
1 JKX Oil & Gas plc Half Year Report 2019 

JKX OIL & GAS PLC (‘JKX’ OR THE ‘COMPANY’) 

Half Year Report 
For the six months ended 30 June 2019 

 

Highlights to 30 June 2019  
 Average daily production: 10,132 boepd (H1 2018: 8,728 boepd)  

 Revenue: $45.3m (H12018: $42.4m) 

 Cost of sales (excluding DD&A and production taxes): $8.9m (H12018: $9.9m) 

 Profit from operations before exceptional items: $8.9m (H12018: $7.2m) 

 Exceptional costs: $2.3m (H12018: $2.9m) 

 Profit for the period: $2.2m (H12018: $1.9m) 

 Profit per share: 1.32 cents (H12018: 1.13 cents)  

 Operating cash flow: $12.2m (H12018: $15.7m) 

 Capital expenditure: $10.8m (H12018: $4.6m) 

 Total unrestricted cash balance: $10.6m (31 Dec 2018: $19.2m) 

 Gas inventory up to 25 MMcm at 30 June 2019 (31 Dec 2018: 4 MMcm) with estimated value of $5.4m  

 Oil inventory of 46 Mbbl at 30 June 2019 (31 Dec 2018: 39 Mbbl) with estimated value of $2.6m  

 
 
For further information please contact: 
 
JKX Oil & Gas plc   +44 (0) 20 7323 4464 
Ben Fraser, CFO 
 
EM Communications   +44 (0) 20 7002 7860 
Stuart Leasor, Jeroen van de Crommenacker 
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Board of Directors’ statement 

 

Dear Shareholder, 

We are pleased to present the results for the six month period ended 30 June 2019.  We have reported a profit for the period of $2.2m 
(H1 2018 profit of $1.9m).  While we have not relaxed our focus on cost control, our continued profitability is due to a year on year 
increase in sales revenue (H1 2019 revenue of $45.3m, H1 2018 revenue of $42.4m) achieved even while the level of gas held in 
inventory has increased.  Given the significantly lower gas sales price in Ukraine, and the fact that the level of gas held in inventory has 
substantially increased in the first half of the year, our higher production volumes have been critical in delivering this higher revenue.  

Our production rate has grown as a result of continued investment in our fields in accordance with the development plans we set out in 
the 2018 annual report.  Operationally it has been a successful first half of the year. 

In Ukraine H1 2019 production benefited from the drilling and workovers performed in 2018, including the very successful IG103 
sidetrack completed in December, and from another two new wells drilled in the first half of this year.  The very promising results of a 
third new well drilled this year, IG142 completed in July, reinforce our confidence in our geological and technical capabilities and 
provide further encouragement as we continue to implement our five year field development plan.  In current market conditions it is 
pleasing to see an increase in the oil as well as the gas production rate in H1. 

In Russia we are now engaged in the workover of Well 18, which is the second workover of our three well workover programme.   The 
first workover, Well 5, presented us with significant challenges and its successful completion is testament to the technical expertise of 
our team.  This is the first well we have added to the producing well stock in Russia since 2013.  The third workover, on Well 20, is 
scheduled to start later in the year.  Successful completion of the three well workover programme should allow our Russian assets to 
generate significant positive cash flow. 

Financially we have also made progress.  In February this year we made another repayment to bond holders and the final bond 
repayment is scheduled for February 2020. 

Three tax and legal issues are still outstanding in Ukraine.  We expect the claim for underpayment of rental fees for 2010 to be finally 
resolved later this year.  Recently one of the cases relating to the claim for underpayment of rental fees for 2015 was resolved in the 
Company’s favour and we expect the remaining seven cases to be resolved within the next two years.  We have also recently achieved 
recognition in Ukraine of the international arbitration award made in the Company’s favour in 2017, although this may be subject to 
appeal in August, and we are now seeking to have the award enforced.  Details of these three issues, including the provisions 
maintained in respect of rental fee claims, are given in the Financial review. 

As previously reported, Christian Bukovics and Andrey Shtyrba will soon stand down as directors.  The Board has appointed Ward 
Howell, a leading executive search firm, to identify new directors with the necessary skills and experience as a priority.  In the 
meantime the existing Board is dedicated to ensuring that the Company maintains the highest standards of corporate governance and 
internal controls.  We would like to take this opportunity to thank the company’s staff for their continued dedication and 
professionalism, which has delivered the operational and financial results that we are reporting today and gives us confidence that the 
Company can achieve its strategic goals in the future. 

 

 

Michael Bakunenko 
Christian Bukovics 
Victor Gladun 
Andrey Shtyrba 

 

The Board of Directors 
30 July 2019 
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Ukraine General Director’s statement 
 

 

I am pleased to report that our average daily production rate in Ukraine in the first half of 2019 was 5,188 boepd, which is 49% higher 
than that achieved in the first half of 2018.  This is due to the early results from our five year field development plan that we started to 
implement in H2 2018, including notably the IG103 sidetrack. 

We are still maintaining a contracted drilling rig as we continue to implement the field development plan and the first half of 2019 was 
busy.  We completed two new wells, WM3 and NN81, and performed a number of enhancement operations including seven workovers.  
In July we completed a third new well, IG142, which boosted our production rate further and improved our understanding of the 
Ignativske field.  In addition the 3D seismic work in West Mashivska has been completed and the data interpreted to allow us to specify 
a location for another new well, WM4, planned for the second half of the year. 

I would like to take the opportunity to recognise the way in which our staff have handled the increased levels of activity at the field and 
increased volumes of gas being processed at the plants while continuing to maintain HSE standards. 

The gas sales price in Ukraine has been lower, particularly in the second quarter, reflecting the lower prices in Europe.  As a result we 
delayed sales and built up inventory to nearly 25 MMcm at the end of June.  We intend to sell this down in Q4 as the gas sales price in 
Ukraine is normally higher following the start of the heating season. 

Our oil production volume is becoming more significant and in July has averaged more than 1,400 bopd.   While oil prices in Ukraine are 
affected by movements in Brent they are also subject to cyclical local factors and we increase and decrease our levels of oil inventory 
accordingly.  At the end of June we had around 46 Mbbl in storage, which has since been reduced by around a third as we have sold down 
in July. 

Despite unfavourable conditions in the gas market our business in Ukraine has still made a healthy profit in the first half of the year 
and generated sufficient operational cash flow to continue to invest in our fields in accordance with the five year field development 
plan without need for any external finance. 

We are still expecting final resolution of the case in respect of rental fee claims for 2010 this year.  In the meantime one of the eight 
cases relating to rental fee claims for 2015 has been finally resolved in our favour and we expect the remaining seven to be resolved 
over the next two years. 

 

 

 

Victor Gladun 
General Director  
30 July 2019 
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Russia General Director’s statement 

 

All the Koshekhablskoye producing wells were online throughout the first half of 2019, producing with stable rates supported by 
periodic acid jobs performed on Well 27 and Well 25.  Likewise the gas processing facility has continued to operate effectively. 

We are pleased to report that the workover of Well 5 was successfully completed in June 2019. The well is averaging around 150 Mcmd.  
It is therefore providing about 15% of our total daily production in Russia that has now reached 1MMcmd.  We are now preparing a 
programme of acid jobs to further increase Well 5’s flow. 

The contracted rig is currently engaged in the workover of Well 18, the second well in the three well workover programme.  Fishing is 
now in process and should be followed by the drilling of a sidetrack.  Well 18 has not produced since 2003 and its successful workover 
could provide another significant increase in production. 

The workover of Well 20, the third well in the three well workover programme, is scheduled to start after the workover of Well 18.  Well 
20 has been in decline since mid-2016 as a fish has prevented us from performing any acid jobs.  During workover we plan to both 
remove the fish and install chrome tubing.  This would allow us to perform acid jobs and significantly increase the well’s production rate 
as we strive to bring production closer to the gas processing facility’s capacity. 

We continue to finance all operational and capital expenditure in Russia with operational cash flow generated in Russia and without 
the use of any external financing.  With operational expenditure under control and no major capital expenditure scheduled in the short 
term after completion of the three well workover programme, we are well placed to boost our profitability and contribute significant 
positive cash flow to the Group. 

 

 

 

Alexander Bogdanov  
General Director  
30 July 2019 
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Operations review 

 

Group production 
In H1 2019 group average production was 10,132 boepd (1H 2018: 8,728 boepd), an overall increase in production of 16%. Average July 
2019 production to date is 12 Mboepd. The increase in production year-on-year was a result of the ongoing drilling and workover 
programme in Ukraine.  

boepd Workovers1 Sidetracks New wells 

H1 2019 H1 2018 H1 2019 H1 2018 H1 2019 H1 2018 H1 2019 H1 2018 

Novomykolaivske complex 3,814 2,327 7 6 - 1 1 - 

Elyzavetivske Licence 1,374 1,164 1 1 - - 1 - 

Total Ukraine 5,188 3,491 8 7 - 1 2 - 

Russia 4,932 5,146 1 - - - - - 

Hungary 12 91 - - - - - - 

Total Group 10,132 8,728 9 7 - 1 2 - 

 

Ukraine 
Novomykolaivske complex production and operations 

boepd Workovers1 Sidetracks New wells 

Field name H1 2019 H1 2018 H1 2019 H1 2018 H1 2019 H1 2018 H1 2019 H1 2018 

Ignativske 2,852 1,409 4 2 - - - - 

Molchanivske 329 337 2 1 - 1 - - 

Novomykolaivske 293 326 - - - - 1 - 

Rudenkivske 340 255 1 3 - - - - 

Novomykolaivske 3,814 2,327 7 6 - 1 1 - 
1 Excludes abandonments 

 
The increase in Novomykolaivske complex production year-on-year was mostly attributed to production from IG103 sidetrack in the 
Ignativske field with current production at 1,323 boepd. R3, a leased well worked over in 2018, contributed the majority of the increase 
in the Rudenkivske field. 

Outlook 
IG142 encountered hydrocarbon bearing Devonian 30m thicker than expected, and as such encountered a gross hydrocarbon column of 
60m (net 31m) which is 50% greater than the gross hydrocarbon thickness encountered in IG103 sidetrack. Testing is complete 
following the perforation of only 3m at the base of the hydrocarbon column. The well is now on production on a 10/64th” choke 
producing 259 bpd of oil, 145 Mcmd of gas (1,114 boepd) with a wellhead pressure of 2,313 psi. Additional perforations will be added at 
a later date. 

In Novomykolaivske it is planned to drill NN82, a follow-up well to the successful NN81 well. NN82 will be targeted up dip of NN81 in 
an effort to be further from the oil water contact encountered in NN81. 

Elyzavetivske Licence production and operations 
boepd Workovers New wells 

Field name H1 2019 H1 2018 H1 2019 H1 2018 H1 2019 H1 2018 

Elyzavetivske 1,038 1,164 - 1 - - 

West Mashivska 336 - 1 - 1 - 

Elyzavetivkse Licence 1,374 1,164 1 1 1 - 

 

The increase in production from the Elyzavetivske licence was mainly the result of the successful drilling and completion of WM3. The 
workovers of the leased wells E52 and WM215 in the second half of 2018 also contributed to this year-on-year increase. 

A 3D seismic survey has been successfully completed, processed and interpreted over the West Mashivska field. 

