in full under the Open Offer). As a result the
Sterling Directors who are also directors of the Enlarged Group will be able to exercise significant influence
over the Enlarged Group with respect to the election of directors and other actions requiring shareholder
approval.
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Dependence on Key Personnel

The Enlarged Group’s success will largely depend on the efforts and abilities of certain senior officers and key
employees. While the Enlarged Group does not foresee any reason why such officers or key employees will
not remain with the Company, if for any reason they do not the Enlarged Group will be adversely effected.

Limited Trading History

Sterling has a limited trading history and it is therefore not possible to evaluate the future prospects based on
past performance. Whilst the Directors have confidence in the future revenue-carning potential of the
Enlarged Group, there can be no certainty that the Enlarged Group will achieve or sustain profitability or
achieve or sustain positive cash flow from its operating activities.

Environmental Factors

The Enlarged Group’s operations are subject to environmental regulation (including regular environmental
impact assessments and permitting) in all the jurisdictions in which it operates. Environmental legalisation
and permitting are likely to evolve in a manner which will require stricter standards and enforcement,
increased fines and penalties for non-compliance, more stringent environmental assessments of proposed
projects and a heightened degree of responsibility for companies and their directors and employees. There
can be no assurances that such new environmental legislation once implemented will not oblige the
Enlarged Group to incur significant expenses and undertake significant investments which could have a
material adverse effect on the Enlarged Group’s business, financial condition and results of operations.

Reserves

The oil and gas reserves and resource figures presented in this document have been derived from the
calculations and estimates prepared by management and reported on in the reports prepared by Quad and
T J Smith and set out in Parts VIII and IX of this document respectively.

Licences and Title

Other parties may dispute the Enlarged Group’s title to its properties. While the Enlarged Group has
investigated title to all properties and received title opinions in respect of such properties (save in respect of
those properties situated in the Philippines) and, to the best of its knowledge, title to all properties is in good
standing, this should not be construed as a guarantee of title. The properties may be subject to prior
unregistered agreements or transfers or native land claims and title may be affected by undetected defects.

The Enlarged Group’s exploration and production activities are dependent upon the grant of appropriate
licences, concessions, leases, permits and regulatory consents which may be withdrawn or made subject to
limitations. Although the Enlarged Group believes that the licences, concessions, leases, permits and
consents it holds will be renewed, if required, when they expire, according to the current laws applicable in
the respective countries, there can be no assurance that they will be renewed or as to the terms of any such
renewal. The decision to proceed to further exploration may require the participation of other companies
whose interests and objectives may not be the same as those of the Enlarged Group. This may in turn
require further financial commitment by the Enlarged Group as detailed below.

Production and Estimates

Actual production may vary from estimates of future production for a variety of reasons including risks and
hazards described elsewhere in this section.

Volatility of Oil and Gas Prices

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

Consequently as a result of the above factors, price forecasting can be difficult to predict or imprecise.
The Company’s policy is generally to sell its production at market prices but to selectively enter into forward

sales, derivatives or other hedging arrangements.
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Currency and Exchange Rate Fluctuations

As commodity prices are denominated in the US$ most of the Enlarged Group’s income will be received in
USS and the Enlarged Group is therefore exposed to volatility in exchange rates.

Contractual risks

All agreements are subject to interpretation, and some agreements are not binding. There is no guarantee
that the Company will be able to enforce all its rights under its agreements or arrangements with third parties.

Competition

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

Financing risks

The further development of the Enlarged Group’s properties will depend upon its ability to obtain financing
through the farming-outs of projects, private placement financing, public financing or other means. There is
no assurance that the Enlarged Group will be successful in obtaining the required financing.

Under the exploration licences and certain other contractual agreements to which companies in the Enlarged
Group are or may in the future become parties, such companies are or may become subject to payments and
other obligations. If such obligations are not complied with when due, in addition to any other remedies
which may be available to the other parties this, could result in dilution or forfeiture of interests held by
such companies.

To this end, the Enlarged Group may require further finance in addition to amounts raised in this Placing and
Open Offer. Any additional equity financing may be dilutive to Shareholders and debt financing if available
may involve restrictions on financing and operating activities. If the Enlarged Group is unable to retain
additional financing as needed it may be required to reduce the scope of its operations or anticipated
expansion.

Taxation

The Enlarged Group operates in a number of jurisdictions where taxation legislation is often complex. There
can be no certainty that estimates of any taxation filings will not be challenged or amended by the relevant tax
authorities, or that the local taxation legislation may not in future be amended adversely.

Political

Although political conditions in the countries in which the Enlarged Group operates are generally stable,
changes may occur in their political, fiscal and legal systems, which might affect the ownership or operation
of the Enlarged Group’s interests, including, inter alia, changes in exchange rates, control regulations,
expropriation of oil and gas rights, changes in government and in legislative and regulatory regimes.

Liquidity of the Enlarged Group’s Shares

The market for the Enlarged Group’s shares may be highly volatile and subject to wide fluctuations in
response to a variety of factors which could led to losses for Shareholders. These factors include amongst
others; additions or departures of key personal, litigation if any, press, newspaper and other media reports
and the results of exploration activity.

Legal Systems

Some of the countries in which the Enlarged Group will operate have legal systems which are not as
developed as those in established economies. In such cases, this can result in uncertainties, ambiguities,
inconsistencies and anomalies, and/or difficulties in obtaining redress through the local courts, and
ultimately in investment risks that do not exist in more developed legal systems.

