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Gulf Keystone Petroleum Limited



Gulf Keystone Petroleum Limited is an independent ,/
oil and gas exploration and production Company
focused on exploration in the Kurdistan Region of
Iraq. The Company holds working interests in four
adjacent exploration blocks in the region, including
the world-class discovery at the giant Shaikan field.

The Company is registered in Bermuda with further offices in Erbil

in the Kurdistan Region of Iraq, Algiers, Algeria and London, UK.

Gulf Keystone has been quoted on the AIM Market of the London Stock
Exchange since 2004 (stock quote GKP). Today, we are a leading oil
operator in the Kurdistan Region of Iraq with a plan to become one
of the major independent exploration and production players liste
on the London Stock Exchange.
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REPORT OF THE REMUNERATION AND APPOINTMENTS COMMITTEE

Details of share option awards for Directors who served during the year are as follows:

Scheme 1 January 2011 Granted 31 December 2011
Todd Kozel Share Option Plan 3,000,000 - 3,000,000
Ali Al Qabandi Share Option Plan 1,000,000 - 1,000,000
John Gerstenlauer Share Option Plan 2,000,000 - 2,000,000
Ewen Ainsworth Share Option Plan 1,000,000 - 1,000,000
Mehdi Varzi Share Option Plan 100,000 - 100,000
Peter Truscott Share Option Plan 100,000 - 100,000
Charles Guthrie Share Option Plan - 250,000 250,000
Todd Kozel 2009 LTIP Options 9,766,473 - 9,766,473
John Gerstenlauer 2009 LTIP Options 1,953,295 - 1,953,295
Ewen Ainsworth 2009 LTIP Options 1,953,295 - 1,953,295
Todd Kozel 2010 LTIP Options - 4,195,000 4,195,000
John Gerstenlauer 2010 LTIP Options - 839,000 839,000
Ewen Ainsworth 2070 LTIP Options - 839,000 839,000

At 31 December 2011, one third of the 2009 LTIP Options have vested and are exercisable (Todd Kozel: 3,255,491; John Gerstenlauer:
651,098; Ewen Ainsworth: 651,098) and subsequent to the year end, a second third of these options has vested. There have been no
variations to the terms and conditions or performance criteria for the schemes during the financial year. During the year, the
Company Share Option Plan options for John Gerstenlauer, Ewen Ainsworth, Mehdi Varzi and Peter Truscott (2,000,000; 1,000,000;
100,000 and 100,000 options respectively) have vested. The Share Option Plan options for Todd Kozel (3,000,000 options), and Ali
Al Qabandi (1,000,000 options), have vested subsequent to the year end.

On 21 March 2012, an option to acquire 250,000 common shares in the capital of the Company at a price of 250 pence per common
share was granted under Gulf Keystone's Share Option Plan to Mark Hanson, who joined the Company as a Non-Executive Director
in November 2011. Subject to certain performance criteria having been met prior to exercise, these options will vest after a three
year period and can be exercised at any time until expiry on 25 November 2021.

LTIP Options
LTIP options are structured option grants under the existing Share Option Plan with stretching performance criteria known as the
Long Term Incentive Performance Conditions.

Details of the LTIP awards granted by the Trustees of the Gulf Keystone Employee Benefit Trust (“EBT") following the recommendation
of the Remuneration Committee during the year are as follows:

Number of Market price

Scheme Date of grant awards granted Exercise price at award date

Todd Kozel 2010 LTIP Options 4 Feb 2011 4,195,000 175p 173.50p
John Gerstenlauer 2010 LTIP Options 4 Feb 2011 839,000 175p 173.50p
Ewen Ainsworth 2010 LTIP Options 4 Feb 2011 839,000 175p 173.50p

It is recommended that the 2010 LTIP Options will be available for exercise in equal tranches over three financial years subject to the
following performance conditions:

(i) One third of the 2010 LTIP Options will vest on the share price reaching 275 pence.

(i) One third of the 2010 LTIP Options will vest on the share price reaching 325 pence.

(iii)One third of the 2010 LTIP Options will vest on the share price reaching 375 pence.
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Subsequent to year end the share price reached 200 pence and as a result the second third of the 2009 LTIP options vested.

Details of the LTIP awards which vested subsequent to the year-end are as follows:

Number of Market price Market price

Scheme awards vested Exercise price at award date at vesting date

Todd Kozel 2009 LTIP Options 3,255,491 75p 71.25p 201p
John Gerstenlauer 2009 LTIP Options 651,098 75p 71.25p 201p
Ewen Ainsworth 2009 LTIP Options 651,098 75p 71.25p 201p

No LTIP Share Options were exercised by the Directors during the year.
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Bonus shares granted and vested
On 21 March 2012, on the recommendation of the Remuneration Committee, the Independent Directors approved the 2011 awards
made under the Company’s 2011 Executive Bonus Scheme as follows:

Maximum number
Market price  of common shares

Scheme at award date awarded
Todd Kozel 2011 Executive Bonus Scheme 251.75p 4,377,500
John Gerstenlauer 2011 Executive Bonus Scheme 251.75p 875,500
Ewen Ainsworth 2011 Executive Bonus Scheme 251.75p 875,500

The EBT Trustees have agreed to satisfy these awards on behalf of the Company. One third of the maximum number of common
shares vested on 21 March 2012 and has been included in the 2011 Directors’ remuneration. Sufficient shares were issued to the EBT
to satisfy this part of the award in March 2012. In accordance with the Company’s Executive Bonus Scheme guidelines, one half of
the remaining award will be considered for vesting at the end of 2012 with the second half being considered for vesting at the end
of 2013.

On 21 March 2012, on the recommendation of the Remuneration Committee, the Independent Directors resolved that one half of
the remaining 2010 Company's Executive Bonus Scheme awards are deemed vested. The EBT Trustees agreed to satisfy these awards
and subscribed for sufficient shares as follows:

Number of

Market price common shares

Scheme at vesting date vested

Todd Kozel 2010 Executive Bonus Scheme 251.75p 1,488,333
John Gerstenlauer 2010 Executive Bonus Scheme 251.75p 297,667
Ewen Ainsworth 2010 Executive Bonus Scheme 251.75p 297,667

The awards of one half of the remaining 2010 Company’s Executive Bonus Scheme to the Non-Executive Directors were made and
have been satisfied by the Company directly as follows:

Number of

Market price common shares

Scheme at vesting date vested

Mehdi Varzi 2010 Executive Bonus Scheme 251.75p 333,333
Peter Truscott 2010 Executive Bonus Scheme 251.75p 333,333

All of the second issue of the 2010 Executive Bonus Scheme awards has been included in the 2011 Directors’' remuneration.

/% For more information visit www.gulfkeystone.com
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Also on 21 March 2012, on the recommendation of the Remuneration Committee, the Independent Directors resolved that the
remaining awards granted under the 2009 Company's Executive Bonus Scheme are deemed to have vested.

Details of Directors receiving bonus shares under the 2009 scheme are as follows:

Number of

Market price common shares

Scheme at vesting date vested

Todd Kozel 2009 Executive Bonus Scheme 251.75p 1,666,666
Ali Al Qabandi 2009 Executive Bonus Scheme 251.75p 333,334
John Gerstenlauer 2009 Executive Bonus Scheme 251.75p 333,334
Ewen Ainsworth 2009 Executive Bonus Scheme 251.75p 333,334

The EBT Trustees have agreed to satisfy these awards and shares were issued to the EBT in March 2012 respectively to satisfy the

vested awards.

The awards of the remaining third of the 2009 Company's Executive Bonus Scheme to the Non-Executive Directors were made and

have been satisfied by the Company directly under the Company's Bonus Scheme as follows:

Number of

Market price common shares

Scheme at vesting date vested

Mehdi Varzi 2009 Executive Bonus Scheme 251.75p 33,334
Peter Truscott 2009 Executive Bonus Scheme 251.75p 33,334

All of the remaining 2009 Executive Bonus Scheme awards disclosed above have been included in the 2011 Directors’ remuneration.