Outlook 
WM4, a new well in West Mashivska, is planned to spud in August.  
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Operations review 

 

Russia 
Koshekhablskoye licence production and operations 

boepd Workovers 

Well name H1 2019 H1 2018 H1 2019 H1 2018 

Well 5 16 - 1 - 

Well 20 1,445 2,234 - - 

Well 25 1,737 1,636 - - 

Well 27 1,663 1,805 - - 

Koshekhablskoye field1 4,932 5,146 1 - 
1 Includes Well 15 

 
In the first half of 2019 the operational problems encountered during Well 5 operations were successfully overcome, the well was 
completed and, following initial acid jobs, put into production on 28 June. The gas rate has been averaging around 150 Mcmd (893  
boepd) after a repeat acid job, with another scheduled for the start of August. Production has reduced year on year due to the expected 
decline of Well 20 which at present cannot be acidised due to the presence of a fish. 

Outlook 
The workover of Well 18 has started, the second workover of a three well workover programme. The kill string has been removed, the 
production casing has been logged and fishing of the 300m of parted tubing string is in progress. It is expected that this workover will 
take another three months. Once the workover of Well 18 is completed the rig will move to Well 20 where the tubing along with the fish 
will be pulled and chrome tubing will be installed. With the removal of the fish in Well 20, we will be able to carry out acid jobs on this 
well increasing the overall production in the Koshekhablskoye field closer to plant capacity. 
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Financial review 

 

Operating results 

First half 
2019 

(unaudited) 
$m 

Second half 
 2018 

(unaudited) 
$m 

First half 
 2018 

(unaudited) 
$m 

    

Revenue    

Oil 9.8 10.8 9.2 

Gas  32.5 36.4 30.0 

Liquefied petroleum gas 2.9 3.0 2.6 

Other 0.1 0.3 0.5 

 45.3 50.5 42.4 

    

Cost of sales    

Exceptional item – provision for production based taxes  (2.3) (2.2) (2.9) 

Other production based taxes (12.7) (12.0) (10.1) 

Depreciation, depletion and amortisation – oil and gas assets (8.9) (8.0) (6.9) 

Other cost of sales  (8.9) (10.6) (9.9) 

Total cost of sales (32.8) (32.8) (29.7) 

Gross profit  12.6 17.6 12.7 

    

Administrative expenses    

Other administrative expenses (5.7) (7.8) (6.1) 

(Loss)/gain on foreign exchange (0.3) 1.5 (2.2) 

Profit from operations before exceptional items 8.9 13.4 7.2 

Profit from operations after exceptional items 6.6 11.3 4.4 
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Financial review 

 

EARNINGS 

First half 
 2019 

(unaudited) 

Second half 
 2018 

(unaudited) 

First half 
 2018 

(unaudited) 

Net profit ($m) 2.2 13.4 1.9 

Net profit before exceptional items ($m) 3.8 14.3 4.3 

Basic weighted average number of shares in issue (m) 166.7 166.7 166.7 

Profit per share after exceptional items (basic, cents) 1.32 8.02 1.13 

Pre-exceptional earnings before interest, corporation tax,  
depreciation and amortisation1 ($m) 

18.15 21.2 14.3 

 

COST OF PRODUCTION ($/BOE) 

First half 
 2019 

(unaudited) 

Second half 
 2018 

(unaudited) 

First half 
 2018 

(unaudited) 

Production costs (excluding exceptional items) $5.94 $6.40 $6.50 

Depreciation, depletion and amortisation  $4.86 $4.80 $4.40 

Production based taxes $6.92 $7.20 $6.30 
 

CASH FLOW 

First half 
 2019 

(unaudited) 

Second half 
 2018 

(unaudited) 

First half 
 2018 

(unaudited) 

Cash generated from operations ($m) 12.2 22.0 15.3 

Operating cash flow per share (cents) 7.3 13.2 9.2 
 

STATEMENT OF FINANCIAL POSITION 

As at 
30 June 2019 

(unaudited) 

As at 
 30 June 2018 

(unaudited) 

As at 31 
December 2018 

(audited) 

Cash and cash equivalents2 ($m) 10.6 7.5 19.2 

Borrowings ($m) (5.6) (10.8) (11.0) 

Net cash/(debt)3 ($m) 5.0 (3.3) 8.2 

Net cash/(debt) to equity (%) 3.2 (2.4) 5.8 

Return on average capital employed4 (%) 2.9 2.7 8.2 
 

 
First half 

 2019 
(unaudited) 

Second half 
 2018 

(unaudited) 

First half 
 2018 

(unaudited) 

Additions to property, plant and equipment/intangible assets ($m)    

- Ukraine 7.8 7.0 4.1 

- Russia 3.0 0.2 0.5 

Total 10.8 7.2 4.6 
1 Pre-exceptional earnings before interest, tax, depreciation and amortisation (‘EBITDA’) is a non-IFRS measure and calculated using profit from continuing operations and 

adding back depreciation, depletion and amortisation and exceptional items. EBITDA is an indicator of the Group’s ability to generate operating cash flow that can fund its 
working capital needs, service debt obligations and fund capital expenditures. 

2 Cash and cash equivalents do not include Restricted Cash. 
3 Net cash/(debt) is cash and cash equivalents less Borrowings (excluding derivatives). 
4 Return on average capital employed is the annualised profit for the period divided by average capital employed. 
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Financial review 

 

Results for the period  
The profit before tax for the period of $6.0m compares favourably to the profit $3.3m in the first half of 2018. Results for both periods 
include charges reflecting updated calculations for the provisions for disputed rental fees for 2010 and 2015 in Ukraine ($2.3m in H1 
2019 and $2.9m in H1 2018).  No other exceptional charges have been reported.    

Total revenue for the first half of 2019 is $45.3m, 6.8% higher than the $42.4m reported in 2018.  The increase is primarily due to the 
increase in total average daily Group production from 8,728 boepd in the first half of 2018 to 10,132 boepd in the first half of 2019.  
During the six months production exceeded sales and as a result inventory balances increased to 24,838 Mcm of gas and 45,939 barrels 
of oil). 

Revenue 

Group revenues* 
6 months 2019  

$m 

6 months 2018

$m 
Change

$m 
%  

Change 

Ukraine 37.1 33.2 3.9 11.7 

Gas 24.7 21.2 3.5 16.5 

Oil  9.4 8.9 0.5 5.6 

Liquefied Petroleum Gas 

(‘LPG’) 
2.9 2.6 0.3 11.5 

Other  0.1 0.5 (0.4)  (80.0) 

Russia 8.1 9.1 (1.0) (11.0) 

Gas 7.8 8.8 (1.0)  (11.4) 

Condensate 0.3 0.3 - - 

Total 45.3 42.4 2.9 6.8 

* Note that Hungary as a segment is presented as assets held for sale.  
 
Sales prices  6 months 2019 6 months 2018 Change % Change 

Ukraine     

Gas ($/Mcm) 247 279 (32) (11.5) 

Oil ($/bbl) 59 71 (12) (16.9) 

LPG ($/tonne) 443 544 (101) (18.6) 

Russia     

Gas ($/Mcm) 56 61 (5) (8.2) 

Ukraine revenues 
The $3.9m increase in total revenues was due to higher sales volumes offset by lower sales prices, as shown in the table. 

The average gas sales price in dollar terms was 11.5% lower in the first half of 2019 than in the first half of 2018 but this negative 
effect on revenue was more than offset by the increase in sales volumes thanks to the significant production growth.  Similarly the 
effect of the lower oil and LPG sales prices was more than offset by greater sales volumes.   

A portion of production comes from wells owned by third parties, operated under service agreements with UkrGasVidobuvannya and 
under rental agreements with NAK Nadra Ukrayini and Ukrnafta.  This production is subject to sale in the normal way, with payments 
being made to the well owners in accordance with the service and rental agreements. 

Inventory held at 30 June 2019 (24,838 Mcm of gas and 45,939 barrels of oil) had an estimated sales value of $8.0m using average sales 
prices for June 2019.  If inventory had been maintained at the same level as at the end of 2018 by higher sales, revenue reported for the 
first six months would have been around $5m higher.  

Russia revenues 
The $1.0m decrease in total revenues from $9.1m in the first half of 2018 to $8.1m in the first half of 2019 is mainly due to lower gas 
production volumes (H1 2018:156,475 Mcm, H1 2019:149,868 Mcm).  A slight decrease of the average sales prices in dollar terms 
caused by the comparatively weaker rouble also had an impact despite a 3.9% rise in the average rouble gas sales price on 1 July 2018. 

Cost of sales 
The provision for disputed rental fees, in respect of claims for additional rental fees for the years 2010 and 2015, was increased by 
$2.3m, to reflect updated interest calculations offset by recent closure of one of the 2015 cases in favour of our subsidiary in Ukraine in 
early July, as set out in Note 9. 

Cost of sales before exceptional items for the first half of 2019 totalled $30.5m (H1 2018: $26.8m).  This includes: 

 $12.7m of production taxes, which were $2.6m higher than in the first half of 2018 due to the higher production taxes incurred in 
Ukraine.  Production tax expense in Ukraine increased from $9.1m in the first half of 2018 to $11.9m in the first half of 2019, mainly 
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Financial review 

 

due to an increase in production volumes. Only $0.8m of the total production taxes relate to Russia (H1 2018: $0.9m) where the 
mineral extraction tax rate for wells deeper than 5,000m has remained at 328 Roubles/Mcm. 

 $10.9m of operating costs, of which $7.7m relates to Ukraine (H1 2018:$5.4m), $3.7m relates to Russia (H12018:$4.6m) and $0.2m to 
London.  The increase in operating costs in Ukraine is mainly due to a $1.0m increase in well lease costs (H1 2019:$1.6m, 
H12018:$0.6m).  The decrease in Russia is partly due to the rouble exchange rate. Building up of inventory volumes in Ukraine 
resulted in recognition of a gain of $2.7m (H1 2018: gain $0.1m), which netted off these operating costs, gives the $8.9m costs of sales 
reported in the condensed consolidated income statement.   

 $8.9m of depreciation, depletion and amortisation charge (H1 2018:$6.9m) which is larger due to the higher production volumes and 
the recent higher levels of capital expenditure. 

General and administrative expenses  
Administrative expenses were $5.7m in the first half of 2019, comparing favourably to those of $6.1m in the first half of 2018.  The 
decrease is mainly due to staff cost reductions resulting from a right sizing exercise carried out during 2018 to ensure that resources 
are appropriate to the needs of the Group. In the Company's London headquarters we exited the long-term lease of one of the office 
floors in May 2019 and closed a data centre which will have a downward effect on the full year cost for 2019. 

Net finance charges 
Finance costs, mainly comprising convertible bond interest, decreased from $1.4m to $1.0m due to the reduction in principal 
outstanding in February 2018 and 2019. Finance income of $0.5m comprises income from bank deposits (H1 2018: $0.3m).   

Taxation  
The total tax charge for the half year is $3.5m (H1 2018: $0.8m) comprising a current tax charge of $2.9m (H1 2018: $1.9m) which 
relates to Ukraine and a deferred tax charge of $0.6m (H1 2018: credit $1.1m).   