Investors should therefore consider carefully whether investment in the Enlarged Group is suitable for them in
light of the risk factors outlined above, their personal circumstances and the financial resources available to
them.
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PART IV

INTERIM RESULTS OF LEPCO plc FOR THE SIX MONTHS ENDED 30 JUNE 2002

Set out below is the interim results of LEPCO plc for the six months ended 30 June 2002.

Consolidated profit and loss account
For the six months to 30 June 2002 (unaudited)

6 monthsto 6 months to
30 June 2002 30 June 2001

£000’s £000’s
Turnover 22 36
Cost of sales (19) (16)
Gross profit 3 20
Administrative expenses
Abortive acquisition costs (Note 6) 0 (301)
Amounts written off intangible fixed assets (Note 7) (10) 0
Other (64) (124)
(74) (425)
Operating loss (71) (405)
Investment income 7 1
Interest payable and similar charges (38) (26)
Loss on ordinary activities before and after taxation (102) (430)
Loss per share, basic and diluted (Note 8) (0.2p) (4.3p)

There were no material recognised gains and losses other than the loss for the periods.

The accompanying notes are an integral part of this consolidated profit and loss.

29



Consolidated balance sheet
At 30 June 2002 (unaudited)

Fixed assets:
Intangible assets
Tangible assets (Note 9)

Current assets:
Debtors
Cash at bank and in hand

Creditors: amounts falling due within one year (Note 10)
Net current assets/(liabilities)

Total assets less current liabilities, being net assets

Capital and reserves:

Called-up share capital (Note 9)

Share premium account (Notes 9 & 10)
Other reserves

Profit and loss account

Total equity shareholders’ funds

Shareholders’ funds may be analysed as follows:
Equity interests
Non-equity interests

The accompanying notes are an integral part of this consolidated balance sheet.
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As at As at
30 June 30 June
2002 2001
£000’s £000’s
33 996
142 7
175 1,003
33 54
651 44
684 98
(492) (632)
192 (534)
367 469
1,347 990
2,377 1,672
36 34
(3,393) (2,227)
367 469
(524) 469
891 0
367 469




Reconciliation of operating loss to net cash outflow from operations
For the six months to 30 June 2002 (unaudited)

6 monthsto 6 months to
30 June 2002 30 June 2001

£000’s £000’s
Operating loss (71) (405)
Depletion and depreciation 11 4
Amounts written off intangible fixed assets 10 0
Increase in debtors (13) (24)
Increase in creditors (Note 10) 54 187
Net cash outflow from operations 9) (238)

Consolidated cash flow statement
For the six months to 30 June 2002 (unaudited)

6 monthsto 6 months to
30 June 2002 30 June 2001

£000’s £000’s
Net cash outflow from operations 9) (238)
Returns on investments and servicing of finance (Note 11(a)) 27) (24)
Capital expenditure (Note 11 (a)) 17) (82)
Net cash outflow before financing (53) (344)
Financing (Note 11 (a)) 138 340
Increase/(decrease) in cash 85 (4)

The accompanying notes are an integral part of this consolidated cash flow statement.
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Notes

1.
2.

10.

There being no distributable reserves, no interim dividend can be paid.

This statement does not comprise statutory accounts as defined in Section 240 of the Companies Act
1985. Statutory accounts for the year ended 31 December 2001, on which the auditors gave an
unqualified report, have been filed with the Registrar of Companies.

The balance sheets as at 30 June 2002 and 30 June 2001 and the results and cash flows for the 6 months
ended 30 June 2002 and the comparatives for the 6 months ended 30 June 2001 are neither audited nor
reviewed by LEPCO plc’s auditors.

The financial information included in this document has been prepared on a consistent basis and using
the same accounting policies as the audited financial statements for the year ended 31 December 2001.

The financial information included in these interim results document has been approved by the
Directors of the Company on 24 September 2002.

The amount of £301,000 for abortive acquisition costs in the first half of 2001, comprised the costs
associated with the proposal, announced in October 2000, to purchase assets in the Republic of
Yemen. In April 2001, the Company announced that the acquisition would not proceed.

The amounts written off intangible fixed assets of £10,000 relates to costs incurred in the period relating
to a farm-out programme on the Group’s 94.5% interest in the 47/9c licence in the North Sea. This
interest had been fully written-off in the accounts for the year ended 31 December 2001. Since the
interim period, the Group has notified the UK Department of Trade and Industry that it would not
renew this licence as no farm-in partner had been found to drill a well. The Group did not consider it
appropriate to devote further substantial funds to this licence from its limited resources.

Loss per share is based on the loss on ordinary activities after taxation of £102,000 (first half 2001: loss
on ordinary activities after taxation, £430,000) and the weighted average number of 44,537,208
ordinary shares of 1p each in issue during the period (first half 2001: 9,902,733, stated after the
subdivision of shares approved by shareholders in July 2001). Diluted loss per share is the same as
basic loss per share in both periods as the effect of potential ordinary shares is anti-dilutive.

On 28 February 2002, the Company announced the acquisition of Westmount Resources, Inc (“WRI”)
for a consideration of approximately £495,000. The consideration payable comprised
6,500,000 ordinary shares of 1p each issued at 4.5p each, together with a cash payment of £202,500.
At closing, WRI had £340,500 of cash, thereby increasing overall Group cash resources by £138,000.
Of the consideration £153,000 was attributable to tangible fixed assets, being a mixture of royalty and
working interests in producing fields in the Gulf Of Mexico area of the USA. The results for the period
to 30 June 2002 include £14,000 of turnover and £11,000 of operating cash flow attributable to these
assets since the date of purchase.