Bonus shares
Details of outstanding bonus share awards for Directors who served during the year are as follows:

1 January 2011 31 December

Scheme 20110 Awards Granted? Vested® 20114

Todd Kozel Executive Bonus Scheme 4,643,333 4,377,500 (4,614,166) 4,406,667
Ali Al Qabandi Executive Bonus Scheme 333,334 - (333,334) -
John Gerstenlauer Executive Bonus Scheme 928,668 875,500 (922,834) 881,334
Ewen Ainsworth Executive Bonus Scheme 928,668 875,500 (922,834) 881,334
Mehdi Varzi Executive Bonus Scheme 700,001 - (366,667) 333,334
Peter Truscott Executive Bonus Scheme 700,001 - (366,667) 333,334

(1) The bonus shares awarded as at 1 January 2011 include the bonus shares awarded pursuant to the 2010 and 2009 Executive Bonus Schemes that had as yet not vested

following the awards of 4 February 2011.
(2) 2011 Awards Granted" relate to the bonus shares awarded pursuant to the 2011 Executive Bonus Scheme on 21 March 2012.

(3) “Vested” awards are the 2009, 2010 and 2011 Executive Bonus Scheme awards that were deemed to have vested on 21 March 2012 as a result of the Group's performance
during 2011. Shares for these vested awards have been issued either directly to the beneficiary or to the EBT, which are held at the discretion of the EBT Trustee, and are

included in Directors' Interests in Shares and Options as shares issued post-year end.

(4) Bonus share awards as at 31 December 2011 include the bonus shares awarded pursuant to the 2011 and 2010 Executive Bonus Scheme awards made on 21 March 2012

and 4 February 2011 respectively but have not yet vested.
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Bonus shares lapsed
No Directors' bonus shares lapsed during the year or subsequent to the year end.

Exit Event Awards

The Remuneration Committee has recommended that the Company makes cash-settled awards to certain Executive Directors and
employees conditional on the occurrence of an Exit Event (as defined below) (“Exit Event Awards”), up to @ maximum amount
equivalent to the value of 10,000,000 common shares at the time of an Exit Event, and that a trustee (the “Exit Event Trustee”) be
appointed to hold and, subject to the occurrence of an Exit Event, to sell sufficient common shares to satisfy the Exit Event Awards.

On 21 March 2012, the Independent Directors (as defined previously) approved Exit Event Awards, subject to the occurrence of an
Exit Event, as follows:
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Number of common shares to be cash-settled,
subject to the occurrence of an Exit Event

Todd Kozel 300,000
John Gerstenlauer 140,000
Ewen Ainsworth 140,000

The value of the common shares to be settled pursuant to the Exit Event Awards is dependent on the Company's share price, if and
when an Exit Event occurs.

Preparation of the Exit Event Awards commenced in June 2011 and subsequently involved detailed discussion and consultation with
the Company'’s advisers and a number of the Company’s leading institutional and other shareholders who cumulatively held in
excess of 35% of the issued share capital of the Company. The discussions and consultations latterly also included the 2011
Executive Bonus Scheme and 2011 cash bonus and resulted in extensive changes to the initially proposed awards.

The objective of the Exit Event Awards is to retain and incentivise the Company executives and staff in the event of any corporate
transaction. The Exit Event Awards align the interests of the Company employees and key management personnel with shareholders
and reward the loyalty of all members of staff.

An Exit Event is defined in detail in the Share Award Agreement in relation to an Exit Event Award and envisages a sale of either the
Company or a substantial proportion (i.e. more than 50%) of its assets. No such event has occurred as of the date of this report.

The market price of the shares at 31 December 2011 and 31 December 2010 was £1.90 and £1.69 respectively and the range during
2011 was £1.01 to £1.96.

This report was approved by the Board on 25 May 2012 and signed on its behalf by:

M Varzi
Remuneration and Appointments Committee Chairman

% For more information visit www.gulfkeystone.com
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DIRECTORS' RESPONSIBILITIES IN THE PREPARATION

OF THE FINANCIAL STATEMENTS

The Directors are responsible for preparing the annual report
and the financial statements in accordance with applicable law
and regulations.

The Directors have elected to prepare the Group financial
statements under International Financial Reporting Standards
("IFRSs") as adopted by the European Union and Article 3 of the
IAS regulation.

International Accounting Standard 1 requires that financial
statements present fairly for each financial year the Company'’s
financial position, financial performance and cash flows. This
requires the faithful representation of the effects of
transactions, other events and conditions in accordance with
the definitions and recognition criteria for assets, liabilities,
income and expenses set out in the International Accounting
Standards Board's ‘Framework for the Preparation and
Presentation of Financial Statements’. In virtually all
circumstances, a fair presentation will be achieved by
compliance with all applicable IFRSs. The Directors are also
responsible for:

— properly selecting and applying accounting policies;

— presenting information, including accounting policies, in a
manner that provides relevant, reliable, comparable and
understandable information;

— providing additional disclosures when compliance with the
specific requirements in IFRSs is insufficient to enable users
to understand the impact of particular transactions, other
events and conditions on the entity's financial position and
financial performance; and

— making an assessment of the Company'’s ability to continue
as a going concern.

The Directors are responsible for keeping adequate accounting
records that are sufficient to show and explain the Company's
transactions and disclose with reasonable accuracy at any time
the financial position of the Company. They are also responsible
for safeguarding assets of the Company and hence for taking
reasonable steps for the prevention and detection of fraud and
other irregularities.

The Directors are responsible for the maintenance and integrity
of the corporate and financial information included on the
Company'’s website.

Legislation in Bermuda governing the preparation and
dissemination of financial statements may differ from legislation
in other jurisdictions.

Directors’ Responsibility Statement

We confirm that to the best of our knowledge:

1. the financial statements, prepared in accordance with
International Financial Reporting Standards as adopted by
the EU, give a true and fair view of the assets, liabilities,
financial position and profit or loss of the Company and the
undertakings included in the consolidation taken as a whole;
and

2. the sections of the annual report include a fair review of the
development and performance of the business and the
position of the Company and the undertakings included in the
consolidation taken as a whole, together with a description of
the principal risks and uncertainties that they face.

By order of the Board
TF Kozel

Executive Chairman and Chief Executive Officer
25 May 2012
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We have audited the consolidated financial statements of Gulf
Keystone Petroleum Limited for the year ended 31 December
2011 which comprise the Consolidated Income Statement,
Consolidated Statement of Comprehensive Income, Consolidated
Balance Sheet, Consolidated Statement of Changes in Equity,
Consolidated Cash Flow Statement, Summary of Significant
Accounting Policies and the related notes 1 to 23. The financial
reporting framework that has been applied in their preparation is
International Financial Reporting Standards (IFRSs) as adopted by
the European Union.

This report is made solely to the Company’s members, as a
body. Our audit work has been undertaken so that we might
state to the Company’s members those matters we are required
to state to them in an auditor's report and for no other purpose.
To the fullest extent permitted by law, we do not accept or
assume responsibility to anyone other than the Company and
the Company's members as a body, for our audit work, for this
report, or for the opinions we have formed.

Respective responsibilities of Directors and auditor

As explained more fully in the Directors’ Responsibilities
Statement, the Directors are responsible for the preparation of
the financial statements and for being satisfied that they give a
true and fair view. Our responsibility is to audit and express an
opinion on the financial statements in accordance with
applicable law and International Standards on Auditing (UK and
Ireland). Those standards require us to comply with the Auditing
Practices Board's Ethical Standards for Auditors.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and
disclosures in the financial statements sufficient to give
reasonable assurance that the financial statements are free from
material misstatement, whether caused by fraud or error. This
includes an assessment of: whether the accounting policies are
appropriate to the Group's circumstances and have been
consistently applied and adequately disclosed; the
reasonableness of significant accounting estimates made by the
Directors; and the overall presentation of the financial
statements. In addition, we read all the financial and non-
financial information in the annual report to identify material
inconsistencies with the audited financial statements. If we
become aware of any apparent material misstatements or
inconsistencies we consider the implications for our report.

Opinion on financial statements

In our opinion the consolidated financial statements:

— give a true and fair view of the state of the Group’s affairs as
at 31 December 2011 and of the Group's loss for the year
then ended; and

— have been properly prepared in accordance with IFRSs as
adopted by the European Union.