Cash flows  
During the period, the available cash balances reduced from $19.2m to $10.6m due to repayment of borrowings of $5.3m and 
continuing investment in the fields.  

Operating cash flow of $12.2m (H1 2018:$15.7m) from continuing operations remains strong, most of it generated in Ukraine.   

Use of cash during the year is as shown in the cash bridge below.  

  

Liquidity outlook 
After a further payment of $6.0m to bond holders in February 2019 the Group remains in a net cash position, with sufficient funds to 
make the remaining bond payments ($0.4m in August 2019 and $5.8m in February 2020).   

Our subsidiary in Ukraine still has a 12 month UAH280m ($10.7m) revolving credit line and a UAH50m ($1.9m) overdraft facility with 
Tascombank, neither of which are currently being used.  We are confident that this facility can be renewed again for 2020.  In addition 
to our continued focus on cost control, other options available to us to improve our liquidity include the execution of forward sales in 
Ukraine and deferring capital expenditure if required.  We are not burdened by significant field development commitments in the short 
or long terms. 

We continue to maintain provisions in respect of 2010 and 2015 rental fee claims ($13.8m and $33.5m respectively) adjusted for recent 
closure of one of the 2015 cases (see Note 11 to the consolidated interim financial statements) and ensure that we have the resources to 
meet these potential liabilities if necessary.  In particular, careful consideration has been given to the earliest dates that courts may 
conclude that PPC may be required to settle any or all of the various claims in the event that court hearings proceed without undue 
delay.  The Group’s expectation is that a final hearing with respect to the 2010 rental fee claim will take place in 2019 and the $13.8m 
provision for it has therefore been reported under current liabilities.  It is expected that some of the final hearings in respect of the 
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seven remaining 2015 rental fee claims will take place before 30 June 2020 and some will take place later, and provisions in relation to 
these cases have been allocated between current and non-current liabilities accordingly. Of the total provisions of $33.5m for the 2015 
rental fee claims, $6.5m have been reported under current liabilities and $27.0m have been reported under non-current liabilities. 

In February 2019 we filed an application for the recognition and enforcement of an international arbitration award.  On 5 July 2019 the 
written judgment of the Kyiv Appellate Court was issued, satisfying the application to recognise the amounts due under the 
international arbitration award ($11.8m plus interest and $0.3m costs).  This judgment may be subject to appeal in the Supreme Court 
of Ukraine before mid-August.  No recognition will be made in the financial statements of any possible future benefit that may result 
from this award until there is further clarity on the process for, and likely success of, enforcing collection.  

In Russia, in recent years gas price and tax rates have been stable.  At current price levels operational expenditure is covered by 
production in excess of around 4,000boepd.  Increase in operating costs due to increases in production volume are limited.    Russia is 
already self-financing all its capital expenditure and can look forward to several years without heavy capital spend requirement after 
the successful completion of the three well workover programme, which would allow it to generate significant cash flow.  

We expect the Group’s liquidity to remain sufficient through 2019 and improve in 2020 and beyond.  The consolidated financial 
statements have been prepared on a going concern basis (see Note 2 to the consolidated interim financial statements).  

 

 

 

Ben Fraser 
Chief Financial Officer  
30 July 2019 
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Risks and uncertainties 

 

The Group continuously monitors major strategic, operational, financial and external risks it faces and determines the appropriate 
course of action to manage these risks. Key risks and uncertainties which may impact the Group’s performance have not changed 
materially from those stated on pages 32 to 40 of the Group’s 2018 Annual Report. 

Financial risk management 
The main financial risk faced by the Group is non-availability of funds to meet business needs and debt servicing requirements 
(liquidity risk). The significant factors outside of management control that could adversely impact cash flows, profits and liquidity of 
the Group remain the ongoing legal disputes concerning Rental Fees in Ukraine, along with international oil and gas prices and risks 
associated with operating in Ukraine and Russia given the short-term economic outlook for these countries remains uncertain. 

These are critical factors to consider when addressing an issue of whether the Group is a going concern (see Note 2 to the condensed 
consolidated interim financial information). 

Tax legislation 
The taxation systems in emerging markets where Group companies operate are relatively new and are characterised by frequently 
changing legislation, which might be subject to interpretation. Taxes are subject to review and investigation by local authorities, who 
are enabled by law to impose substantial fines, penalties and interest charges. In Ukraine and the Russian Federation a tax year 
remains open for review by the tax authorities during subsequent three calendar years.   

Management believes that it has adequately met and provided for tax liabilities based on its interpretation of existing tax legislation. 
However, the relevant tax authorities may have differing interpretations and the effects on these consolidated financial statements, if 
the authorities were successful in enforcing their interpretations, could be significant.  

The Company has persistently defended its position in Ukrainian courts regarding the Rental Fee claims for 2010 and 2015. The 
Company’s Ukrainian subsidiary, PPC, has recognised total provisions of $47.3 million (including interest and penalties, see Note 9).   

Reservoir and operational performance 
The hydrocarbon reservoirs that we operate in Ukraine and Russia generate the cash flow that underpins the Group’s growth. These 
reservoirs may not perform as expected, exposing the Group to lower profits and less cash to fund planned development. 

Existing production from our mature fields at the Novomykolaivske Complex in Ukraine requires a high level of maintenance and 
intervention to minimise natural production decline. In Russia, acidization of producing wells and other well maintenance procedures 
are required from time to time to maintain stable production levels. 

Our investment in development projects or workovers of old wells is subject to uncertainty inherent in exploring and developing 
hydrocarbon reserves and resources. Accurate reservoir performance forecasts are critical in achieving the desired economic returns 
and to determine the availability and allocation of funds. In modelling reservoir performance, we rely on multiple sources of data, some 
of which are decades old (reflecting the time when certain wells were originally drilled) and therefore may not be accurate.    

Commodity prices - Russia and Ukraine 
Company policy is not to hedge commodity price exposure on oil, gas, LPG or condensate and therefore any change in prices would have 
a direct effect on the Group’s trading results. We are subject to risk of unfavourable international oil and gas price movements that can 
be affected by political developments in Russia and Ukraine. In Russia, the government sets certain gas tariffs to which the Company’s 
Russian subsidiary, Yuzhgazenergie LLC (‘YGE’) has pegged its gas sales price. The tariff has increased by 1.4% starting from July 2019.  

Ukrainian gas prices have recently been aligned with those across Europe that exhibit significant volatility and seasonality. Change in 
gas import flows may have impact on gas prices in Ukraine, and a prolonged period of low gas prices would impact the Group’s liquidity. 

Environmental, asset integrity, and safety incidents 
As we continue with the development of our oil and gas reserves, we are exposed to a wide range of significant health, safety, security 
and environmental risks that arise as a result of the geographic spread, operational diversity, regulatory environment and technical 
complexity of our exploration and production activities. 

Technical failure, non-compliance with existing standards and procedures, accidents, natural disasters and other adverse conditions in 
our operational locations, could lead to injury, loss of life, damage to the environment, loss of containment of hydrocarbons and other 
hazardous material, as well as the risk of fires and explosions. Failure to manage these risks effectively could result in loss of certain 
facilities, with the associated loss of production, or costs associated with mitigation, recovery, compensation and fines, or loss of 
operating licence.   

Health, safety and the environment is a priority of the Board who are involved in the planning and implementation of continuous 
improvement initiatives. Operations in Ukraine, Russia and Hungary all have dedicated HSECQ teams and HSE Management Systems 
modelled on the ISO 9000 series, OHSAS 18001 and ISO 14001. Appropriate insurances by reputable insurers are maintained to manage 
the financial exposure to any unexpected adverse events that would affect normal operations.  
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Risks and uncertainties 

 

Corporate governance  
The Group has major operations in Ukraine, Russia and the United Kingdom. Such a complex structure requires rigorous governance 
and control procedures to be in place to ensure an appropriate level of financial discipline and controls, as well as delegation of 
authority along the corporate and management structure. 

Over the past few years, the Group has gone through several major Board and management changes, with subsequent revisions of 
strategy, changes of advisors and contractors, and a significant reduction of staff across its operations. These changes require 
additional efforts to ensure proper maintenance of governance, controls, and financial discipline procedures.  In 2018 existing controls 
were strengthened significantly and currently executives and the Board review and approve all significant contracts, payments, and 
investment decisions. 
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Statement of Directors’ responsibilities 

 

The Directors confirm that, to the best of their knowledge, this condensed consolidated interim financial information has been 
prepared in accordance with IAS 34 as adopted by the European Union, and that the Interim Report includes a fair review of the 
information required by the Disclosure and Transparency Rules 4.2.7R and 4.2.8R, namely: 

 an indication of important events that have occurred in the first six months of 2019 and their impact on the condensed set of 
financial information, and a description of the principal risks and uncertainties for the remaining six months of the financial year; 
and  

 material related party transactions in the first six months of 2019 and any material changes in related party transactions described 
in the last Annual Report. 

A list of current Directors is maintained on the JKX Oil & Gas plc website www.jkx.co.uk. 

 

 

Michael Bakunenko 
Christian Bukovics 
Victor Gladun 
Andrey Shtyrba 

 

The Board of Directors 
30 July 2019 
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Independent review report to JKX Oil & Gas plc 

 

Report on the condensed consolidated interim financial information 
Introduction 
We have been engaged by the Group to review the condensed set of financial statements in the Half Year Report for the six months 
ended 30 June 2019 which comprises the condensed consolidated income statement and condensed consolidated statement of 
comprehensive income, the condensed consolidated statement of financial position, the condensed consolidated statement of changes 
in equity, the condensed consolidated statement of cash flows and the related explanatory notes. 

We have read the other information contained in the Half Year Report and considered whether it contains any apparent misstatements 
or material inconsistencies with the information in the condensed set of financial statements. 

Directors’ responsibilities 
The Half Year Report is the responsibility of and has been approved by the directors.  The directors are responsible for preparing the 
Half Year Report in accordance with the Disclosure Guidance and Transparency Rules of the United Kingdom’s Financial Conduct 
Authority. 

As disclosed in note 2, the annual financial statements of the group are prepared in accordance with International Financial Reporting 
Standards (IFRSs) as adopted by the European Union.  The condensed set of financial statements included in this half-yearly financial 
report has been prepared in accordance with International Accounting Standard 34, ‘‘Interim Financial Reporting’’, as adopted by the 
European Union. 

Our responsibility 
Our responsibility is to express to the Group a conclusion on the condensed set of financial statements in the half-yearly financial 
report based on our review. 

Scope of review 
We conducted our review in accordance with International Standard on Review Engagements (UK and Ireland) 2410, ‘‘Review of 
Interim Financial Information Performed by the Independent Auditor of the Entity’’, issued by the Financial Reporting Council for use 
in the United Kingdom.  A review of interim financial information consists of making enquiries, primarily of persons responsible for 
financial and accounting matters, and applying analytical and other review procedures.  A review is substantially less in scope than an 
audit conducted in accordance with International Standards on Auditing (UK) and consequently does not enable us to obtain assurance 
that we would become aware of all significant matters that might be identified in an audit.  Accordingly, we do not express an audit 
opinion. 