Included in “creditors; amounts falling due within one year’” as at 30 June 2002 is a total of £288,000 of
costs accrued in the period relating to the announcement made on 28 June 2002 that the Group
intended to acquire the entire issued share capital of Sterling Energy Limited and the raising of
additional working capital by means of a share placing and a concurrent open offer. These costs have,
inter alia, been offset against the share premium account on the basis that the Directors expect these
proposals, which are set out in the circular to shareholders issued today, to be completed. Should
these proposals not be completed for any reason then these costs would need to be recharged to the
profit and loss account.
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11.

12.

Notes to the cash flow statement:

a. Gross cash flows

Six Six
months to months to
30 June 30 June
2002 2001
£000’s £000’s
Returns on investments and servicing of finance
Interest received 7 1
Interest paid and exchange differences (34) (25)
27) (24)
Capital expenditure
Purchase of intangible fixed assets 17 (82)
Financing
Issue of ordinary shares (Note 9) 138 0
New loans 0 340
138 340

The issue of ordinary shares relates to the net cash received as part of the purchase of Westmount

Resources Inc described in Note 9

b. Reconciliation of net cash flow to movement in net funds

Six Six

months to months to

30 June 30 June

2002 2001

£000’s £000’s
Increase/(decrease) in cash 85 (344)
Net funds at beginning of period 566 48
Net funds/(debt) at end of period 651 (296)

c¢.  Analysis of net funds

At 1 January Issue of Cash At 30 June

2002 shares outflow 2002

£000’s £000’s £000’s £000’s

Cash at bank and in hand, representing net funds 566 138 (53) 651

Further copies of this interim statement are available on request from the Company Secretary,
LEPCO plc, Mardall House, 7-9 Vaughan Road, Harpenden, Hertfordshire, ALS 4HU,

United Kingdom, telephone 01582 463141, fax 01582 461221.
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PART YV

AUDITED RESULTS OF LEPCO plc
FOR THE YEAR ENDED 31 DECEMBER 2001

To the Shareholders of LEPCO plc:

We have audited the financial statements of LEPCO plc and subsidiaries for the year ended 31 December
2001 which comprise the Profit and loss account, Balance sheets, Cash flow statement, Reconciliation of
operating loss to net cash outflow from operations and the related notes numbered 1 to 23. 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 United Kingdom Accounting Standards are set out in the Statement of directors’
responsibilities in the Directors’ report. Our responsibility is to audit the financial statements in accordance
with relevant legal and regulatory requirements and United Kingdom Auditing Standards.

We report to you our opinion as to whether the financial statements give a true and fair view and are properly
prepared in accordance with the Companies Act 1985. We also report to you if, in our opinion, the Directors’
report is not consistent with the financial statements, if 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 transactions with the Company and
other members of the Group is not disclosed.

We read the Directors’ report and consider the implications for our report if we become aware of any
apparent misstatements within it.

Basis of opinion

We conducted our audit in accordance with United Kingdom Auditing Standards 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 circumstances of the Company and of the Group, 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.

Going concern

In forming our opinion, we have considered the adequacy of the disclosures made in note 1(b) of the financial
statements concerning the uncertainty as to whether the Group will obtain the necessary shareholder
approvals for the proposed refinancing and reverse takeover by Sterling Energy Limited and complete the
proposed fundraising. In view of the significance of the fact that the preparation of the financial statements
on the going concern basis assumes the successful conclusion of this matter, we consider that these
disclosures should be drawn to your attention but our opinion is not qualified in this respect.

Opinion
In our opinion the financial statements give a true and fair view of the state of affairs of the Company and of

the Group at 31 December 2001 and of the Group’s loss for the year then ended and have been properly
prepared in accordance with the Companies Act 1985.

Arthur Andersen

Chartered Accountants and Registered Auditors
180 Strand, London WC2R 1BL

28 June 2002

The auditors’ report is reproduced from the annual report and accounts for LEPCO plc for the year ended 31 December 2001. The
financial statements to which this auditors’ report refers are reproduced in Part V of this document. The statement of directors’
responsibilities is reproduced on the following page.
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Directors’ responsibilities

Company law requires the directors to prepare financial statements for each financial year which give a true
and fair view of the state of affairs of the Company and Group and of the profit or loss of the Group for that
year. In preparing those financial statements, the directors are required to:

° select suitable accounting policies and then apply them consistently;
° make judgements and estimates that are reasonable and prudent;

° state whether applicable accounting standards have been followed, subject to any material departures
disclosed and explained in the financial statements; and

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

The directors are responsible for keeping proper accounting records which disclose with reasonable accuracy
at any time the financial position of the Company and Group and enable them to ensure that the financial
statements comply with the Companies Act 1985. They are also responsible for safeguarding the assets of
the Company and Group and hence for taking reasonable steps for the prevention and detection of fraud
and other irregularities.
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Consolidated profit and loss account
For the year ended 31 December 2001

Turnover
Cost of sales

Gross profit

Administrative expenses

Amounts written off intangible fixed assets
Abortive acquisition and deal costs

Other

Operating loss

Investment income
Interest payable and similar charges

Loss on ordinary activities before taxation
Taxation

Loss for the financial year

Loss per share (basic and diluted)

There were no material recognised gains and losses other than the loss for each year.