Emphasis of matter — uncertain outcome of

legal proceedings

In forming our opinion on the consolidated financial statements,
which is not modified, we have considered the adequacy of the
disclosures made in note 20 to the consolidated financial
statements concerning the uncertain outcome of legal
proceedings which include a claim against up to 30% of the
Group's blocks in the Kurdistan Region of Iraq. The operations in
the Kurdistan Region of Iraq comprise the substantial majority of
the Group's overall petroleum operations. The Company and
two of its subsidiaries received notice on 23 December 2010 of
the claims, since which time they have been vigorously
contesting the claims. The trial is due to be heard in the UK
courts in October 2012. The ultimate outcome of the matter
cannot presently be reliably estimated, and consequently no
provision for any liability that may result has been made in the
consolidated financial statements.

Opinion on other matters

In our opinion the information given in the Directors' Report for
the financial year for which the consolidated financial
statements are prepared is consistent with the consolidated
financial statements.
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Matters on which we are required to report by exception

We have nothing to report in respect of the following matters

where we are required to report to you if, in our opinion:

— adequate accounting records have not been kept; or

— we have not received all the information and explanations
we require for our audit.

Deloitte LLP
Chartered Accountants
London, United Kingdom
25 May 2012

/% For more information visit www.gulfkeystone.com
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CONSOLIDATED INCOME STATEMENT

For the year ended 31 December 2011

2011 2010
Notes $'000 $'000
Continuing operations
Revenue 4 6,919 808
Cost of sales (6,919) (808)
Gross profit - _
Other operating expenses
Impairment of assets held for sale 10  (10,000) -
General and administrative expenses (60,350) (32,595)
Loss from operations 2 (70,350) (32,595)
Other gains and losses 5 5,791 5,940
Interest revenue 4 1,239 192
Finance costs 15 (473) (348)
Loss before tax (63,793) (26,811)
Tax benefit 6 1,437 819
Loss after tax for the year (62,356) (25,992)
Loss per share (cents)
Basic 7 (8.01) (4.17)
Diluted 7 (8.01) (4.17)
For the year ended 31 December 2011
2011 2010
$'000 $'000
Loss for the period (62,356) (25,992)
Foreign currency translation differences (250) (154)

Total comprehensive loss for the period (62,606) (26,146)
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As at 31 December 2011

2011 2010
Notes $'000 $'000

Non-current assets
Intangible assets 8 360,005 223,824
Property, plant and equipment 9 4,295 4,102
Deferred tax asset 16 7977 4,106

372,277 232,032

Current assets

Assets held for sale 10 35,840 10,441
Inventories 12 17,233 14,423
Trade and other receivables 13 8,594 3,663
Liquid investments 29,528 10,177 o
Cash and cash equivalents 208,103 201,268 ; =
Derivative financial instruments 23 1,838 659 o )z,
301,136 240,631 ==
Total assets 673413 472,663 2=
w

Current liabilities

Trade and other payables 14 (58,199) (39,103)
Derivative financial instruments 23 (358) -
Current tax liabilities (712) (320)

(59.269) (39,423)

Non-current liabilities

Provisions 15 (8,070) (6,399)
(8,070)  (6,399)
Total liabilities (67,339) (45,822)
Net assets 606,074 426,841
Equity
Share capital 17 7,627 6,628
Share premium account 17 790,435 593,470
Share option reserve 34,065 20,468
Exchange translation reserve (561) (311)
Accumulated losses (225,492) (193,414)
Total equity 606,074 426,841

The financial statements were approved by the Board of Directors and authorised for issue on 25 May 2012 and are signed on its
behalf by:

TF Kozel KE Ainsworth
Executive Chairman and Chief Executive Officer Finance Director

% For more information visit www.gulfkeystone.com



Annual report and accounts 2011 GULF KEYSTONE PETROLEUM I.TD.@

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

For the year ended 31 December 2011

Attributable to equity holders of the Group

Share Share Exchange

Share premium option translation  Accumulated Total

capital account reserve reserve losses equity

Notes $'000 $'000 $'000 $'000 $'000 $'000

Balance at 1 January 2010 3,985 239,813 11,745 (157) (186,292) 69,094
Transfer relating to share-based payments - - (18,904) - 18,904 -
Share-based payment expense 21 - - 21,730 - - 21,730
Deferred tax on share-based payment transactions 16 - - 2,057 - - 2,057
Share issue 17 2,643 353,657 3,840 - - 360,140
Foreign currency translation differences - - - (154) - (154)
Own shares held 17 - - - - (34) (34)
Net loss for the year - - - - (25,992) (25,992)
Balance at 1 January 2011 6,628 593,470 20,468 (311) (193,414) 426,841
Transfer relating to share-based payments - - (30,332 - 30,332 -
Share-based payment expense 21 - - 42540 - - 42,540
Deferred tax on share-based payment transactions 16 - - 1,389 - - 1,389
Share issue 17 999 196,965 - - - 197,964
Foreign currency translation differences - - - (250) - (250)
Own shares held 17 - - - - (54) (54)
Net loss for the year - - - - (62,356) (62,356)

Balance at 31 December 2011 7,627 790,435 34,065 (561) (225,492) 606,074
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For the year ended 31 December 2011

2011 2010
Notes $'000 $'000
Operating activities
Cash used in operations 18  (24,236) (26,225)
Tax paid (665) (503)
Interest received 1,239 192
Net cash used in operating activities (23,662) (26,536)
Investing activities
Purchase of intangible assets (152,508) (145,877)
Purchase of property, plant and equipment (612) (1,132)
Increase in liquid investments™ (19,351) (10,177)
Net cash used in investing activities (172,471) (157,186) Dy
>z
o - m >
Financing activities =22
Proceeds on issue of share capital 197,905 359,895 E g
Net cash generated by financing activities 197,905 359,895 ar
Net increase in cash and cash equivalents 1,772 176,173
Cash and cash equivalents at beginning of year 201,268 19,156
Effect of foreign exchange rate changes 5,063 5,939
Cash and cash equivalents at end of the year being bank balances and cash on hand 208,103 201,268

(1). Liquid investments comprise short-term liquid investments of between three to 12 months maturity while cash and cash equivalents comprise cash at bank and other
short-term highly liquid investments of less than three months maturity. The combined cash, cash equivalents and liquid investments balance at 31 December 2011 was $237.6

million (2010: $211.4 million).

% For more information visit www.gulfkeystone.com
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General information

The Company is incorporated in Bermuda and is quoted on the AIM Market of the London Stock Exchange (registered address:
Cumberland House, 9th Floor, 1 Victoria Street, Hamilton, Bermuda). In 2008, the Company established a Level T American
Depositary Receipt programme in conjunction with the Bank of New York Mellon which has been appointed as the depositary bank.
The Company serves as the holding Company for the Group, which is engaged in oil and gas exploration and production, operating
in the Kurdistan Region of Iraq and the Republic of Algeria.

Adoption of new and revised accounting standards

Standards not affecting the reported results or the financial position

In the current year, the following new and revised Standards and Interpretations have been adopted. Their adoption has not had any
impact on the amounts reported in these financial statements but may impact the accounting for future transactions.

IAS 24 Clarification of the definition of a related party

IAS 32 Classification of rights issues as equity instruments

IFRIC 14 Amendments to remedy the circumstances where entities are not permitted to recognise as asset
prepayments of minimum funding contributions

IFRIC 19 Clarification of accounting for debt for equity swaps

At the date of authorisation of these financial statements, the following Standards and Interpretations which have not been applied
in these financial statements were in issue but not yet effective:

IFRS 1 (amended) Severe Hyperinflation and Removal of Fixed Dates for First-Time Adopters
IFRS 7 (amended) Financial Instruments: Disclosures

IFRS 9 Financial Instruments

IFRS 10 Consolidated Financial Statements

IFRS 11 Joint Arrangements

IFRS 12 Disclosure of Interests in Other Entities

IFRS 13 Fair Value Measurements

IAS 1 (amended) Presentation of Financial Statements

IAS 12 (amended) Deferred Tax: Recovery of Underlying Assets

IAS 19 (revised) Employee Benefits

IAS 27 (revised) Separate Financial Statements

IAS 28 (revised) Investments in Associates and Joint Ventures

IAS 32 (amended) Financial Instruments: Presentation

IFRIC 20 Stripping Costs in the Production Phase of Surface Mine

Other than to expand the disclosure on fair value measurements within the financial statements, the Directors do not anticipate that
the adoption of the Standards and Interpretations listed above will have a material impact on the financial statements of the Group
in future periods.