Conclusion 
Based on our review, nothing has come to our attention that causes us to believe that the condensed set of financial statements in the 
Half Year Report for the six months ended 30 June 2019 is not prepared, in all material respects, in accordance with International 
Accounting Standard 34, as adopted by the European Union, and the Disclosure Guidance and Transparency Rules of the United 
Kingdom’s Financial Conduct Authority. 

Use of our report  
Our report has been prepared in accordance with the terms of our engagement to assist the Group in meeting its responsibilities in 
respect of half-yearly financial reporting in accordance with the Disclosure Guidance and Transparency Rules of the United Kingdom’s 
Financial Conduct Authority and for no other purpose. No person is entitled to rely on this report unless such a person is a person 
entitled to rely upon this report by virtue of and for the purpose of our terms of engagement or has been expressly authorised to do so 
by our prior written consent. Save as above, we do not accept responsibility for this report to any other person or for any other purpose 
and we hereby expressly disclaim any and all such liability. 

 

 

BDO LLP  
Chartered Accountants  
London  
United Kingdom 
30 July 2019 

 

BDO LLP is a limited liability partnership registered in England and Wales (with registered number OC305127). 
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 Note 

Six months to 
30 June 

2019 
 (unaudited) 

$000 

Six months to 
30 June  

2018  
(unaudited)  

$000 

Year to  
31 December 

2018  
(audited) 

$000 

Revenue 4 45,321 42,390  92,873 

Cost of sales     

Exceptional item – provision for production based taxes 10 (2,292) (2,873) (5,055) 

Production based taxes  (12,697) (10,072) (21,857) 

Depreciation, depletion and amortisation (8,931) (6,880) (14,732) 

Other cost of sales  (8,850) (9,869) (20,897) 

Total cost of sales  (32,770) (29,694) (62,541) 

Gross profit  12,551 12,696 30,332 

Administrative expenses   (5,673) (6,142) (13,945) 

Loss on foreign exchange   (281) (2,178) (711) 

Profit from operations before exceptional items  8,889 7,249 20,731 

Profit  from operations after exceptional items  6,597 4,376 15,676 

Finance income  459 346 908 

Finance cost  (1,032) (1,376) (2,510) 

Fair value movement on derivative liability   - - (59) 

Profit before tax  6,024 3,346 14,015 

Taxation – current  (2,908) (1,925) (5,478) 

Taxation – deferred     

- before the exceptional items  (1,229) 676 1,472 

- on the exceptional items  677  470 1,761 

Total taxation  (3,460) (779) (2,245) 

Profit from continuing operations 2,564 2,567 11,770 

(Loss)/profit from discontinued operation (attributable to equity holders of 
the parent company) 

7 (365) (678) 3,487 

Profit for the period/year attributable to equity shareholders of the parent 
company 

 2,199 1,889 15,257 
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Earnings per share for profit from continuing operations attributable to 
the ordinary equity holders of the parent company: 

Six months to 
30 June 

2019 
(unaudited) 

$000 

Six months to 
30 June  

2018 
 (unaudited)   

$000 

Year to
31 December 

2018 
(audited)

$000 

Basic profit per 10p ordinary share (in cents)    

-after exceptional items 1.54 1.54 7.06 

-before exceptional items 12 2.51 2.98 9.04 

Diluted profit per 10p ordinary share (in cents)    

- after exceptional items 12 1.51 1.44  6.67 

- before exceptional items  2.46 2.79 8.54 

    

    

(Loss)/earnings per share for profit/(loss) from discontinued operations 
attributable to the ordinary equity holders of the parent company: 

    

Basic profit/(loss) per 10p ordinary share (in cents)    

-after exceptional items (0.22) (0.41) 2.09 

-before exceptional items 12 (0.22) (0.41) 2.09 

Diluted profit/(loss) per 10p ordinary share (in cents)    

- after exceptional items 12 (0.22) (0.41) 1.98 

- before exceptional items  (0.22) (0.41) 1.98 

    

    

Earnings per share for profit attributable to the ordinary equity holders of 
the parent company:     

Basic profit per 10p ordinary share (in cents)     

-after exceptional items 12 1.32 1.13  9.15 

-before exceptional items   2.29 2.57 11.13 

Diluted profit per 10p ordinary share (in cents)     

- after exceptional items 12 1.30 1.06  8.65 

- before exceptional items  2.25 2.41 10.51 
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statement of comprehensive income 

 

  

Six months to  
30 June 

2019 
 (unaudited)   

$000 

Six months to 
30 June  

2018 
(unaudited)  

$000 

Year to  
31 December 

2018  
(audited)  

$000 

Profit for the period/year 2,199 1,889 15,257 

Other comprehensive income to be reclassified to loss or profit in subsequent 
periods when specific conditions are met 

   

Currency translation differences 13,243  (9,963) (19,475) 

Other comprehensive income that will not be reclassified to profit or loss in 
subsequent periods 

   

Remeasurements of post-employment benefit obligations - - (22) 

Other comprehensive income/(loss) for the period/year, net of tax 13,243 (9,963) (19,497) 

Total comprehensive  income for the period/year attributable to equity 
shareholders of the parent company 

 15,442 (8,074) (4,240) 

‐ Continuing operations 15,807 (7,396) (7,587)  

‐ Discontinued operations (365) (678) 3,347  
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Note 

As at  
30 June  

2019 
(unaudited) 

$000 

As at  
30 June 

 2018 
 (unaudited)1 

$000 

As at 
  31 December  

2018 
 (audited) 

$000 

ASSETS     

Non-current assets     

Property, plant and equipment 5 189,039 183,053 173,474 

Deferred tax assets  10,862   9,045 10,419 

   199,901 192,098 183,893 

Current assets     

Inventories   10,358 5,407 5,990 

Trade and other receivables  4,733 4,816 5,111  

Restricted cash  - 533 - 

Cash and cash equivalents  10,616 7,494 19,182  

  25,707 18,250 30,283 

Assets classified as held for sale 7 1,040 721 1,237 

Total current assets  26,747 18,971 31,520 

Total assets 226,648 211,069 215,413 

LIABILITIES     

Current liabilities     

Current tax liabilities (1,262) (912) (2,214) 

Trade and other payables  (8,131) (8,990) (10,782) 

Borrowings 6 (5,577) (6,781) (5,962) 

Derivatives (62) - - 

Provisions 9 (20,286) (43,029) (12,645) 

  (35,318) (59,712) (31,603) 

Liabilities of disposal group classified as held for sale 7 (506) (3,959) (775) 

Total current liabilities (35,824) (63,671) (32,378) 

Non-current liabilities     

Provisions 9 (32,776) (5,039) (35,673) 

Borrowings 6 - (4,030) (5,041) 

Derivatives  - (3) (62) 

Defined pension benefit plan  (593) (478) (577) 

Lease liabilities  (317) - - 

   (33,686) (9,550) (41,353) 

Total liabilities  (69,510) (73,221) (73,731) 

Net assets  157,138 137,848 141,682 

EQUITY     

Share capital 8 26,666 26,666 26,666 

Share premium  97,476 97,476 97,476 

Other reserves  (159,380) (163,089) (172,623) 

Retained earnings  192,376 176,795 190,163 

Total equity   157,138 137,848 141,682 

1. Comparative amounts in respect of deferred tax assets, liabilities, non current other receivables and other payables have been reclassified for comparability with 31 December 
2018 and 30 June 2019. Please refer to Note 2. 
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 Attributable to equity shareholders of the parent   

    Other reserves   

  Share 
capital 

$000 

 Share 
premium

$000 

 Retained 
earnings

$000 

 Merger 
reserve

$000 

 Capital 
redemption 

reserve
$000 

 Foreign 
currency 

translation 
reserve 

$000 

Post-
employment 

benefit 
obligation 

reserve 
  Total

$000 

At 1 January 2018 26,666 97,476 174,893 30,680 587 (184,060) (333) 145,909 

Profit for the period - - 1,889 - - - - 1,889 

Exchange differences arising 
on translation of overseas 
operations 

- - - - - (9,963) - (9,963) 

Total comprehensive 
(loss)/income attributable to 
equity shareholders of the 
parent 

- - 1,889 - - (9,963) - (8,074) 

Transactions with equity 
shareholders of the parent 

      -  

Share-based payment charge - - 13 - - - -                   13 

Total transactions with equity 
shareholders of the parent 

- - 13 - - - -                   13 

At 30 June 2018 (unaudited) 26,666 97,476 176,795 30,680 587 (194,023) (333) 137,848 

         

At 1 January 2019 26,666 97,476 190,163 30,680 587 (203,535) (355) 141,682 

Profit for the period - - 2,199 - - -  2,199 

Exchange differences arising 
on translation of overseas 
operations 

- - - - - 13,243 - 13,243 

Total comprehensive income 
attributable to equity 
shareholders of the parent 

- - 2,199 - - 13,243 - 15,442 

Transactions with equity 
shareholders of the parent 

        

Share-based payment charge - - 14 - - - - 14 

Total transactions with equity 
shareholders of the parent 

- - 14 - - - - 14 

At 30 June 2019 (unaudited) 26,666 97,476 192,376 30,680 587 (190,292) (355) 157,138 
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 Note 

Six months to 
30 June 

2019 
 (unaudited) 

$000 

Six months to 
30 June  

2018 
(unaudited) 

$000 

Year to  
31 December 

2018  
(audited)  

$000 

Cash flows from operating activities     

Cash generated from continuing operations 13 12,222 15,674 37,281 

Cash used in discontinued operations 7 (215) (340) (158) 

Bank fees paid - - (69) 

Interest paid  (750) (1,120) (1,870) 

Income tax paid  (3,922) (1,654) (3,896) 

Net cash generated from operating activities  7,335 12,560 31,288 

Cash flows from investing activities     

Interest received  459 346 908 

Proceeds from sale of property, plant and equipment  64 15 3 

Purchase of property, plant and equipment   (12,017) (6,491) (13,688) 

Net cash used in investing activities  (11,494) (6,130) (12,777) 

Cash flows from financing activities     

Restricted cash movement  211 (246) 286 

Repayment of borrowings  (5,280) (5,760) (5,760) 

Net cash used in financing activities  (5,069) (6,006) (5,474) 

(Decrease)/increase in cash and cash equivalents in the period/year  (9,228) 424 13,037 

Effect of exchange rates on cash and cash equivalents  448 212  (511) 

Cash and cash equivalents at the beginning of the period/year  19,455 6,929 6,929 

Cash and cash equivalents from continuing operations at the end of the 
period/year 

10,616 7,494 19,182 

Cash and cash equivalents from discontinued operations at the end of the 
period/year 

7 59 71 273 
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1. General information and accounting policies 
JKX Oil & Gas plc (the ultimate parent of the Group hereafter, ‘the Company’) is a public limited company listed on the London Stock 
Exchange which is domiciled and incorporated in England and Wales under the UK Companies Act. The registered office is 6 Cavendish 
Square, London, W1G 0PD and the principal activities of the Group are exploration, appraisal, development and production of oil and 
gas reserves. The registered number of the Company is 03050645. 

The condensed consolidated interim financial information incorporates the results of JKX Oil & Gas plc and its subsidiary 
undertakings as at 30 June 2019 and was approved by the Directors for issue on 30 July 2019. 