Notes
1(c)

0 W W A~

10

2001 2000
£000 £000
49 32
(24) (10)
25 22
(944) (148)
(303) (67)
(259) (211)
(1,506) (426)
(1,481) (404)
13 13
(25) -
(1,493) (391)
(1,493) (391)
6.7p 4.0p

The accompanying notes are an integral part of this consolidated profit and loss account.
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Consolidated balance sheet
31 December 2001

Fixed assets
Intangible assets
Tangible assets

Current assets
Debtors
Cash at bank and in hand

Creditors: Amounts falling due within one year
Net current assets/(liabilities)

Total assets less current liabilities, being net assets

Capital and reserves
Called-up share capital
Share premium account
Other reserves

Profit and loss account

Shareholders’ funds

Shareholders’ funds may be analysed as:
Equity interests
Non-equity interests

The accompanying notes are an integral part of this consolidated balance sheet.
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Notes

11
12

14

15

16
17
17
17

18

16

2001 2000
£000 £000
26 915

7 11

33 926

20 30
566 48
586 78
(149) (104)
437 (26)
470 900
1,282 990
2,443 1,672
36 36
(3,291) (1,798)
470 900
(421) 900
891 -
470 900




Company balance sheet
31 December 2001

Fixed assets
Intangible assets
Investments

Current assets
Debtors
Cash at bank and in hand

Creditors: Amounts falling due within one year
Net current assets

Total assets less current liabilities, being net assets

Capital and reserves
Called-up share capital
Share premium account
Profit and loss account

Shareholders’ funds

Shareholders’ funds may be analysed as:
Equity interests
Non-equity interests

Signed on behalf of the Board on 28 June 2002
G.P. Thomson, FCA Director
H.G. Wilson Director

The accompanying notes are an integral part of this balance sheet.
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Notes

11
13

14

15

16
17
17

16

2001 2000
£000 £000
21 912

38 38

59 950

40 266
547 26
587 292
(133) (98)
454 194
513 1,144
1,282 990
2,443 1,672
(3,212) (1,518)
513 1,144
(378) 1,144
891 -
513 1,144




Reconciliation of operating loss to net cash outflow from operations
For the year ended 31 December 2001

Operating loss

Depreciation

Amounts written off intangible fixed assets
Decrease in debtors

Increase in creditors

Net cash outflow from operations

Consolidated cash flow statement
For the year ended 31 December 2001

Net cash outflow from operations
Returns on investments and servicing of finance
Capital expenditure

Cash outflow before financing
Financing

Increase/(decrease) in cash

2001 2000
£000 £000

(1,481) (404)

4 8

944 215

10 14

70 23

(453) (144)

2001 2000

Notes £000 £000
(453) (144)

20(a) 1 12
20(a) (55) (256)
(507) (388)

20(a) 1,025 -
20(b) 518 (388)

The accompanying notes are an integral part of this consolidated cash flow statement.
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Notes to financial statements
For the year ended 31 December 2001

1.  Accounting policies

The principal accounting policies, all of which have been applied consistently throughout the year and the
preceding year, are set out below:

(a)  Basis of accounting

The financial statements are prepared under the historical cost convention, and in accordance with
applicable accounting standards.

(b) Going Concern

Since the disposal of the Forties interest in late 1998 the Group has had no significant source of revenue. The
Group’s has a 94.5% net equity interest in licence P775, covering acreage on block 47/9¢ in the UK Southern
Gas Basin, which includes an unappraised gas discovery.

Since the approval of the 2000 financial statements the Group has taken a number of steps to realise the
potential value of the licence to the Group but has ultimately concluded that due to the many uncertainties
surrounding its future it is appropriate to fully provide against its carrying value. Further details are
provided in note 11.

The Directors have continued to look for other opportunities to secure the future of the Group. Agreement
was reached in June 2002 with the owners of Sterling Energy Limited (SEL), a related party entity (see note
21), for LEPCO to acquire the entire share capital of SEL and its subsidiary, the consideration for which will
be the issue of shares to SEL’s ultimate controlling party. The SEL group has a portfolio of producing
interests in the Gulf of Mexico and therefore production revenues. At the same time the Company intends
raising additional working capital by means of a share placing and a concurrent Open Offer. The overall
effect of this transaction will be a reverse takeover of LEPCO by SEL.

The above transaction and refinancing is subject to a number of conditions, the most significant of which are
shareholder approval and completion of the proposed fundraising.

If the above transaction and refinancing is not completed, certain transaction costs are committed to which
would significantly reduce the Group’s available cash balances. In addition, the Group would have no
sizeable future source of revenue and could need to secure further funds and effect cost reductions. As such,
if the Company does not proceed with the acquisition and requisite funding, the Group’s ability to continue
to operate as a going concern could be seriously jeopardised.

However, the Directors anticipate that the above transaction and refinancing will obtain the necessary
shareholder approvals and be completed. Accordingly, the Directors have a reasonable expectation that
the Group will have adequate resources to continue in operational existence for the foreseeable future and
for this reason the going concern basis has been adopted in preparing these financial statements. The
directors have taken the period to 30 June 2003 as being the foreseeable future for this purpose. The
financial statements do not include any adjustments that would result should the proposed transaction and
refinancing not take place.

(c) Consolidation

The Group accounts consolidate the accounts of LEPCO plc and its subsidiary undertakings drawn up to
31 December annually. The results of subsidiaries acquired are consolidated for the periods from which
control passed. Acquisitions are accounted for under the acquisition method with goodwill, representing
any excess of the fair value of the consideration given over the fair value of the identifiable assets and
liabilities acquired, being capitalised within intangible assets and amortised over its estimated useful
economic life.