Statement of compliance
The financial statements have been prepared in accordance with International Financial Reporting Standards (“IFRSs") as adopted by
the European Union.

Basis of accounting
The financial statements have been prepared under the historical cost basis, except for the valuation of hydrocarbon inventory and the
valuation of certain financial instruments, and on a going concern basis. The principal accounting policies adopted are set out below.

Going concern

The Directors have, at the time of approving the financial statements, a reasonable expectation that the Group has adequate resources
to continue in operational existence for the foreseeable future. Thus they continue to adopt the going concern basis of accounting in
preparing the financial statements. Further detail is contained in the Going Concern section of the Directors' Report on page 31.
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Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company and enterprises controlled by the
Company (its subsidiaries) made up to 31 December each year. Control is achieved where the Company has the power to govern
the financial and operating policies of an investee entity so as to obtain benefits from its activities.

Sales and interest revenue
Revenue is measured at the fair value of the consideration received or receivable. Sales revenue represents the Group's share of sales
from petroleum production, net of sales related taxes, VAT and royalties.

Revenue is recognised when all of the following conditions are satisfied:

— the amount of revenue can be measured reliably;

— itis probable that the economic benefits associated with the transaction will flow to the entity; and
— the costs incurred or to be incurred in respect of the transaction can be measured reliably.

Sales revenue is recognised when the goods are delivered and the title has passed. To the extent that revenue arises from test
production during an evaluation programme, an amount is charged from evaluation costs to cost of sales so as to reflect a zero
net margin.
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Interest revenue is accrued on a time basis, by reference to the principal outstanding and at the effective rate of interest applicable.

Property, plant and equipment other than oil and gas interests
Property, plant and equipment is stated at cost less accumulated depreciation and any accumulated impairment losses. Depreciation
is provided at rates calculated to write each asset down to its estimated residual value evenly over its expected useful life as follows:

Fixtures and equipment — 20% straight-line

Intangible assets other than oil and gas interests
Intangible assets, other than oil and gas assets, have finite useful lives and are measured at cost and amortised over their expected
useful economic lives as follows:

Computer software — 33% straight-line

Oil and gas assets
The Group adopts the full cost method of accounting for its oil and gas interests having regard to the requirements of IFRS 6 —
‘Exploration for and Evaluation of Mineral Resources'.

Pre-licence costs
Costs incurred prior to having obtained the legal rights to explore an area are expensed directly to the income statement as they
are incurred.

Exploration and evaluation costs
Under the full cost method of accounting all costs relating to the exploration for and appraisal of oil and gas exploration and evaluation
("EQE") interests, whether commercial or not, are accumulated and capitalised as non-current assets within geographic cost pools.

Expenditure directly associated with evaluation or appraisal activities is initially capitalised as intangible non-current assets. Such
costs include licence acquisition, technical services and studies, seismic acquisition, exploration and appraisal well drilling, payments
to contractors and directly attributable administration and overhead costs.

EQE costs incurred during the exploration and evaluation phase are carried forward, subject to there being no indication of
impairment, where activities in an area have not reached a stage which permits reasonable assessment of the existence of
economically recoverable reserves. EQE costs are transferred to property, plant and equipment upon declaration of commerciality.
Unsuccessful EQE costs are retained within intangible non-current assets and amortised as described below. EQE costs are not
amortised prior to the conclusion of appraisal activities.

Development and production assets

Development and production assets are accumulated within geographic cost pools and represent the cost of developing the
commercial reserves discovered and bringing them into production, together with the ERE expenditures incurred in finding
commercial reserves transferred from intangible EQE assets as outlined above.

/% For more information visit www.gulfkeystone.com
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The cost of development and production assets also includes the cost of acquisition and purchases of such assets, directly
attributable overheads, and costs for future restoration and decommissioning.

Depreciation of oil and gas assets

The net book values of producing assets are depreciated generally on a field-by-field basis using the unit of production (“UOP") basis
which uses the ratio of oil and gas production in the period to the remaining commercial reserves plus the production in the period.
Costs used in the calculation comprise the net book value of the field, and any further anticipated costs to develop such reserves.
Any unsuccessful ERE costs retained within intangible non-current assets are depreciated on a UOP basis by reference to the
commercial reserves of the wider geographic cost pool. Commercial reserves are proven and probable (“2P") reserves estimated
using standard recognised evaluation techniques. The estimate is regularly reviewed by independent consultants.

Impairment of tangible and intangible non-current assets

At each balance sheet date, the Group reviews the carrying amounts of its tangible and intangible assets to determine whether there
is any indication that those assets have suffered an impairment loss. If any such indication exists, the recoverable amount of the
asset, or group of assets, is estimated in order to determine the extent of the impairment loss (if any). For exploration and evaluation
assets, the group of assets is the relevant full cost pool. Where the assets fall into an area that does not have an established pool or
if there are no producing assets to cover the unsuccessful exploration and evaluation costs, those assets would fail the impairment
test and be written off to the income statement in full.

For other assets where the asset does not generate cash flows that are independent from other assets, the Group estimates the
recoverable amount of the cash-generating unit to which the asset belongs.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use, the estimated future cash
flows are discounted to their present value using a pre-tax discount rate that reflects current market assessments of the time value
of money and the risks specific to the asset for which the estimates of future cash flows have been adjusted.

Any impairment identified is immediately recognised as an expense.

Disposals of oil and gas interests

The difference between the fair value of the consideration receivable and the carrying value of the relevant proportion of the oil and
gas asset disposed of is first used to reduce any unsuccessful exploration and evaluation cost carried in the pool, with any excess
gain recognised in the income statement.

Carry of expenditures and farm-in arrangements

Where the Group enters into a commercial agreement which includes carry of expenditures or a farm-in, the arrangement is
accounted for according to its commercial substance. Generally, in the case of a farm-in, the substance is that the counterparty has
acquired a share, or a greater share, of the underlying oil and gas reserves and the arrangement is treated as a partial disposal. Where
the substance is that the counterparty has acquired a right, or a conditional right to be reimbursed by the Group out of future
production, a liability is recognised at the time the obligation arises. In the case of a carry, a liability is recognised when the
obligation is probable and is no longer conditional upon factors under the Group's control.

Non-current assets held for sale
Non-current assets (and disposal groups) classified as held for sale are measured at the lower of carrying value and fair value less
costs to sell.

Non-current assets and disposal groups are classified as held for sale if their carrying amount will be recovered through a sale
transaction rather than through continuing use. The condition is regarded as met only when the sale is highly probable and the asset
(or disposal group) is available for immediate sale in its present condition. Management must be committed to the sale which should
be expected to qualify for recognition as a completed sale within one year from date of classification.

Taxation
The tax expense represents the sum of the tax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Current tax assets and liabilities are measured at the amount
expected to be recovered from or paid to the taxation authorities, based on tax rates and laws that are enacted or substantively
enacted by the balance sheet date.

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amounts of assets and liabilities in
the financial statements and the corresponding tax bases used in the computation of taxable profit, and is accounted for using the
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balance sheet liability method. Deferred tax liabilities are generally recognised for all taxable temporary differences and deferred tax
assets are recognised to the extent that it is probable that taxable profits will be available against which deductible temporary
differences can be utilised. Such assets and liabilities are not recognised if the temporary difference arises from the initial recognition
of goodwill or from the initial recognition of other assets and liabilities in a transaction that affects neither the taxable profit nor the
accounting profit.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent that it is no longer
probable that sufficient taxable profits will be available to allow all or part assets to be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is settled or the asset is realised
based on tax laws and rates that have been enacted or substantively enacted by the balance sheet date. Deferred tax is charged or
credited in the income statement, except when it relates to items charged or credited directly to equity, in which case the deferred
tax is also recognised in equity.