This condensed consolidated interim financial information does not constitute accounts within the meaning of section 434 of the 
Companies Act 2006. Statutory accounts for the year ended 31 December 2018 were approved by the Board of Directors on 5 April 
2019 and delivered to the Registrar of Companies. The report of the auditors on those accounts was qualified in respect of the 
comparatives for 2017 in respect of the consolidated income statement. Please refer to Auditor’s report in the 2018 Group Annual 
report.  The Board has introduced a number of measures to strengthen the Company’s internal control systems and has reviewed legal 
costs incurred in 2018 and first half of 2019 and is satisfied as to the nature of such costs. 

This condensed consolidated interim financial information has not been audited, but was the subject of an independent review carried 
out by the Company’s auditors, BDO LLP. 

2. Basis of preparation 
This condensed consolidated interim financial information for the six months ended 30 June 2019 has been prepared in accordance 
with the Disclosure and Transparency Rules of the Financial Conduct Authority and with IAS 34, ‘Interim financial reporting’ as 
adopted by the European Union. The condensed consolidated interim financial information should be read in conjunction with the 
annual financial statements for the year ended 31 December 2018 which were prepared in accordance with International Financial 
Reporting Standards as adopted by the European Union. A copy of the annual financial statements is available on the Company’s 
corporate website (www.jkx.co.uk) or from the Company’s registered office. 

The Group’s business activities, together with factors likely to affect its future development, performance and position are set out in 
the operational and financial review sections of this report. The financial position of the Group, its cash flows, liquidity position and 
borrowing facilities are described in the financial review section. 

Additionally, on 1 January 2019, the functional currency of the Group’s wholly owned Ukrainian subsidiary Poltava Petroleum 
Company (‘PPC’) changed from US Dollar ($) to Ukrainian Hryvnia (hryvnia). The change in the functional currency was considered 
appropriate as gas prices are denominated in hryvnia in a freely traded gas market and the increased impact of local market forces on 
gas prices, together with the increasing hryvnia cost base, development plan and availability of hryvnia draw downs in the Group’s 
facilities. As such, management concluded that hryvnia is the currency of the primary economic environment which the Company 
operates in. This change in functional currency is applied prospectively with effect from 1 January 2019. The exchange rate used to 
translate the balance sheet to reflect the change in functional currency on adoption is $1: 27.69 hryvnia.  

Comparatives 
 In the 2018 half year report deferred tax assets of $19.3m and liabilities of $10.2m were presented gross, whereas in the 2019 half 

year report the 2018 half year deferred tax assets of $19.3m and liabilities of $10.2m are presented net. Deferred tax assets and 
liabilities are offset where they relate to income taxes levied by the same taxation authority and the Group intends to settle its 
current tax assets and liabilities on a net basis. There was no impact on profit. 

 Non-current other receivables of $3.3m and payables of $3.3m consisting of VAT were presented gross in the 2018 half year report, 
whereas in the 2019 half year report they are presented net reflecting that the amounts arise in the same taxable entity and are 
settled on a net basis. There was no impact on profit. 

Going concern 
Background to the Group’s performance and funding, including significant developments over the past year, is provided in the 
Financial Review. The Directors have reviewed the Group’s forecast cash flows for the period to December 2020. Capital and operating 
costs are based on approved budgets and latest forecasts in the case of 2019 and current development plans in the case of 2020. The 
forecast cash flows reviewed include scenarios where potential liabilities arise in relation to the rental fee claims in Ukraine (see Note 
11 to the consolidated interim financial statements) including assessments of the timing of such potential payments undertaken 
following detailed analysis of Ukrainian legislation and the status of each claim with internal and external legal and tax experts. In 
addition the Directors have considered further scenarios that reflect future expectations regarding country, commodity price and 
currency risks that the Group may encounter. One scenario included an assumed gas sales price of $160/Mcm in Ukraine for the whole 
period under review. None of the scenarios have recognised any possible future benefit that may result from the arbitration award 
(see Note 11 to the consolidated interim financial statements). Based on the Group’s cash flow forecasts, the Directors believe that the 
combination of its current cash balances, expected future production and resulting net cash flows from operations, as well as the 
availability of additional courses of action with respect to financing the settlement of any successful rental fee claims arising in the 
forecast period, mean that the Group currently has adequate cash and other available resources to meet its liabilities and 
commitments as they fall due across the forecast period. One key means of such financing is the Tascombank loan of UAH280m 
($10.7m) and overdraft facility of UAH50m ($1.9m) that was renewed and increased in December 2018 and that the Directors are 
confident will continue to be available throughout the forecast period beyond its current maturity date of December 2019 given 
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operating cash flows, the recent renewal and increase and the security package available. Having considered the forecasts and 
reasonable sensitivity scenarios the Board considers it is appropriate to adopt the going concern basis of accounting in preparing 
these consolidated interim financial statements. 

3. Accounting policies 
The accounting policies adopted together with critical accounting estimates, assumptions and judgements are consistent with those 
used in the annual financial statements for the year ended 31 December 2018, except as noted below, and those expected to be applied 
in the 31 December 2019 annual financial statements. A number of new or amended standards became applicable for the current 
reporting period, and the Group had to change its accounting policies as a result of adopting IFRS 16 ‘Leases’.  The impact of the 
adoption of the leasing standard and the new accounting policy are set out below. The other standards did not have any impact on the 
Group’s accounting policies, critical accounting estimates, assumptions and judgements and did not require retrospective 
adjustments. Taxes on income in the interim period are accrued using the tax rate that would be applicable on expected total annual 
earnings. There was no impact on adoption of IFRIC 23 on 1 January 2019, as detailed disclosures on judgements and estimates used in 
calculation of taxation as well as rental fees and deferred tax assets are included in accounting policies under ‘critical accounting 
estimates, assumptions and judgements’ and note on taxation (see Note 11). 

Leases 
The following new standards became applicable for the current reporting period:  
 IFRS 16 Leases  

There were no retrospective adjustments as a result of adopting this standard. The Group amended accounting policy applied from 1 
January 2019 is disclosed below.  

IFRS 16 specifies how to recognise, measure, present and disclose leases. The standard provides a single lessee accounting model, 
requiring lessees to recognise right-of-use assets and lease liabilities for all material leases. It results in almost all leases being 
recognised on the balance sheet by lessees, as the distinction between operating and finance leases was removed. Under the new 
standard, an asset (the right to use the leased item) and a financial liability to pay rentals are recognised. The only exceptions are 
short-term and low-value leases. The Group’s well service and rental arrangements in Ukraine for oil and gas extraction activities are 
outside of the scope of IFRS 16. 

The Group’s accounting policy under IFRS 16  
At inception of a contract, the Group assesses whether a contract is, or contains, a lease based on whether the contract conveys the 
right to control the use of an identified asset for a period of time in exchange for consideration.  

The Group recognises a right-of-use asset and a lease liability at the lease commencement date. The right-of-use asset is initially 
measured based on the initial amount of the lease liability adjusted for any lease payments made at or before the commencement date, 
plus any initial direct costs incurred and an estimate of costs to dismantle and remove the underlying asset or to restore the 
underlying asset or the site on which it is located, less any lease incentives received.  

The asset is depreciated to the earlier of the end of the useful life of the right-of-use asset or the lease term using the straight-line 
method as this most closely reflects the expected pattern of consumption of the future economic benefits. The lease term includes 
periods covered by an option to extend if the Group is reasonably certain to exercise that option. Lease terms range from two to three 
years for offices. Service agreements for equipment on the working sites are not considered leases as, based upon an assessment of 
the terms and nature of their contractual arrangements, the contracts do not convey the right to control the use of an identified asset. 
In addition, the right-of-use asset is periodically reduced by impairment losses, if any, and adjusted for certain remeasurements of the 
lease liability.  

The lease liability is initially measured at the present value of the lease payments that are not paid at the commencement date, 
discounted using the interest rate implicit in the lease or, if that rate cannot be readily determined, the Group’s incremental 
borrowing rate. Generally, the Group uses its incremental borrowing rate as the discount rate. The lease liability is measured at 
amortised cost using the effective interest method. It is remeasured when there is a change in future lease payments arising from a 
change in an index or rate, if there is a change in the Group’s estimate of the amount expected to be payable under a residual value 
guarantee, or if the Group changes its assessment of whether it will exercise a purchase, extension or termination option. When the 
lease liability is remeasured in this way, a corresponding adjustment is made to the carrying amount of the right-of-use asset, or the 
effect is recorded in profit or loss if the carrying amount of the right-of-use asset has been reduced to zero.  

The Group elected to apply the practical expedient not to recognise right-of-use assets and lease liabilities for short-term leases that 
have a lease term of 12 months or less and leases of low-value assets. The Group also made use of the practical expedient to not 
recognise a right-of-use asset or a lease liability for leases for which the lease term ends within 12 months of the date of initial 
application. 

The Group did not elect to apply the practical expedient to grandfather the assessment of which transactions are leases on the date of 
initial application, as previously assessed under IAS 17 and IFRIC 4. The Group applied the definition of a lease under IFRS 16 to all 
existing contracts. 

The lease payments associated with these leases are recognised as an expense on a straight-line basis over the lease term.  

The Group adopted IFRS 16 from 1 January 2019 using the modified retrospective approach and accordingly the information 
presented for 2018 is not restated. It remains as previously reported under IAS 17 and related interpretations. On initial application, 
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the Group elected to record right-of-use assets based on the corresponding lease liability. A right-of-use asset and lease obligations of 
$0.9m were recorded as of 1 January 2019, with no net impact on retained earnings. When measuring lease liabilities, the Group 
discounted lease payments using its incremental borrowing rate at 1 January 2019. The weighted-average rate applied is 17%.  

The recognised right-of-use assets relate to the following types of assets: 

 
1 January 

2019 
$000 

Depreciation 
charge for the 

period 
$000 

30 June  
2019  
$000 

Properties 856 (155) 701 

Total  856 (155) 701 

 

 

 
30 June  

2019  
$000 

Amounts recognised in the income statement  

Interest on lease liabilities 42 

Expenses relating to short-term leases 111 

Expenses relating to low-value assets, excluding short-term leases of low-value assets 12 

Total  165 

 

 
30 June  

2019  
$000 

Amounts recognised in the statement of cash flows  

Total cash outflow for leases 308 
 
The following table reconciles the Group’s operating lease obligations at 31 December 2018, as disclosed in the Group’s consolidated 
financial statements, to the lease obligations recognised on initial application of IFRS 16 at 1 January 2019.  

 $ 

Operating lease commitments at 31 December 2018 1.8 

Discounted using the incremental borrowing rate at 1 January 
2018 

0.9 

Effect of discounting 0.2 

Recognition exemption for short-term leases 0.2 

Assets that do not meet definition of a lease 0.1 

Impairment provision to be recognised on one of the properties 0.4 

4. Segmental analysis 
The Group has one single class of business, being the exploration for, evaluation, development and production of oil and gas reserves. 
Accordingly the reportable operating segments are determined by the geographical location of the assets. 

There are four (2018: four) reportable operating segments which are based on the internal reports provided to the Chief Operating 
Decision Maker (‘CODM’). Ukraine and Russia segments are involved with production and exploration; the ‘Rest of World’ are involved 
in exploration, development and production and the UK is the home of the head office and purchases material, capital assets and 
services on behalf of other segments.  