(d) Turnover

Turnover represents the invoiced value of the Group’s share of hydrocarbon production in the year.

(e) Consortium accounting

The Group’s exploration, development and production activities are generally conducted as co-licensee in
joint operations with other companies. The financial statements reflect the relevant proportions of
production, capital expenditure and operating costs applicable to the Group’s interests.
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(f)  Oilandgas interests

The Group accounts for oil and gas exploration under the full cost basis as set out in the Statement of
Recommended Practice “Accounting for Oil and Gas Exploration, Development, Production and
Decommissioning Activities” published by the Institute of Petroleum on behalf of the UK Oil Industry
Accounting Committee (“‘the SORP”).

Licence acquisition costs, geographical and geophysical costs, costs of drilling exploration, appraisal and
development wells, and an appropriate share of overheads (including appropriate directors’ costs) are
capitalised and accumulated in full cost pools within tangible fixed assets on a geographical basis. The
Group’s oil and gas assets are currently held in three cost pools, the UK, Netherlands and North America.

Costs relating to the exploration and appraisal of oil and gas interests, which the directors consider to be
unevaluated, are initially held outside the cost pool as intangible fixed assets. These costs are reassessed at
each year end and when there are indications of impairment or at the conclusion of an appraisal programme
the related costs are transferred to the full cost pool within tangible fixed assets.

An impairment test is carried out at each balance sheet date to assess whether the net book value of the
capitalised costs in each pool is covered by the associated recoverable amount, as outlined in FRS 11
“Impairment of Fixed Assets and Goodwill”’. Impairment losses are recognised in the profit and loss
account.

Depletion is provided on balances held in each cost pool, plus the expected future costs to extract all
commercial oil and gas reserves, using the unit of production method. Commercial oil and gas reserves are
proven and probable oil and gas reserves as defined in the SORP. Depletion is not provided on interests held
outside the cost pool.

(g) Depreciation of other tangible fixed assets

Depreciation on other tangible fixed assets is provided at rates estimated to write off the cost, less estimated
residual value, of each asset over its expected useful life as follows:

Computer equipment — 33% straight line

(h)  Foreign currencies

Transactions denominated in foreign currencies are translated into sterling at the rate of exchange ruling at
the date of the transaction. Assets and liabilities in foreign currencies are translated into sterling at the rate of
exchange ruling at the end of the financial year. All exchange differences are dealt with in the profit and loss
account.

The results of overseas operations are translated at the average rates of exchange during the period and their
balance sheet at the rates ruling at the balance sheet date. Exchange differences arising on translation of the
opening net assets and results of overseas operations are dealt with through reserves.

(i)  Corporation tax

Corporation tax payable is provided on taxable profits at the current rate.

Deferred corporation tax is accounted for under the liability method in respect of the taxation effects of all
timing differences which are expected to reverse in the foreseeable future, calculated at the rate at which it is
estimated that tax will be payable.

(G)  Investments

Fixed asset investments are shown at cost less provision for impairment.

(k)  Operating leases

Rentals under operating leases are charged on a straight-line basis over the lease term, even if the payments
are not made on such a basis.
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2.  Segment information

The Group operates in one business segment, the exploration for and production of oil and gas. The Group
has interests in three geographical segments, the UK, Netherlands and North America as follows:

UK Netherlands North America Group

2001 2000 2001 2000 2001 2000 2001 2000

£000 £000 £000 £000 £000 £000 £000 £000
Turnover* - - - - 49 32 49 32
(Loss)/profit
before taxation (1,491) (260) 1 (150) 3) 19 (1,493) (391)
Net assets 453 871 - 16 17 13 470 900
* All turnover is sold to third parties within the segment of origin.
3.  Lossonordinary activities before taxation
Loss on ordinary activities before taxation is stated after charging:

2001 2000
£000 £000

Depreciation of tangible fixed assets 4 8
Depletion - 3
Amounts written off intangible fixed assets (see note 11) 944 215
Abortive acquisition and deal costs (see below) 303 67
Auditors’ remuneration:
—audit fees 8 8
—non-audit 68 25
Operating lease rentals 18 27

The non-audit fees disclosed above of £68,000 include £14,000 that has been recorded against the share
premium account in connection with the Open Offer (see note 16a) and £48,000 in connection with the
abortive acquisition costs (see below).

Abortive acquisition and deal costs

In 2001 these were wholly comprised of costs incurred in connection with the abortive DNO transaction. On
26 October 2000, the Company announced that it had entered into a letter of intent with DNO ASA
(“DNO”) to acquire oil assets in the Republic of the Yemen from DNO, the consideration for which was to
be ordinary shares in LEPCO. DNO also provided LEPCO with a £250,000 Term Loan Facility to fund the
Company during the course of completing the transaction. The Company started to draw down the loan in
January 2001 and by March 2001 the loan was fully drawn. DNO withdrew from the deal when it became
apparent that major shareholders in the Company would not support the revised transaction. The loan
from DNO plus interest was converted into ordinary shares in September 2001, as set out in note 16c. The
costs incurred in 2000 of £67,000 were also principally related to this abortive transaction.