Foreign currencies

The individual financial statements of each Group company are presented in the currency of the primary economic environment in
which it operates (its functional currency). For the purpose of the consolidated financial statements, the results and the financial
position of the Group are expressed in US Dollars, which is the functional currency of the Company, and the presentation currency
for the consolidated financial statements.
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In preparing the financial statements of the individual companies, transactions in currencies other than the entity’s functional
currency are recorded at the rates of exchange prevailing on the dates of the transactions. At each balance sheet date, monetary
assets and liabilities that are denominated in foreign currencies are retranslated at the rates prevailing on the balance sheet date.
Non-monetary assets and liabilities carried at fair value that are denominated in foreign currencies are translated at the rates
prevailing at the date when the fair value was determined. Gains and losses arising on retranslation are included in the income
statement for the year.

On consolidation, the assets and liabilities of the Group's foreign operations which use functional currencies other than US Dollars
are translated at exchange rates prevailing on the balance sheet date. Income and expense items are translated at the average
exchange rates for the period. Exchange differences arising, if any, are recognised in other comprehensive income and accumulated
in equity in the Group's translation reserve. On the disposal of a foreign operation, such translation differences are reclassified to
profit or loss.

Inventories
Inventories, except for hydrocarbon inventories, are valued at the lower of cost and net realisable value. Hydrocarbon inventories are
recorded at net realisable value with changes in hydrocarbon inventories being adjusted through cost of sales.

Financial instruments
Financial assets and financial liabilities are recognised on the Group's balance sheet when the Group has become a party to the
contractual provisions of the instrument.

Trade receivables
Trade receivables are measured at amortised cost using the effective interest method less any impairment.

Cash and cash equivalents
Cash and cash equivalents comprise cash on hand and demand deposits and other short-term highly liquid investments that are
readily convertible to a known amount of cash and are subject to an insignificant risk of changes in value.

Liquid investments
Liquid investments comprise short-term liquid investments of between three to 12 months maturity.

Financial assets at fair value through profit and loss
Financial assets are held at fair value through profit and loss ("FVTPL") when the financial asset is either held for trading or it is
designated at FVTPL.

Financial assets at FVTPL are stated at fair value, with any gains or losses arising on re-measurement recognised in profit or loss.

The net gain or loss recognised in profit or loss incorporates any dividend or interest earned on the financial asset and is included
in the other gains and losses line in the income statement.

/% For more information visit www.gulfkeystone.com
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The Standby Equity Distribution Agreement ("SEDA") has been designated as a financial asset at FVTPL upon initial recognition and
the fair value has been estimated with reference to the fees payable for the SEDA and the percentage of the SEDA drawn down at
balance sheet date.

Derivative financial instruments
The Group may enter into derivative financial instruments including foreign exchange forward contracts to manage its exposure to
foreign exchange rate risk.

Derivatives are initially recognised at fair value at the date a derivative contract is entered into and are subsequently re-measured to
their fair value at each balance sheet date. The resulting gain or loss is recognised in the profit or loss immediately unless the
derivative is designated and effective as a hedging instrument, in which event the timing of the recognition in profit or loss depends
on the nature of the hedge relationship.

A derivative with a positive fair value is recognised as a financial asset whereas a derivative with a negative fair value is recognised as
a liability. A derivative is presented as a non-current asset or a non-current liability if the remaining maturity of the instrument is
more than 12 months and it is not expected to be realised or settled within 12 months. Other derivatives are presented as current
assets or current liabilities.

Impairment of financial assets

Financial assets, other than those valued at FVTPL, are assessed for indicators of impairment at each balance sheet date. Financial
assets are impaired where there is objective evidence that, as a result of one or more events that occurred after the initial
recognition of the financial asset, the estimated future cash flows of the investment have been impacted.

For certain categories of financial asset, such as trade receivables, assets that are assessed not to be impaired individually are
subsequently assessed for impairment on a collective basis. Objective evidence of impairment for a portfolio of receivables could
include the Group's past experience of collecting payments, an increase in the number of delayed payments in the portfolio past the
average credit period, as well as observable changes in local or national economic conditions that correlate with default on receivables.

Financial liabilities and equity
Financial liabilities and equity instruments are classified according to the substance of the contractual arrangements entered into.
An equity instrument is any contract that evidences a residual interest in the assets of the Group after deducting all of its liabilities.

Equity instruments
Equity instruments issued by the Company are recorded at the proceeds received, net of direct issue costs, which are charged to
share premium.

Borrowings

Interest-bearing loans and overdrafts are recorded at the proceeds received, net of direct issue costs. Finance charges, including
premiums payable on settlement or redemption, are accounted for on an accrual basis and are added to the carrying amount of
the instrument to the extent that they are not settled in the year in which they arise.

Trade payables
Trade payables are stated at amortised cost. The average maturity for trade and other payables is one to three months.

Provisions
Provisions are recognised when the Group has a present obligation as a result of a past event which it is probable will result in an
outflow of economic benefits that can be reliably estimated.

Decommissioning provision

Provision for decommissioning is recognised in full when damage is done to the site and an obligation to restore the site to its
original condition exists. The amount recognised is the present value of the estimated future expenditure for restoring the sites

of drilled wells and related facilities to their original status. A corresponding amount equivalent to the provision is also recognised
as part of the cost of the related oil and gas property. The amount recognised is reassessed each year in accordance with local
conditions and requirements. Any change in the present value of the estimated expenditure is dealt with prospectively.

The unwinding of the discount is included as a finance cost.



Annual report and accounts 2011 GULF KEYSTONE PETROLEUM I.TD.@

53

Share-based payments

Equity-settled share-based payments to employees and others providing similar services are measured at the fair value of the entity
instruments at the grant date. Details regarding the determination of the fair value of equity-settled share-based transactions are set
out in note 21.

The fair value determined at the grant date of the equity-settled share-based payments is expensed on a straight line basis over the
vesting period, based on the Group's estimate of equity instruments that will eventually vest. At each balance sheet date, the Group
revises its estimate of the number of equity instruments expected to vest as a result of the effect of non-market based vesting
conditions. The impact of the revision of the original estimates, if any, is recognised in profit or loss such that the cumulative expense
reflects the revised estimate, with a corresponding adjustment to equity reserve.

Leasing
Rentals payable under operating leases are charged to the income statement on a straight-line basis over the term of the relevant lease.

Critical accounting estimates and judgements

Estimates and judgements are continually evaluated and are based on historical experience and other factors, including expectations
of future events that are believed reasonable under the circumstances. The Group makes estimates and assumptions concerning the
future. The resulting accounting estimates and assumptions will, by definition, seldom equal related actual results. The estimates and
assumptions that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the
next financial year are discussed below.
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Carrying value of intangible exploration and evaluation assets

The outcome of ongoing exploration, and therefore the recoverability of the carrying value of intangible exploration and evaluation
assets, is inherently uncertain. Management makes the judgements necessary to implement the Group's policy with respect to
exploration and evaluation assets and considers these assets for impairment at least annually with reference to indicators in IFRS 6.
Further details are provided in note 8.

When an asset is expected to be disposed of or abandoned, the recoverable amount reflects the expected net disposal
consideration, together with the value of any liabilities avoided or transferred.

Decommissioning costs

The accounting policy for decommissioning provision is discussed above. The cost of decommissioning is estimated by reference to
the Group's experience, with key judgements including the application of local laws and regulations, estimates of the related costs,
inflation and discount rates. Further details are provided in note 15 to the accounts.

Reserves estimates

Commercial reserves are determined using estimates of oil-in-place, recovery factors and future oil prices. Future development costs
are estimated using assumptions as to numbers of wells required to produce the commercial reserves, the cost of such wells and
associated production facilities, and other capital and operating costs. Reserves estimates principally affect the depreciation,
depletion and amortisation charges.

Recoverability of deferred tax assets

Deferred tax assets are recognised for unused tax losses to the extent that it is probable that future taxable profits will be available
against which the losses can be utilised. Judgement is required to determine the value of the deferred tax asset, based upon the
timing and level of future taxable profits. The accounting policy for deferred tax is discussed above. Further details are provided in
note 16.