The Group derives revenue from the transfer of goods at a point in time. The Group is only engaged in one business of upstream oil and 
gas exploration and production, therefore all information is being presented for geographical segments. This is consistent with the 
revenue information that is disclosed for each reportable segment under IFRS 8 Operating Segments. 

Segment revenue, segment expense and segment results include transfers between segments. Those transfers are eliminated on 
consolidation. 
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Segment results and assets include items directly attributable to the segment. Segment assets consist primarily of property, plant and 
equipment, inventories and receivables. Capital expenditures comprise additions to property, plant and equipment and intangible 
assets. 

First half 2019 
UK 

$000 
Ukraine 

$000 
Russia 

$000 
Rest of World 

$000 
Sub total 

$000 
Eliminations 

$000 
Total 
$000 

External revenue        

Revenue by location of asset        

- Oil - 9,443 314 - 9,757 - 9,757 

- Gas - 24,747 7,791 - 32,538 - 32,538 

- LPG - 2,906 - - 2,906 - 2,906 

- Other - 112 8 - 120 - 120 

  - 37,208 8,113 - 45,321 - 45,321 

Inter segment revenue        

- Management services/other 732 - - - 732 (732) - 

  732 - - - 732 (732) - 

Total revenue  732 37,208 8,113 - 46,053 (732) 45,321 

Profit before tax        

(Loss)/profit from operations (1,861) 8,642 261 (131) 6,911 (314) 6,597 

Finance income     459 - 459 

Finance cost     (1,032) - (1,032) 

Profit before tax     6,338 (314) 6,024 

Total assets1 4,224 112,236 107,130 2,018 225,608 - 225,608 

Total liabilities1 (6,690) (58,509) (3,800) (5) (69,004) - (69,004) 
1 Total assets and liabilities exclude assets and liabilities of the Hungarian disposal group classified as held for sale. Please refer to Note 7 for details. 

 

First half 2018 
UK 

$000 
Ukraine 

$000 
Russia 

$000 
Rest of World 

$000 
Sub total 

$000 
Eliminations 

$000 
Total 
$000 

External revenue        

Revenue by location of asset        

- Oil - 8,873 334 - 9,207 - 9,207 

- Gas - 21,240 8,793 - 30,033 - 30,033 

- LPG - 2,610 - - 2,610 - 2,610 

- Other 51 489 - - 540 - 540 

  51 33,212 9,127 - 42,390 - 42,390 

Inter segment revenue        

- Management services/other 2,904 - - - 2,904 (2,904) - 

  2,904 - - - 2,904 (2,904) - 

Total revenue  2,955 33,212 9,127 - 45,294 (2,904) 42,390 

Profit before tax        

(Loss)/profit from operations (757) 4,826 511 (204) 4,376 - 4,376  

Finance income     346 - 346 

Finance cost     (1,376) - (1,376) 

Profit before tax     3,346 - 3,346 

Total assets1 2,555 97,639 108,870 1,284 210,348 - 210,348 

Total liabilities1 (12,453) (52,359) (4,260) (190) (69,262) - (69,262) 
1 Total assets and liabilities exclude assets and liabilities of the Hungarian disposal group classified as held for sale. Please refer to Note 7 for details. 
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5. Property, plant and equipment and other intangible assets 
During the period the Group acquired $10.8 additional assets in Ukraine and Russia (2018: $4.6m in Ukraine, Russia), with 96% in 
respect of Group’s oil and gas producing and development assets (2018: 100% in respect of Group’s oil and gas producing and 
development assets). 

At the reporting date a review of the carrying amounts of property, plant and equipment was undertaken to determine whether there 
was any indication of a trigger that may have led to these assets suffering an impairment loss. Following this review impairment 
triggers were noted in relation to the Ukrainian and Russian assets due to the carrying amount of the Group net assets exceeding the 
Company’s market capitalisation and impairment test was performed in respect of assets in Ukraine and Russia.  

Key Assumptions – Ukraine    
The key assumptions used in the impairment testing were: 

 Production profiles: these were based on the latest available information assessed internally.  

 Economic life of field: it was assumed that the title to the licences is retained and that the licence term will be successfully extended 
beyond its current 2024 expiration date through to the economic life of the field (expected to be around 2035). The economic life of 
the Elyzavetivske field is currently expected to be around 2029 as per management’s current expectation.  

 Prices: gas price assumptions have been adjusted to match the current year-to-date average prices of $229/Mcm and kept constant 
for the duration of the model. Oil price assumptions are consistent with 2018 impairment model. 

 Production taxes: the Company has assumed production tax rates of 29% for gas and oil. A gas tax rate of 12% is applied to new 
wells.  

 Capital and operating costs: these were based on current operating and capital costs in Ukraine for both projects.   

 Post tax nominal discount rate of 19.1%. This was based on a Capital Asset Pricing Model analysis consistent with 2018 impairment 
review.   

Based on the key assumptions set out above the recoverable amounts for both cash generating units in Ukraine exceed their carrying 
amounts and therefore oil and gas assets were not impaired.  It was also determined that no reversal of impairment charges made in 
prior periods was appropriate. 

Key Assumptions – Russia 
The key assumptions used in the impairment testing were: 

 Production profiles: these were based on the latest available information assessed internally.   

 Economic life of field: it was assumed that YGE will be successful in extending the licence term beyond its current 2026 expiration 
to the economic life of the field.  

 Gas prices: from 1 July 2020 and annually thereafter, the gas prices have been increased by 4.0% through to 2026 based on historical 
experience.  

 Capital and operating costs: these were based on current operating and capital costs in Russia, project estimates provided by third 
parties and supported by estimates from our own specialists, where necessary. 

 Post tax nominal Rouble discount rate of 13.6%. This was based on a Capital Asset Pricing Model analysis consistent with 2018 
impairment review.   

Based on the key assumptions set out above the recoverable amounts for the cash generating unit in Russia exceed its carrying 
amount and therefore oil and gas assets were not impaired.  It was also determined that no reversal of impairment charges made in 
prior periods was appropriate. 

6. Borrowings 

 

30 June  
2019 

(unaudited) 
$000 

30 June  
2018 

(unaudited) 
$000 

31 December 
2018 

(audited) 
$000 

Current    

Convertible bonds due 2020 5,577 6,781 5,962 

Term-loans repayable within one year 5,577 6,781 5,962 

Non-current    

Convertible bonds due 2020  - 4,030 5,041 

Term-loans repayable after more than one year - 4,030 5,041 
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Convertible bonds due 2020  
On 19 February 2013 the Company successfully completed the placing of $40m of guaranteed unsubordinated convertible bonds with 
institutional investors which were due 2018 (prior to restructuring) raising cash of $37.2m net of issue costs.    

Please refer to Group Consolidated financial statements for the full disclosure on Borrowings in Note 11. 

19 February 2017 the Company made the first payment to Bondholders in respect of prior accretion amounts of $1.9m (12.0% of the 
principal amount of the Bonds) and interest payment of $1.8m. 19 February 2018 the Company made a payment of the first instalment 
to Bondholders of $5.3m (33% of the principal amount of the Bonds), together with the final accretion payment of $0.5m (3.0% of the 
principal amount of the Bonds) and interest of $1.1m. On 19 February 2019 the Company made a payment of the second instalment to 
Bondholders of $5.3m (33% of the principal amount of the Bonds), together with $0.7m interest payment in accordance with the terms 
and conditions of the Bond. 

Credit facility 
On 11 December 2018, PPC, our subsidiary in Ukraine, renewed a 12 month revolving credit line from Tascombank for UAH280m 
(originally secured 15 December 2017 for UAH150 m). At 30 June 2019 the total short-term line of credit amounted to $10.7m at an 
exchange rate of $1: 26.17 (31 December 2018: $10.1m at an exchange rate of $1: 27.69 Hryvnia). The amount outstanding at 30 
June 2019 was nil (31 December 2018: nil), so the undrawn portion totaled $10.7m (31 December 2018: $10.1m).  

The main terms and conditions of the revolving credit line are as follows:  

 drawdowns can be made either in USD or UAH;  

 interest rate cost for USD drawn down is 10%; 

 interest rate cost for UAH drawn down: 17.5% to 30 days, 18.0% 31 to 90 days, 20.75% 91 to 180 days, 22.5% 181 to 365 days; 

 borrowing above UAH90m, equivalent to $3.4m at 30 June 2019 (31 December 2018: $3.3m) will require a corporate guarantee from 
JKX Oil & Gas Plc. The corporate guarantee provided by the JKX Oil & Gas plc in respect of the credit facility with Tascombank is 
considered to be an insurance contract under the provisions of IFRS 4; 

 assets with a market value of UAH460m, equivalent to $17.6m at 30 June 2019 (31 December 2018: $16.6m) have been identified 
for use as a collateral, collateral is to be provided only on a drawdown; 

 amount borrowed will be repaid during the last 4 months, by equal-sized monthly payments, to be effected on the last day of the 
month/the last day of the credit limit period. Last date of repayment for the last part of amount borrowed is 14 December 2019. 

The facility is available through 14 December 2019 subject to planned renewal if required. In addition PPC holds a UAH50m ($1.9m) 
overdraft facility which remains undrawn and is due for renewal in December 2019. 

The credit facility of $10.7m (31 December 2018:  $10.1m) includes two financial covenants. If the covenants are not met additional 
interest of 2% applies to the facility but failure to meet covenants does not represent an event of default. The covenants are 

 to keep gross margin at no less than 50% during the period of the credit facility agreement, based on PPC’s financial reporting 
results.  

 starting from the first quarter of 2019 and during the period of the credit facility agreement, PPC is to maintain the ratio between 
financial (interest) debt and EBITDA (adjusted to the annual value) at no more than 3.0. 
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7. Discontinued operations and assets classified as held for sale  
In early February 2018 the Group announced its intention to exit its oil and gas operations in Hungary and initiated an active 
programme to locate a buyer for its subsidiary JKX Hungary BV which 100% owns Riverside Energy Kft, based in Hungary. The 
marketing process was commenced in Q2 2018. The sale is highly probable within the next 12 months. 

The associated assets and liabilities were consequently presented as held for sale in the financial statements at 31 December 2018. 
Prior to the reclassification assets were measured at the lower of carrying amount and fair value less costs to sell.  

The financial performance and cash flow information presented are for periods ended 30 June 2019 and 30 June 2018. 

 

30 June  
2019 
$000 

30 June 
2018
$000 

Revenue 103 804  

Cost of sales     

Royalties (25)   (117) 

Other cost of sales (470) (858) 

Total cost of sales (495) (975) 

Administrative expenses (13) (213) 

Gain/(loss) on foreign exchange 40 (294) 

Loss from operations before and after tax (365) (678) 
 

Net cash outflow from operating activities (215) (340) 

Effect of exchange rates on cash and cash equivalents 2 (2) 

Net decrease in cash used by the subsidiary (213) (342) 

   

Basic and diluted loss per share from discontinued operations (0.22) (0.41) 
 

The following assets and liabilities were reclassified as held for sale in relation to the discontinued operation as at 30 June 2019 and 
31 December 2018. 