4. Investment income
2001 2000
£000 £000
Interest receivable and similar income 13 13
5.  Interest payable and similar charges
2001 2000
£000 £000
Interest and fees arising on loans (see below) 23 -
Other 2 -
25 -
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Included in the costs are interest charges from DNO of £13,000 on its loan advances of up to £250,000
(see note 3). The remaining charge was for fees and interest payable to Park Resources Limited (“‘Park™),
as General Partner of and on behalf of Endeavour Oil & Gas Limited Partnership (“EOGL”). Park granted
a facility to the Company to lend it up to £300,000, repayable from the proceeds of the Open Offer in July
2001, details of which are set out in note 16. A total of £150,000 of this loan was drawn-down and then
repaid during the period. See note 21 for further details.

6. Employee information

The average monthly number of employees (including executive directors ) during the year was 2 (2000 — 4).
Due to the small size of the Company there is no formal classification of duties.

Employee costs during the year (including executive directors) amounted to:

2001 2000

£000 £000

Wages and salaries 175 146
Social security costs 14 12
189 158

Included within wages and salaries above is £nil (2000 — £29,000) which has been capitalised. Included in
wages and salaries in 2001 is a total of £57,000 relating to compensation for loss of office (2000 — £nil).

7.  Directors’ remuneration

Aggregate remuneration

Directors’ remuneration for the year comprised emoluments of £178,736 (2000 — £107,370), of which
£51,000 relates to compensation for loss of office. Emoluments included £nil (2000 — £29,000) that has been
capitalised. The Company does not provide pension arrangements to its directors.

Directors’ emoluments, all of which relate to basic salaries, fees and compensation for loss of office, consist
of the following:

2001 2000
£ £
Executive directors
P.K. Wilde (see note a. below) 93,288 58,392
H.G. Wilson (from 18 July 2001; see note b. below) 13,568 -
Non-executive directors
P.J. Bassett (until 18 July 2001) 8,427 10,000
Dr E. J. Butler (see note c. below) 46,235 24,978
Prof. A. M. Lees (until 18 July 2001) 5,618 6,667
R. O’Toole (from 18 July 2001) 2,710 -
G.P. Thomson (from 18 July 2001) 2,710 -
J. G. West (until 18 July 2001; see note d. below) 6,180 7,333
Aggregate emoluments 178,736 107,370

a. Mr Wilde was an executive director until the end of July 2001 and received £45,322 for compensation for loss of office as managing
director at that time. His fees since then as a non-executive director totalled £2,710.

b. The services of Mr Wilson were charged by Park Holdings, a partnership in which he has a 50% interest and his wife has a 50%
interest.

c. Dr Butler was an executive director until the end of July 2001 and received £6,000 as compensation for loss of office at that time. Her
fees since that date as a non-executive director totalled £2,710.

d. The services of Mr West were provided through Jimmy West Associates Limited.

e. The Company provides limited directors and officers liability insurance, at a cost of approximately £5,000 in 2001. This cost is not
included in the above table.

Details of directors’ interests in the shares of the Company are shown in the Directors’ report. Details of
other material transactions with the Group in which certain directors had an interest are provided in note 21.
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In addition to the foregoing, the directors irrevocably waived a proportion of the emoluments that they were
entitled to during 2000, as follows:

2000

£

P.J. Bassett 5,000

Dr E.J. Butler 7,667

Prof. A M. Lees 3,333

J.G. West 3,667

P.K. Wilde 30,780

Aggregate emoluments waived 50,447

No emoluments were waived by the directors during 2001.

Details of options to acquire ordinary shares in the Company are as follows:

At

1 January 31 December

2001 Cancelled Granted 2001

H.G. Wilson (through Park Holdings) - - 700,000 700,000
Dr E.J. Butler 191,000 (191,000) 250,000 250,000

R.O’Toole - 700,000 700,000
G.P. Thomson - - 700,000 700,000
P.K. Wilde 200,000 (200,000) 250,000 250,000
P.J. Bassett 160,000 (160,000) - -
Prof. A.M. Lees 80,000 (80,000) - -
J.G. West 50,000 (50,000) - —

681,000 (681,000) 2,600,000 2,600,000

The share options outstanding at 31 December 2001 are exercisable at 4p at any date up to 24 July 2011.

The mid-market price of the ordinary shares at 31 December 2001 was 4.5p (2000: 15p), being the price at
which the shares were suspended on AIM, and the range during the year was 4p to 15p (2000 — 14p to 18.5p).

At 31 December 2001, Mr Wilson, Mr O’Toole and Mr Thomson also held beneficial interests in a total of
16,039,872 warrants to subscribe for further shares at 6p each no later than 30 June 2003. Further details are
provided in the Directors’ report.

At 31 December 2001, Dr Butler held beneficial interests in a total of 125,000 warrants, and Mr Wilde held
beneficial interests in a total of 161,000 warrants.

8. Taxation

There is no provision for current or deferred tax at 31 December 2001 (2000 — £nil). Deferred tax not
provided for is as follows:

2001 2000

£000 £000
Accelerated capital allowances 59 219
Less: corporation tax losses carried forward (459) (385)

Deferred tax asset (400) (166)

9.  Loss attributable to LEPCO plc

The loss for the financial year dealt with in the accounts of LEPCO plc was £1,694,000 (2000 — loss of
£235,000). As provided by s230 of the Companies Act 1985, no profit and loss account is presented in
respect of LEPCO plc.
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10. Loss per share

The calculation of basic earnings per share is based on the loss for the financial year of £1,493,000 (2000 —loss
of £391,000) and on 22,146,233 (2000 — 9,879,400) ordinary shares, being the weighted average number of
ordinary shares in issue. Diluted earnings per share is the same as basic earnings per share in both years as

the effect of potential ordinary shares is anti-dilutive.