Share-based payments

The share-based payments charge is determined based on a number of assumptions which include but are not limited to the fair
value of awards, vesting period and number of shares to vest. The accounting policy for share-based payments is disclosed above.
Further details are provided in note 21 to the accounts.

Contingent liabilities

The outcome of the legal proceedings related to the Excalibur’s claim for up to 30% in the Group’s blocks in the Kurdistan Region
of Iraq is one of the critical judgements that the Directors of the Company have made in applying the Group's accounting policies.
For further information and disclosures see note 20 to the accounts.

% For more information visit www.gulfkeystone.com
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 31 December 2011

1. Segment information

For the purposes of resource allocation and assessment of segment performance, the Group is organised into three regional business
units — Algeria, Kurdistan and the United Kingdom. These geographical segments are the basis on which the Group reports its
segmental information. The chief operating decision maker is the Executive Chairman and Chief Executive Officer. He is assisted by
the Chief Operating Officer, the Finance Director and the Vice President of Operations as well as the Country Managers in the
Kurdistan Region of Iraq and Algeria.

The accounting policies of the reportable segments are consistent with the Group's accounting policies.

Each segment is described in more detail below:

— Algeria: the Algerian segment consists of the Algiers office and the Group'’s operations in Algerig;

— Kurdistan Region of Iraq: the Kurdistan segment consists of the Shaikan, Akri-Bijeel, Sheikh Adi and Ber Bahr blocks and the Erbil
office which provides support to the operations in Kurdistan; and

— United Kingdom: the UK segment provides geological, geophysical and engineering services to the Gulf Keystone Group.

Corporate manages activities that serve more than one segment. It represents all overhead and administration costs incurred that
cannot be directly linked to one of the above segments.

United

Algeria Kurdistan Kingdom Corporate Elimination Total
31 December 2011 $'000 $'000 $'000 $'000 $'000 $'000
Revenue
Oil sales - 6,919 - - - 6,919
Inter-segment sales - - 15,166 - (15,166) -
Total revenue - 6,919 15,166 - (15,166) 6,919
Cost of sales
Production costs - (6,919) - - - (6,919)
Gross profit/(loss) - - 15,166 - (15,166) -
Impairment of assets held for sale (10,000) - - - - (10,000)
Allocated general and administrative expenses (3,099) (1,634) (18,779) (57,463) 21,154 (59,821)
Depreciation and amortisation expense (1) (402) (124) (2) - (529)
(Loss)/profit from operations (13,100) (2,036) (18,903) (57,465) 21,154 (70,350)
Other gains and losses (36) (7) - 5,834 - 5,791
Interest revenue - - 179 1,237 (177) 1,239
Finance costs (344) (129) (177) - 177 (473)
(Loss)/profit before tax (13,480) (2,172) (3,735) (50,393) 5,988 (63,793)
Tax benefit - - 1,437 - - 1,437
(Loss)/profit after tax (13,480) (2,172) (2,298) (50,393) 5,988 (62,356)
Capital expenditure - 166,643 645 2 - 167,290

Total assets 2,863 426,002 92,217 823,943 (671,612) 673,413
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1. Segment information

ited
Algeria Kurdistan Kir:Jgndlgem Corporate Elimination Total
31 December 2010 $'000 $'000 $'000 $'000 $'000 $'000
Revenue
Qil sales - 808 - - - 808
Inter-segment sales - - 7,434 - (7,434) -
Total revenue - 808 7434 - (7,434) 808
Cost of sales
Production costs - (808) - - - (808)
Gross profit - - 7434 - (7,434) -
Allocated general and administrative expenses (1,207) (388) (10,222) (30,430) 10,146 (32,101) w
Depreciation and amortisation expense (143) (273) (75) (3) - (494) = g
—'
m >
Loss from operations (1,350) (661) (2,863) (30,433) 2,712 (32,595) E %
=>
Other gains and losses - (65) (63) 6,068 - 5,940 ar
Interest revenue - - - 192 - 192
Finance costs (313) (35) - - - (348)
Loss before tax (1,663) (761) (2,926) (24,173) 2,712 (26,811)
Tax benefit - - 819 - - 819
Loss after tax (1,663) (761) (2,107) (24,173) 2,712 (25,992)
Capital expenditure 24 144,857 61 1 - 144,943
Total assets 14,837 245,902 14,691 567,268 (370,035) 472,663
Geographical information
The Group's information about its segment assets (non-current assets excluding deferred tax assets and other financial assets)
by geographical location is detailed below:
2011 2010
$'000 $'000
Algeria 2,690 2,712
Kurdistan 361,014 225,139
Bermuda 3 3
United Kingdom 593 72

364,300 227,926

Information about major customers

Included in revenues arising from the Kurdistan Segment are revenues of approximately $4.9 million (2010: $0.5 million) and
$0.8 million (2010: $nil) which arose from sales to the Group's largest customers.

% For more information visit www.gulfkeystone.com
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

2. Loss from operations

2011 2010
$'000 $'000
Loss from operations has been arrived at after charging:
Depreciation of property, plant and equipment 412 464
Amortisation of intangible assets 117 30
Impairment of assets held for sale 10,000 -
Staff costs (see note 3) 45,007 25,570
Auditor’s remuneration for audit services (see below) 91 80
Operating lease rentals (see note 19) 766 377
2011 2010
$'000 $'000
Fees payable to the Company’s auditor for the audit of the Company's annual accounts 73 64
Fees payable to the Company'’s auditor for other services to the Group
—The audit of the Company’s subsidiaries pursuant to legislation 18 16
Total audit fees 91 80
Corporate finance services 290 -
Tax services - 19
Total fees 381 99
3. Staff costs
The average monthly number of employees (including Executive Directors) for the year was as follows:
2011 2010
Number Number
Office and management 41 43
Technical and operational 98 108
139 151
Employee benefits recognised as an expense during the year comprised:
2011 2010
$'000 $'000
Wages and salaries 6,831 4,885
Social security costs 3,539 3,812
Share-based payment (see note 21) 34,637 16,873
45,007 25,570
4. Revenue
2011 2010
$'000 $'000
Oil sales 6,919 808
Interest revenue 1,239 192
8,158 1,000

Oil sales relate entirely to test production.



Annual report and accounts 2011 GULF KEYSTONE PETROLEUM l.'rn.@

57

5. Other gains and (losses)

2011 2010
$'000 $'000
Exchange gains 4,673 5,855
Mark-to-market valuation of foreign exchange contracts 1,118 319
Change in the fair value of the SEDA derivative financial instrument - (234)
5,791 5,940

6. Tax benefit
2011 2010
$'000 $'000
Provision for current UK corporation tax 1,043 322
Credit for deferred UK corporation tax (2,480) (1,141)
Tax attributable to the Company and its subsidiaries (1,437) (819)

Under current Bermudian laws, the Group is not required to pay taxes in Bermuda on either income or capital gains. The Group has
received an undertaking from the Minister of Finance in Bermuda exempting it from any such taxes at least until the year 2035.

v,
>3
33
=0
Z>
al_

Any corporate tax liability in Algeria is settled out of Sonatrach’s share of oil under the terms of the Production Sharing Contracts
and is therefore not reflected in the tax charge for the year.

In the Kurdistan Region of Iraq, the Group is subject to corporate income tax on its income from petroleum operations under the
production sharing contract. The rate of corporate income tax is currently 15% on total income. However, any corporate income tax
arising from petroleum operations will be paid from the Kurdistan Regional Government of Iraq's share of petroleum profits.

The tax currently payable is based on taxable profit for the year earned in the United Kingdom by the Group’s UK subsidiary. UK
corporation tax is calculated at 26.5% (2010: 28%) of the estimated assessable profit for the year of the UK subsidiary.

On 21 March 2012, the UK Government announced a reduction in the main rate of UK corporation tax from 26% to 24% effective
from 1 April 2012. The Government has also indicated that it intends to enact future reductions in the main UK tax rate of 1% each
year down to 22% by 1 April 2014. As it was not substantively enacted at the balance sheet date, the rate reduction is not yet

reflected in these financial statements in accordance with IAS 10, as it is a non-adjusting event occurring after the reporting period.