Assets and liabilities of disposal group classified as held for sale 

30 June 
2019 
$000 

31 December
2018
$000 

Assets classified as held for sale   

Trade and other receivables 981 753 

Cash  59 273 

Restricted cash - 211 

Total assets of disposal group held for sale 1,040 1,237 

Liabilities of the disposal group classified as held for sale   

Trade and other payables (57) (322) 

Abandonment provision (449) (453) 

Total liabilities of disposal group held for sale (506) (775) 

Net assets 534 462 
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8. Share capital  
Equity share capital, denominated in Sterling, was as follows: 

  
30 June 2019

(unaudited)
Number 

30 June 2019

(unaudited)
£000 

30 June 2019

(unaudited)
$000 

31 December 
2018 

(audited) 
Number 

31 December 
2018 

(audited) 
£000 

31 December 
2018

(audited)
$000 

Allotted, called up and fully paid       

Balance at 31 December and 30 June 172,125,916 17,212 26,666 172,125,916 17,212 26,666 
 
Of which the following are shares held in treasury: 

Treasury shares held at  
31 December and 30 June 

402,771 40 77 402,771 40 77 

 

Treasury shares and Employee Benefit Trust 
The Company did not purchase any treasury shares during the period (2018: nil). There were no treasury shares used in the period 
(2018: nil) to settle share options.  

JKX Employee Benefit Trust was established in 2013 and acquired 5,000,000 shares in JKX Oil & Gas plc at a cost of $4.0m for the 
purpose of making awards under the Group’s employee share schemes and these shares have been classified in the statement of 
financial position as treasury shares within retained earnings.  

None of these shares were used during the period (2018: nil) to settle share options. At the period end JKX Employee Benefit Trust held 
5,000,000 shares in JKX Oil & Gas plc (2018: 5,000,000) 

There are no shares reserved for issue under options or contracts. 

9. Provisions 

Current provisions 

Production 
based taxes1 

$000 

Onerous 
lease 

provision 
$000 

Total
$000

At 1 January 2019 12,431 214 12,645

Foreign currency translation 761 - 761 

Amount  utilised in the period - (253) (253) 

Amount released in the period - 39 39 

Amount provided in the period  587 - 587 

Reclassification from non-current provisions 6,507 - 6,507 

At 30 June 2019 20,286 - 20,286

 

Non-current provisions 

Production 
based taxes1 

$000 
Total 
$000 

At 1 January 2019 30,074 30,074 

Foreign currency translation 1,725 1,725 

Amount provided in the period 2,226 2,226 

Amount released in the period (521) (521) 

Reclassification to current provisions (6,507) (6,507) 

At 30 June 2019 26,997 26,997 

1. The provision for production based taxes is in respect of a claim against PPC for additional rental fee for the period August to December 2010 and January to December 2015. 
$2.3m (2018: $2.9m) was recognised as a charge in the half-year 2019 Consolidated income statement and relates to interest accrued during 2019, of which $0.6m (2018: 
$1.2m) relates to August to December 2010 liability and $1.7m (2018: $1.7m) to January to December 2015. Both claims are being contested in the Ukrainian courts (see Note 
11). The amount is denominated in Ukrainian Hryvnia (‘UAH’) and is stated above at its US$-equivalent amount using the rate at 30 June 2019 of UAH26.17/$ (2018: UAH 
26.19/$). The provision for rental fee claims at 30 June 2019 includes estimated interest and penalties. Judgement is applied regarding application of relevant legislation to 
determine estimates of the interest and penalties, together with aspects of the underlying claims which are considered overstated based on the legislation on which the 
claims are based, should this legislation be applied, notwithstanding that the Group disputes the claims in their entirety. The Board believes that the claims are without merit 
under Ukrainian law and the Company will continue to contest them vigorously. Whilst provisions are held by the Group, additional contingent liabilities exist in respect of 
the rental fee claims given the judgments required in forming the provisions and alternative potential outcomes. 
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Provision on decommissioning 

 

30 June  
2019 

(unaudited) 
$000 

30 June  
2018 

(unaudited) 
$000 

31 December 
2018 

(audited) 
$000 

Provision for site restoration 5,779 5,039 5,599 

 

Current provisions 

Disputed 
rental fees1

$000 

Onerous lease 
provision2 

$000 

Slovakia closure 
costs3

$000 
Total
$000 

At 1 January 2018 37,065 204 - 37,269 

Foreign currency translation 2,690 (3) - 2,687 

Amount utilised in the period - (96) - (96) 

Amount provided in the period  2,873 115 181 3,169 

At 30 June 2018 42,628 220 181 43,029 

1 The provision for disputed rental fees is in respect of a claim against PPC for additional rental fee for the period August to December 2010 and January to December 2015. 
$2.9m was recognised as a charge in the half year 2018 consolidated income statement and relates to interest accrued during 2018, out of which $1.2m relates to August to 
December 2010 liability and $1.7m to January to December 2015. Both claims are being contested in the Ukrainian courts (see Note 11). The amount is denominated in 
Ukrainian Hryvnia (‘UAH’) and is stated above at its US$-equivalent amount using the rate at 30 June 2018 of UAH26.19/$ (2017: UAH 28.07/$). The provision at 30 June 2018 
includes the total value of the claims plus interest and penalties. The Board believes that the claims are without merit under Ukrainian law and the Company will continue to 
contest it vigorously. No contingent liabilities exist in respect of Ukrainian production taxes. 

2 2018 onerous lease provision concerns the Group’s liability for onerous lease contracts relating to its London office. Following a reduction in London office staff in 2016, three 
out of the four floors of the occupied building became surplus to requirements. Subsequently, two out of three floors have been assigned to new tenants. The provision has 
been determined as the present value of the unavoidable costs relating to rents and rates to the end of the lease terms, net of the expected sub-lease income, discounted at 
6.5% (2017: 6.5%). The remaining life of the leases at 30 June 2018 was 3.5 years (2017: 4 years). 

3 In early February 2018 the Board approved a decision to withdraw from Slovakia. On 16 March 2018 the Company gave a formal notice of relinquishment of Svidnik, 
Medzilaborce and Snina exploration licences to the other parties in the joint venture. The provision for closure costs, represents the amount set aside to cover the costs to be 
received in the final joint venture statement in 3rd quarter of 2018. 

10. Exceptional items 
During the period exceptional items as detailed below have been included in cost of sales in the income statement: 

 
Cost of sales1 

$000 

Movement in provision for disputed rental fees - amount provided in the period 2,813 

Provision released in the period (521) 

 2,292 
1 Please see Note 9 for details 

11. Taxation 
No UK tax liability has arisen during the six months ended 30 June 2019 (2018: $nil) due to the availability of tax losses. The current 
tax charged in the period relates to Ukrainian corporation tax which has arisen in the Group’s subsidiary, Poltava Petroleum Company. 
Taxes charged on production of hydrocarbons in Ukraine, Russia and Hungary are included in cost of sales. 

Factors that may affect future tax charges 
A significant proportion of the Group’s income will be generated overseas. Profits made overseas will not be able to be offset by costs 
elsewhere in the Group. This could lead to a higher than expected tax rate for the Group. 

Changes to the UK corporation tax rates were substantively enacted as part of Finance Bill 2015 and Finance Bill 2016. These include 
reductions to the main rate to reduce the rate to 19% from 1 April 2017 and to 17% from 1 April 2020. The impact of the rate 
reduction is not expected to have a material impact on UK current taxation.  

The corporation tax rate in Ukraine for 2019 is 18% (2018: 18%). 

Taxation in Ukraine – production taxes 
Since Poltava Petroleum Company’s (‘PPC’s’) inception in 1994 the Company has operated in a regime where conflicting laws have 
existed, including in relation to effective taxes on oil and gas production.  

In order to avoid any confusion over the level of taxes due, in 1994, PPC entered into a licence agreement with the Ukrainian State 
Committee on Geology and the Utilisation of Mineral Resources (‘the Licence Agreement’) which set out expressly in the Licence 
Agreement that PPC would pay rental fees on production at a rate of only 5.5% of sales value for the duration of the Licence 
Agreement.  
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Pursuant to the Licence Agreement, PPC was granted an exploration licence and four 20-year production licences, each in respect of a 
particular field. In 2004 PPC’s production licences were renewed and extended until 2024 and operations continued as before.  

In December 1994, a new fee on the production of oil and gas (known as a ‘rental fee’) was introduced through Ukrainian regulations. 
On 30 December 1995, JKX, together with its Ukrainian subsidiaries (including PPC), was issued with a Joint Decision of the Ministry 
of Economy, the Ministry of Finance and the State Committee for the Oil and Gas (‘the Exemption Letter’), which established a zero 
rental fee rate for oil and natural gas produced in Ukraine by PPC for the duration of the Licence Agreement for Exploration and 
Exploitation of the Fields. Based on the Exemption Letter PPC did not expect to pay any rental fees until a new law on rental fees was 
enacted in 2011.  

The new law enacted in 2011 established new mechanisms for the determination of the rental fees. Notwithstanding the Exemption 
Letter, in January 2011 PPC began to pay rental fees in order to avoid further issues with the Ukrainian authorities but without 
prejudice to its right to challenge the validity of rental fee demands.  

During 2015 rental fees in Ukraine were increased to 55% and capital control restrictions were introduced. 

International arbitration proceedings  
In 2015, the Company and its wholly owned Ukrainian and Dutch subsidiaries commenced arbitration proceedings against Ukraine 
under the Energy Charter Treaty, the bilateral investment treaties between Ukraine and the United Kingdom and the Netherlands, 
respectively. In these proceedings, the Company sought repayment of more than $180 million in rental fees that PPC had paid on 
production of oil and gas in Ukraine since 2011, in addition to damages to the business. 

The tribunal decision, in February 2017, did not find in favour of the Company in respect of the rental fees but awarded the Company 
damages of $11.8 million plus interest, and costs of $0.3 million in relation to subsidiary claims. 

On 21 February 2019 an application was filed for the recognition and enforcement of the arbitration award. On 5 July 2019 the written 
judgment of the Kyiv Appellate Court was issued, satisfying the application to recognise the amounts due under the international 
arbitration award. This judgment may be subject to appeal in the Supreme Court of Ukraine before mid-August. No recognition will be 
made in the financial statements of any possible future benefit that may result from this award until there is further clarity on the 
process for, and likely success of, enforcing collection. 

Rental fee claims  
The Group currently has two claims (2018: two) for additional rental fees being contested through the Ukrainian court process. These 
arise from disputes over the amount of rental fees paid by PPC for certain periods since 2010 (2018: 2010), which in total amount to 
approximately $47.3 million (2018: $42.5 million) (including interest and penalties), as detailed below. All amounts are being claimed 
in Ukrainian Hryvnia (‘UAH’) and are stated below at their US$-equivalent amounts using the year end rate of $1:UAH 26.17(2018: $1: 
UAH 27.69).  