Intangible fixed assets
Group Company
Unevaluated Unevaluated
oilandgas  oil and gas

interests interests
£000 £000
Net book value
At 31 December 2000 915 912
Additions 55 53
Amounts written-off assets in the North Sea (see a. below) (944) (944)
At 31 December 2001 26 21

. The Company has a 94.5% net equity interest in the oil and gas licence P.775, covering acreage on block 47/9c in the UK Southern
Gas Basin. This licence includes an un-appraised gas discovery. The Group has operated this Block since November 1999. The Group
paid the licence fee due in July 2001 and has agreed with the UK Department of Trade and Industry to drill an appraisal well subject
to finding a suitable farm-in partner(s) to pay the costs of such a well.

The recoverability of the book value of the Block is dependent on a number of factors such as the finding of a farminee(s), the terms
that may be agreed and the commerciality (or otherwise) of any further gas reserves on the Block that may be discovered through
further work.

The Directors have undertaken a detailed technical review of the North Sea 47/9c licence interest and an extensive farm-out
campaign to find a partner to drill a well. In light of a number of factors, the Company has decided that it is appropriate to provide
fully against the book value of this licence and has taken a non-cash write-down of £944,000. Whilst the Directors remain hopeful
that a partner can be found to pay for the costs of a well, in the event that this is not achieved it is likely that the licence will be
relinquished as it is not considered appropriate for the Company to drill such a high-cost well from its own resources.

b. The write off in the prior year related to the Group’s interest in the Donkerbroek field in the Netherlands.

12. Tangible fixed assets
Oil and gas Computer

interests equipment* Total
Group £000 £000 £000
Cost
At 31 December 2000 51 32 83
Disposals - (32) (32)
At 31 December 2001 51 - 51
Depreciation
At 31 December 2000 40 32 72
Charge for the year 4 - 4
Disposals - (32) (32)
At 31 December 2001 44 - 44
Net book value
At 31 December 2000 11 - 11
At 31 December 2001 7 - 7

* This column reflects the movement in tangible fixed assets for the Company.
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13. Fixed asset investments
Cost and net book value

There was no movement in the Company’s fixed asset investments during the year, all of which relate to

subsidiary undertakings.

Principal investments

The parent company has investments in the following subsidiary undertakings:

Country of

incorporation
LEPCO Oil & Gas USA Inc. USA
LEPCO Oil & Gas Canada Ltd. Canada

LEPCO Oil & Gas Netherlands B.V. Netherlands

14. Debtors

Amounts falling due within one year:

Trade debtors

Amounts owed by subsidiary undertakings
VAT

Prepayments and accrued income

15. Creditors: Amounts falling due within one year

Trade creditors

Taxation and social security
Other creditors

Accruals and deferred income
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Proportion
Class of of voting
shares held rights held

Nature of
business

Ordinary 100% Non-trading

Ordinary 100%  Exploration for and
production of oil and gas

Ordinary 100% Exploration for and
production of oil and gas

Group Company
2001 2000 2001 2000
£000 £000 £000 £000
7 _ _ _
- - 27 235
13 3 13 3
- 27 - 28
20 30 40 266
Group Company

2001 2000 2001 2000
£000 £000 £000 £000
89 21 86 17
- 8 - 8
13 10 - 10
47 66 47 63
149 104 133 98




16. Called-up equity share capital
2001 2000
£000 £000
Authorised
210,875,403 ordinary shares of 1p each and 9,902,733 deferred shares of 9p each
(2000 - 15,000,000 ordinary shares of 10p each) 3,000 1,500
Called-up, allotted and fully paid
39,042,733 ordinary shares of 1p each (2000 — 9,902,733 ordinary shares of 10p each
(see below)) 391 990
9,902,733 deferred shares of 9p each (see below) 891 -
1,282 990

A circular (“‘the Circular”) to shareholders dated 20 June 2001 set out details of an Open Offer to raise £990,200 (before expenses) and
to change the nominal value of the issued shares from 10p by subdividing each ordinary share into one ordinary share of 1p and one
deferred share of 9p. The necessary resolutions were passed at an Extraordinary General Meeting of shareholders held on 18 July
2001 and a total of 24,755,000 ordinary shares with a nominal value of £247,550 were issued for cash at 4p per share, including a
premium of 3p per share. For each 1p ordinary share issued in the Open Offer one warrant entitling the holder to subscribe for a
further 1p ordinary share at 6p per share no later than 30 June 2003 was also issued. At the end of 2001 none of the
24,755,000 warrants in issue had been exercised.

The deferred shares carry no rights to either dividends or to voting and their rights to participate in any surplus on a winding up are
limited to a specific amount. Accordingly they are classified as non-equity shares.

b. A further 625,000 ordinary shares with a nominal value of £6,250 were issued at 4p each, including a premium of 3p each, in
settlement of certain costs incurred in connection with the Open Offer.

c. Assetoutinnote 3, the Company issued 3,760,000 ordinary shares with a nominal value of £37,600 to DNO on 20 September 2001 at
an issue price of 7p each, including a premium of 6p each. This was in full settlement of the loan and interest outstanding of £263,200
to DNO.

d. Note 7 sets out the movement in share options issued during the year to directors. At the year-end a total of 2,650,000 options to
purchase shares at 4p per share up to 24 July 2011 were in issue. In addition, a total of 24,755,000 warrants to subscribe for a
further 1p par ordinary share at 6p per share no later than 30 June 2003 were in issue at the year end.