Deferred tax is provided for due to the temporary differences which give rise to such a balance in jurisdictions subject to income tax.
During the current period no taxable profits were made in respect of the Group’s Kurdistan PSCs, nor were there any temporary
differences on which deferred tax is required to be provided. As a result, no corporate income tax or deferred tax has been provided
for Kurdistan in the period.

In addition to the amount credited to the income statement, a $1.4 million deferred tax credit (2010: $2.1 million credit) relating to
estimated excess tax deductions related to share-based payments has been recognised directly in equity (see note 16). All deferred
tax arises in the UK.

The expense for the year can be reconciled to the loss per the income statement as follows:

2011 2010
$'000 $'000
Loss before tax (63,793) (26,811)
Tax at the Bermudan tax rate of 0% (2010: 0%) - -
Effect of different tax rates of subsidiaries operating in other jurisdictions 1,437 819
Tax benefit for the year 1,437 819

/% For more information visit www.gulfkeystone.com
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7. Loss per share
The calculation of the basic and diluted loss per share is based on the following data:

2011 2010
$'000 $'000
Loss
Loss for the purposes of basic and diluted loss per share (62,356) (25,992)
2011 2010
Number Number
('000s) ('000s)
Number of shares
Weighted average number of common shares for the purposes of basic loss per share 778,858 622,613
Adjustments for:
— bonus shares n/a n/a
— share options n/a n/a
—warrants n/a n/a
—ordinary shares held by the Employee Benefit Trust n/a n/a
Weighted average number of common shares for the purposes of diluted loss per share 778,858 622,613

There is no difference between basic and diluted earnings per share as the Group was loss making in each year and hence the effect
of bonus shares, share options, warrants and ordinary shares held by the Employee Benefit Trust is anti-dilutive.

As at 31 December 2011, 41.8 million share options (2010: 31.2 million), 21.5 million un-issued bonus shares (2010: 18.6 million),
1.7 million warrants (2010: 2.5 million), and 8.8 million shares held by the Employee Benefit Trust (2010: 3.4 million) were excluded
from the loss per share calculation as they were anti-dilutive. Subsequent to the year end, a further 10.0 million shares were issued
to the Exit Event Trustee in relation to the Exit Event Award (see note 17).
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8. Intangible assets

Exploration
& evaluation Computer
costs software Total
$'000 $'000 $'000
At 1 January 2010
Cost 90,463 286 90,749
Accumulated amortisation - (267) (267)
Net book value 90,463 19 90,482
Year ended 31 December 2010
Opening net book value 90,463 19 90,482
Additions 143,727 84 143,811
Reclassification as held for sale (10,447) - (10,441)
Amortisation charge - (30) (30) N
Foreign currency translation differences - 2 2 2 =
Closing net book value 223,749 75 223,824 E )z>
)
zs
At 31 December 2010 ar
Cost 223,749 369 224,118
Accumulated amortisation - (294) (294)
Net book value 223,749 75 223,824
Year ended 31 December 2011
Opening net book value 223,749 75 223,824
Additions 166,163 507 166,670
Reclassification as held for sale (note 10) (30,355) - (30,355)
Amortisation charge - (117) (117)
Foreign currency translation differences - (17) (17)
Closing net book value 359,557 448 360,005
At 31 December 2011
Cost 359,557 849 360,406
Accumulated amortisation - (401) (401)
Net book value 359,557 448 360,005

The net book value at 31 December 2011 includes intangible assets relating to: Shaikan $220.0 million (2010: $117.8 million);
Ber Bahr $37.4 million (2010: $27.9 million), and Sheikh Adi $102.1 million (2010: $58.6 million).

The additions to oil and gas exploration and evaluation costs in the year include the Shaikan-4 and Shaikan-2 appraisal wells drilling
and testing, the drilling of Shaikan-5 and Shaikan-6 appraisal wells, the drilling of the Sheikh Adi exploration well, Extended Well

Test facilities upgrade, the drilling of the Ber Bahr exploration well, and the acquisition and processing of seismic.

The Akri-Bijeel asset has been re-classified as an asset held for sale (2011: $30.4 million; 2010: $19.4 million) (see note 10) following
the Board's resolution to dispose of the Group's 20 per cent working interest in the block.

The amortisation charge of $117,000 (2010: $30,000) for computer software has been included in general and administrative expenses.

% For more information visit www.gulfkeystone.com
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9. Property, plant and equipment

Oil & gas Fixtures &
properties equipment Total
$'000 $'000 $'000

At 1 January 2010
Cost 2,690 2,048 4,738
Accumulated depreciation - (1,305) (1,305)
Net book value 2,690 743 3,433
Year ended 31 December 2010
Opening net book value 2,690 743 3,433
Additions - 1,132 1,132
Disposals - (10) (10)
Depreciation charge - (464) (464)
Foreign currency translation differences - 11 11
Closing net book value 2,690 1,412 4,102
At 31 December 2010
Cost 2,690 3,126 5816
Accumulated depreciation - (1,714) (1,714)
Net book value 2,690 1,412 4,102
Year ended 31 December 2011
Opening net book value 2,690 1,412 4,102
Additions - 620 620
Disposals - (8) (8)
Depreciation charge - (412) (412)
Foreign currency translation differences - (7) (7)
Closing net book value 2,690 1,605 4,295
At 31 December 2011
Cost 2,690 3,718 6,408
Accumulated depreciation - (2,113) (2,113)
Net book value 2,690 1,605 4,295

The depreciation charge of $0.4 million on fixtures and equipment (2010: $0.5 million) has been included in general and
administrative expenses.

10. Asset held for sale

On 14 September 2011, the Group announced the intention to sell the Group's 20% working interest in the Akri-Bijeel block as part
of the Group's forward strategy to rationalise its asset portfolio. The Group subsequently appointed Joint Corporate Advisers
responsible for co-ordination of and advice on the sale and this process is ongoing.

The Akri-Bijeel intangible asset of $35.8 million (2010: $19.4 million), which is included within the Kurdistan operating segment,

is expected to be sold within 12 months and has been classified as an asset held for sale as at 31 December 2011 and presented
separately in the balance sheet. The value of the asset held for sale as at 31 December 2011 includes $5.5 million that relates to

a prepayment balance to the operator. The proceeds of disposal are expected to substantially exceed the book value of the related
net assets and accordingly no impairment losses have been recognised on the classification of this asset as held for sale. A further
amount of $0.2 million, representing the net present value of the decommissioning costs associated with this asset is included within
the provisions balance at 31 December 2011 (see note 15).

In 2010, the Company negotiated an agreement with BG North Sea Holdings Limited (“BG") which provided for the immediate stay
of the arbitration and the proposed withdrawal of the Company from the Hassi Ba Hamou ("HBH") Permit in Algeria for a net cash
payment from BG of $10.0 million to the Company. On 19 September 2011, an amendment was signed to this agreement resulting in
the project being transferred for nil consideration to BG.
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10. Asset held for sale
All the required documentation was executed and all necessary Government approvals obtained pursuant to the agreement
between the Group and BG on 28 December 2011.

As a result the Group recognised an impairment loss of $10 million in respect of the asset and decommissioning provision previously
associated with the project (2010: $10.4 million and $0.5 million respectively).

11. Subsidiary
Details of the Company’s subsidiaries at 31 December 2011 are as follows:

Proportion Proportion
Place of  of ownership of voting
Name of subsidiary incorporation interest power held Principal activity
Gulf Keystone Petroleum (UK) Limited Great Britain 100% 100%  Geological, geophysical and engineering
services and administration
Gulf Keystone Petroleum International Limited Bermuda 100% 100% Exploration and evaluation activities ﬁ g
Gulf Keystone Petroleum Numidia Limited Bermuda 100% 100% Exploration and evaluation activities m Jz>
Gulf Keystone Petroleum HBH Limited Bermuda 100% 100% Exploration and evaluation activities E =)
Shaikan Petroleum Limited Bermuda 100% 100% Exploration and evaluation activities A 1:2
12. Inventories
2011 2010
$'000 $'000
Exploration materials 16,822 14,081
Crude oil 411 342
17,233 14,423
13. Trade and other receivables
2011 2010
$'000 $'000
Trade receivables 4,122 77
Other receivables 2,185 3,261
Prepayments and accrued income 2,287 325
8,594 3,663

Included within other receivables for 2011 is an amount of $0.3 million (2010: $0.2 million) being the deposit for the UK office which
is receivable after more than one year.