 August – December 2010: approximately $13.8 million (2018: $12.4 million) (including $9.1 million (2018: $8.0 million) of interest 
and penalties). On 11 March 2014 PPC won the case in the Poltava Court. The tax office appealed and the Kharkiv Appellate 
Administrative Court reversed the earlier decision. PPC then lost an appeal in the High Administrative Court of Ukraine and the 
Supreme Court rejected PPC’s application for the appeal. PPC has discovered that there were in fact certain procedures that were 
not followed regarding the tax notifications that formed the basis of the original claims against PPC. Certain documentation was 
found to be missing from the files of the tax authorities. In April 2017 the Poltava Circuit Administrative Court found in favour of 
PPC and cancelled the tax notification decisions on the grounds that due process had not been followed. On 1 June 2017 the Kharkiv 
Appellate Administrative Court upheld the judgment of the Poltava Circuit Administrative Court. In July 2017 the Poltava Joint 
State Tax Inspectorate ("PJSTI") filed a cassation complaint against the previous court judgements of lower courts in PPC's favour. 
This cassation hearing at the Supreme Court of Ukraine is expected before the end of 2019. Whilst PPC has been successful in the 
April, June and July 2017 court hearings, the Board considers it appropriate to maintain a provision notwithstanding that PPC 
disputes the claim basis, given assessment of all relevant facts and circumstances. 

 January – December 2015: approximately $33.5 million (2018: $30.1 million) (including $20.8 million (2018: $17.9 million) of 
interest and penalties). Following the commencement of international arbitration proceedings at the beginning of 2015 (see above), 
from July 2015 PPC reverted to paying a 28% rental fee for gas production (instead of the revised official rate of 55%) as a result of 
the awards granted under the arbitration. PPC also declared part of its rental fee payments at 55% for the first 6 months of 2015 as 
overpayments and consequently stopped paying the rental fee for gas in order to align the total payments made in 2015 with the 
28% rate awarded made under the arbitration proceedings. The Ukrainian tax authorities issued PPC with a series of claims for the 
difference between 28% and 55%, which were being contested in eight separate cases.  One of these cases has now been resolved in 
PPC’s favour and the others continue to be contested:  

 Case No. 816/845/16 for principal of $0.3m. In December 2018 the Poltava Circuit Administrative Court, and in May 2019 the 
Kharkiv Appellate Administrative Court, found in favour of PPC and both ruled that Tax Notification Decisions previously issued 
against PPC were illegal and were cancelled. It is expected that PJSTI will file cassation complaint. In July 2019 the Supreme 
Court of Ukraine refused to accept the cassation complaint of the PJSTI for procedural reasons, meaning that these decisions will 
not be appealed.  This case is therefore closed in favour of PPC. 

 Case No. 816/688/16 for principal of $1.6m. In April 2019, the Poltava Circuit Administrative Court, found in favour of PPC and 
ruled that Tax Notification Decisions previously issued against PPC were illegal and were cancelled. It is expected that PJSTI will 
file appellate complaint. 
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 Two cases (Nos. 816/687/16 and 816/1191/16) for a total principal of $1.9m are in the process of consideration by the first 
instance court of merits 

 Case No. 816/685/16 for a total principal of $2.0m was previously suspended. PJSTI have filed cassation complaint with the 
Supreme Court to unsuspend it. The hearing is expected to take place in the second half of 2019. If PJSTI is successful at these 
hearings, then the case will be considered by the first instance court of merits. 

 Three cases (Nos. 816/846/16, 816/844/16 and 816/686/16) for with a total principal of $7.2m were previously confirmed as 
suspended by the Supreme Court.  It is expected that PJSTI may file motions in the first instance court to renew these cases. 

It is expected that hearings in respect of the majority of these cases will be held within the next two years. In the meantime full 
provisions are made for all outstanding claims.  In 2019 a reversal of $0.5m has been applied to the provisions in respect of Case No. 
816/845/16 which has been resolved in PPC’s favour. 
A charge of $2.3 m has been charged to the Consolidated income statement in the year (2018: $5.1 m) relating to interest accrued on 
the remaining August – December 2010 and January – December 2015 claims (see Note 9).  

12. Earnings per share 
The calculation of earnings per ordinary share for the six months ended 30 June 2019 is based on the weighted average number of 
shares in issue during the period of 166,723,145 (30 June 2018 and 31 December 2018: 166,723,145), including shares held to satisfy 
the Group’s employee share schemes and shares purchased by the Company and held as treasury shares of 5,402,771 (30 June 2018 
and 31 December 2018: 5,402,771), and the profit for the relevant period. The earnings and diluted earnings per share as previously 
presented in the 2018  half-year report was calculated based on a weighted average number of shares of 172,125,916. The 
comparatives have been revised to reflect the weighted average number of shares shown below to include the treasury shares and 
treasury shares held in the EBT. 

The effects of dilutive potential have been included when calculating dilutive earnings per share for the period ended 30 June 2019. 
2,812,080 (30 June 2018: 10,080,134; 31 December 2018: 9,476,096) potentially dilutive ordinary shares associated with the 
convertible bonds (Note 6) have been included as they are dilutive at 30 June 2019. 

There were 256,150 (30 June 2018: 1,059,650; 31 December 2018: 256,150) outstanding share options at 30 June 2019, of which 
256,150 (30 June 2018: 1,059,650; 31 December 2018: 256,150) had a potentially dilutive effect. All of the Group’s equity derivatives 
were dilutive for the period ended 30 June 2019 (30 June 2018 and 31 December 2018: dilutive). 

The diluted earnings per share for the six months ended 30 June 2019 is based on 169,791,375 (30 June 2018: 177,862,929; 31 
December 2018: 176,455,391) ordinary shares calculated as follows: 

Profit 

30 June  
2019 

(unaudited) 
$’000 

30 June 
 2018 

(unaudited) 
$’000 

31 December 
2018 

(audited) 
$’000 

Profit for the purpose of basic and diluted earnings per share:    

-After exceptional item 2,199 1,889 15,257 

-Before exceptional item 3,814 4,292 18,551 
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Number of shares 

30 June  
2019 

(unaudited) 

30 June  
2018 

(unaudited) 

31 December  
2018 

(audited) 

Basic weighted average number of shares 172,125,916 172,125,916 172,125,916 

Treasury shares (402,771) (402,771) (402,771) 

Treasury shares held in Employee Benefit Trust (5,000,000) (5,000,000) (5,000,000) 

Weighted average number of shares 166,723,145 166,723,145 166,723,145 

Dilutive potential ordinary shares:    

-Share options 256,150 1,059,650 256,150 

-Convertible bonds 2020 (see Note 6) 2,812,080 10,080,134 9,476,096 

 Weighted average number of shares for diluted earnings per share 169,791,375 177,862,929 176,455,391 

13. Reconciliation of profit from operations to net cash generated from operations 

 

Six months to 
30 June  

2019 
$000 

Six months to 
30 June  

2018 
$000 

Year to  
31 December 

2018 
 $000  

Profit from continuing operations before tax 6,597 4,376 15,676 

(Loss)/profit from discontinued operations before tax (365) (678) 930 

Depreciation, depletion and amortisation 9,264 7,116 15,155 

Exceptional item – increase in provision for production based taxes, including forex 2,292 5,564 5,441 

Increase in onerous lease provision, including forex 39 112 284 

Increase in closure costs provision for Slovakia - 180 - 

Abandonment provision write-off - - (172) 

Loss/(profit) on disposal of fixed assets 658 (5) - 

Share-based payment charge 14 13 13 

Cash generated from operations before changes in working capital  18,499 16,678 37,327 

Increase in operating trade and other receivables (32) (472) (1,288) 

(Decrease)/increase in operating trade and other payables (1,537) (1,289) 1,250 

(Increase)/decrease in inventories (4,923) 417 (166) 

Net cash generated from continuing operations 12,222 15,674 37,281 

Net cash used in discontinued operations (215) (340) (158) 
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14. Related-party transactions 
Key management compensation amounted to $0.5m for the six months ended 30 June 2019 (2018: $0.5m).  

Vladimir Tatarchuk and Vladimir Rusinov were appointed to the Board on 28 January 2016 and were thought to have a beneficial 
interest in Convertible Bonds with principal amount of $2.3m at 30 June 2018 which are held by Proxima. On 16 August 2018 Vladimir 
Tatarchuk and Vladimir Rusinov tendered their resignations with immediate effect, and such resignations were accepted by the 
Board. They ceased to be related parties as of this date. 

In February 2018, the following redemptions were made in relation to Proxima’s bond holding and in accordance with the terms and 
conditions of the restructured Bonds (see Note 6):  

 $1.1m in respect of first instalment of the principal; 

 $0.1m  in respect of prior accretion amounts; 

 $0.2m Bond interest payment. 

The following transactions were carried out with PJSC  “Mining Company Ukrnaftoburinnya” (“UNB”) a Ukrainian oil and gas company 
in which Group holds a 10% of the ordinary share capital and which was considered a related party at 30 June 2019: 

 

30 June 
2019  
$000 

30 June 
2018  
$000 

Gas sales 1,323 644 
 

 

30 June 
2019  
$000 

30 June 
2018 
$000 

Oil purchase - 18 
 
Gas and oil are sold and purchased on normal commercial terms and conditions. 

15. Events after the reporting date 

We are not aware of any events after the reporting date requiring disclosure or adjustment to the financial statements. 
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2P reserves Proved plus probable 

3P reserves Proved, probable and possible 

P50  Reserves and/or resources estimates that have a 50 per cent probability of being met or exceeded 

Boe Barrel of oil equivalent 

Boepd Barrel of oil equivalent per day 

Bopd Barrel of oil per day 

Bpd Barrel per day 

HHN Riverside Energy Kft 

Hryvnia The lawful currency of Ukraine 

HSECQ Health, Safety, Environment, Community and Quality 

KPI Key Performance Indicator 

LIBOR London InterBank Offered Rate 

LPG Liquefied Petroleum Gas 

Mbbl Thousand barrels 

Mboe Thousand barrels of oil equivalent 

MMboe Million barrels of oil equivalent 

MMcm Million cubic metres 

PPC Poltava Petroleum Company 

Roubles The lawful currency of Russia 

Sq. km Square kilometre 

TD Total depth 

$ United States Dollars 

UAH Ukrainian Hryvnia 

US United States 

VAT Value Added Tax 

YGE Yuzhgazenergie LLC 
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Cautionary statement about  
forward looking statements 
 

 

The Half Year Report contains certain forward looking statements with respect to the financial position, results of operations and 
business of the Group. Examples of forward looking statements include those regarding oil and gas reserves estimates, anticipated 
production or construction commencement dates, costs, outputs, demand, trends in commodity prices, growth opportunities and 
productive lives of assets or similar factors. The words “anticipate”, “estimate”, “plan”, “believe”, “expect”, “may”, “should”, “will”, 
“continue”, or similar expressions, commonly identify such forward looking statements. 

Forward looking statements involve known and unknown risks, uncertainties, assumptions and other factors that are beyond the 
Group’s control. For example, future oil and gas reserves will be based in part on long-term price assumptions that may vary 
significantly from current levels. These may materially affect the timing and feasibility of particular developments. Other factors 
include the ability to produce and transport products profitably, demand for products, the effect of foreign currency exchange rates on 
market prices and operating costs, activities by governmental authorities, such as changes in taxation or regulation, and political 
uncertainty. 

Given these risks, uncertainties and assumptions, actual results could be materially different from any future results expressed or 
implied by these forward looking statements which speak only as at the date of this report. Except as required by applicable regulations 
or by law, the Group does not undertake any obligation to publicly update or revise any forward looking statements, whether as a result 
of new information or future events. The Group cannot guarantee that its forward looking statements will not differ materially from 
actual results. 