17. Reserves

Share Profit
premium Other and loss
account reserves account Total

Group £000 £000 £000 £000

At 31 December 2000 1,672 36 (1,798) (90)

Premium on shares issued (see Note 16) 986 - - 986

Expenses of Open Offer (see Note 16) (215) - - (215)

Loss for the year - - (1,493) (1,493)

At 31 December 2001 2,443 36 (3,291) (812)

Share Profit
premium and loss
account account Total

Company £000 £000 £000

At 31 December 2000 1,672 (1,518) 154

Premium on Open Offer (see note 16) 986 - 986

Expenses of Open Offer (see note 16) (215) - (215)

Loss for the year - (1,694) (1,694)

At 31 December 2001 2,443 (3,212) (769)
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18. Reconciliation of movements in Group shareholders’ funds

Loss for the year
Shares issued (net of expenses)

Net deduction from shareholders’ funds
Opening shareholders’ funds

Closing shareholders’ funds

19. Financial commitments

Annual commitments under non-cancellable operating leases are as follows:

Operating lease which expires within one year

Capital commitments

Contracted for but not provided for in the financial statements

2001 2000

£000 £000
(1,493) (391)

1,063 10
(430) (381)

900 1,281

470 900
Land and Land and
Buildings Buildings
2001 2000
£000 £000

— 30

2001 2000
£000 £000

— 12

In addition, as a party to certain exploration licences, the Company is committed to its share of future
exploration and appraisal costs associated with those licences, the precise costs of which cannot be known

at this time.

20. Notes to the cash flow statement
(a) Gross cash flows

Returns on investments and servicing of finance
Interest received
Interest paid

Capital expenditure
Purchase of intangible fixed assets

Financing

Issue of ordinary shares, net of expenses (see note 16a)
New loans

Repayment of loan

2001 2000
£000 £000
13 12
(12) -

1 12
(55) (256)
(55) (256)
775 -
450 -
(150) -
1,025 -

Included in the new loans was a loan from DNO was repaid during the year via an issue of shares, as

described in note 16¢.
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(b) Reconciliation of net cash flow to movement in net funds

2001 2000
£000 £000

Increase/(decrease) in cash 518 (388)
Net funds at beginning of period 48 436
Net funds at end of period 566 48

(c) Analysis of net funds

At At
1 January 31 December
2001 Cash flow 2001
£000 £000 £000
Cash at bank and in hand, representing net funds 48 518 566

21. Related party transactions
The following material related party transactions have taken place in the year:

° Mr Wilson, Mr O’Toole and Mr Thomson have direct or indirect interests in Endeavour Oil & Gas
Limited (“EOGL”’). Mr O’Toole is a director of Park Resources, the general partner of EOGL
(together with EOGL, “Endeavour”) and exercises managerial influence over EOGL through his
position as a director of EOGL. Endeavour was paid a 3% fee (£29,706) for underwriting the whole of
the Open Offer, plus a fee of £10,000 for providing a loan of up to £300,000 (see note 5), plus interest
arising of £1,244. At the end of the year Endeavour was the largest sharcholder in the Company,
owning 10,340,872 ordinary shares of 1p each and 16,039,872 warrants.

° Sterling Energy Limited (““SEL”) has charged £23,765 to the Company for administration,
accommodation and technical support since the Open Offer was closed. Mr Wilson, Mr O’Toole and
Mr Thomson are directors of SEL and have, directly or indirectly, a beneficial interest in and jointly
control SEL, through its ultimate owner Sterling Energy Limited Partnership.

° Certain other transactions with directors as disclosed in note 7.

22. Derivatives and other financial instruments

This note provides the narrative and numerical disclosures required by FRS 13 “Derivatives and Other
Financial Instruments: Disclosures”. As permitted by FRS 13, short term debtors and creditors have been
excluded from the disclosures, other than the currency disclosures.

Objectives and policies

The Group’s objective and policy is to use financial instruments to manage its risk profile commensurate with
the complexity of its underlying operations. During the year, the Group had available the following financial
instruments:

° Cash at bank and in hand

° Short term loan facility with DNO and with Park Resources as general partner for EOGL (see notes 3
and 5)

These are used to manage the working capital requirements of the Group.

The Group does not use derivative financial instruments.

Interest rate profile

At 31 December 2001 the Group had no financial assets other than cash at bank and in hand of £566,000,
which is the largest part of its working capital. This cash balance comprises deposits placed with banking
institutions, that are available on demand and which are principally denominated in pounds, and carry
interest at prevailing floating rates.

There were no loan facilities available to the Group at 31 December 2001.
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Currency exposures

The Group does not currently have any significant currency exposures, as its monetary assets and liabilities
are materially denominated in the operating (or ’functional’) currency of the operating unit involved, which
for the Group is principally in Sterling.

Fair values

The fair values of the Group’s financial assets and liabilities at 31 December 2001 are materially equivalent to
their carrying value.

23. Post balance sheet event

On 28 February 2002, the Company announced the acquisition of a US corporation, Westmount Resources,
Inc. (“WRI”), for a consideration of approximately £495,000. WRI has a mixture of royalty and working
interests in producing fields in the Gulf of Mexico area of the USA. The consideration payable comprised
£292,500 in ordinary shares of 1p each, being 6,500,000 shares issued at 4.5p each to the vendor,
Westmount Energy Limited (an AIM listed company), together with a cash payment of £202,500. At
closing WRI had net current assets of not less than approximately £350,000, increasing the Group’s net
current assets by approximately £147,500.
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