The Directors consider that the carrying amount of trade and other receivables approximates to their fair value and no amounts are
provided against them.

14. Trade and other payables
Trade and other payables principally comprise amounts outstanding for trade purchases and ongoing costs.

The Directors consider that the carrying amount of trade payables approximates to their fair value.

2011 2010
$'000 $'000
Trade payables 23450 13,363
Accrued expenses 34,749 25,740

58,199 39,103

/% For more information visit www.gulfkeystone.com
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15. Provisions

Decommissioning provision $'000
At 1 January 2011 6,399
Additional provision in the year 1,730
Relinquishment of HBH permit (532)
Unwinding of discount 473
At 31 December 2011 8,070

The provision for decommissioning is based on the net present value of the Group’s share of expenditure which may be incurred in
the removal and decommissioning of the wells and facilities currently in place and restoration of the sites to their original state. This
expenditure is estimated to be incurred over the next four to 30 years. Included within the provision are decommissioning costs of
$0.2 million associated with the Akri-Bijeel asset (see note 10). The $0.5 million decommissioning provision associated with the HBH
asset was derecognised on the relinquishment of the block (see note 10).

16. Deferred tax asset
The following are the major deferred tax liabilities and assets recognised by the Group and movements thereon during the current
and prior reporting period.

Accelerated
tax  Share-based
depreciation payments Total
$'000 $'000 $'000
At 1 January 2010 16 944 960
(Charge)/credit to income statement (6) 1,147 1,141
Credit direct to equity - 2,057 2,057
Exchange differences (1) (51) (52)
At 1 January 2011 9 4,097 4,106
(Charge)/credit to income statement (43) 2,523 2,480
Credit direct to equity - 1,389 1,389
Exchange differences 2 - 2
At 31 December 2011 (32) 8,009 7977
17. Share capital
2011 2010
$'000 $'000
Authorised
Common shares of $0.01 each 9,500 9,000
Non-voting shares $0.01 each 500 500
Series A Preferred shares of $1,000 each 60,000 60,000

70,000 69,500

The authorised common share capital was increased from $9.0 million to $9.5 million at the 2011 Annual General Meeting.
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17. Share capital

Common shares

No. of Share Share
shares Amount capital premium
‘000 $'000 $'000 $'000
Issued and fully paid
Balance at 1 January 2010 489,976 243,798 3,985 239,813
Bonus scheme shares issued 4,654 47 47 -
Shares issued under the SEDA 8,180 10,781 82 10,699
Private placement 251,243 363,985 2,512 361,473
Issue costs nfa (18,719) - (18,719)
Shares issued in lieu of cash payment for fees 190 206 2 204
Balance 31 December 2010 754,243 600,098 6,628 593,470 s
>z
—|
Bonus scheme shares issued 6,966 70 70 - E )z>
Share placement 91,120 200,001 911 199,090 mO
Shares issued under Option Scheme 1,028 1,038 10 1,028 = =
Warrants exercised 762 905 8 897 2
[ssue costs n/a (4,050) - (4,050)
Balance 31 December 2011 854,119 798,062 7,627 790,435

During September 2011, a total of 91.1 million shares were placed at a placing price of £1.40 per share to continue financing exploration
and development activities. A further 0.8 million shares were issued at a price of £0.75 per share following an exercise of warrants.

During the year, a total of 6,965,689 shares were issued as part of the Company’s bonus share scheme (2010: 4,653,700), of which
5,886,332 new common shares were issued to the Gulf Keystone Employee Benefit Trust (“EBT") at par value of $0.01 (see note 21).

A further 1,028,098 shares were issued following exercise of options by the employees of the Company. The details of the issues
were as follows:

Weighted average option  Weighted average share price

Date of issue Number of shares issued exercise price realised on issue
7 February 2011 1,025,098 62.05 pence 182.16 pence
8 July 2011 3,000 39.50 pence 144.50 pence

At 31 December 2011, a total of 8,765,323 shares were held by the EBT and included within reserves.

Subsequent to year end, a further 10,979,672 new common shares were issued as part of the Company’s bonus share scheme to
satisfy the awards granted for 2009, 2010 and 2011 performance, including 10,246,338 to the Trust. The compensation charge
related to the 2011 services provided is included in the 2011 Income Statement (see note 21 for further details). In addition, the
Company has been notified by the Trustee of the Company’s Employee Benefit Trust and by certain employees of an exercise of
options under the Share Option Plan. Consequently, the Board has approved the issue of 322,000 new common shares of $0.01
("Option Shares”) raising gross proceeds of £106,285 at an average price of £0.33 per share. A further 761,500 shares were issued
at a price of £0.75 per share raising £571,125 following an exercise of warrants.

Post year end, an additional 10,000,000 common shares of $0.01 each were issued to the Exit Event Trustee who were appointed
to hold and, subject to the occurrence of an Exit Event, to sell sufficient common shares to satisfy the Exit Event Awards (see note 21
to the accounts).

The total number of common shares in issue on 25 May 2012, including those held by the EBT Trustee and the Exit Event Trustee,
is 876,181,620.

Rights attached to share capital
The holders of the common shares have the following rights (subject to the other provisions of the Bye-laws):

(i) entitled to one vote per share;

/% For more information visit www.gulfkeystone.com
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17. Share capital

(ii) entitled to receive notice of, and attend and vote at, general meetings of the Company;

(i) entitled to dividends or other distributions; and

(iv)in the event of a winding-up or dissolution of the Company, whether voluntary or involuntary or for a reorganisation or otherwise
or upon a distribution of capital, entitled to receive the amount of capital paid up on their Common Shares and to participate
further in the surplus assets of the Company only after payment of the Series A Liquidation Value (as defined in the Bye-laws) on
the Series A Preferred Shares.

18. Reconciliation of loss from operations to net cash used in operating activities

201 2010
$'000 $'000
Loss from operations (70,350) (32,595)
Adjustments for:
Depreciation of property, plant and equipment 412 464
Amortisation of intangible assets 117 30
Impairment loss on assets held for sale 10,000 -
Share-based payment expense 34,637 16,873
Increase in inventories (2,810) (13,849)
Increase in receivables (4,897) (1,449
Increase in payables 8,655 4,301
Net cash used in operating activities (24,236) (26,225)
19. Commitments
Operating lease commitments - the Group as a lessee
2011 2010
$000 $'000
Minimum lease payments under operating leases recognised as expense for the year 766 377

At the balance sheet date, the Group had outstanding total commitments under non-cancellable operating leases, which fall due
as follows:

2011 2010
$'000 $'000
Within one year 660 766
In the second to fifth years inclusive 308 1,209
After five years - -
968 1,975

Operating lease payments represent rentals payable by the Group for certain of its office and residence properties and facilities in
the United Kingdom and the Kurdistan Region of Iraq. The UK office leases are for five and four years from February 2010 and April
2011 respectively, with break clauses after three and two years. The office equipment lease is for five years and commenced in
2009. The non-cancellable operating leases within Kurdistan range from one to two years in duration.
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19. Commitments

Exploration commitments

Due to the nature of the Group's operations in exploring and evaluating areas of interest, it is difficult to accurately forecast the
nature or amount of future expenditure, although it will be necessary to incur expenditure in order to retain present exploration and
appraisal rights.

Expenditure commitments on current permits for the Group could be reduced by selective relinquishment of exploration tenure or by
the renegotiation of expenditure commitments. The level of exploration expenditure expected in the year ending 31 December 2012
for the Group is approximately $209 million (2011: $154 million) of which the majority is contracted. This includes the minimum
amounts required to retain the relevant licences.

20. Contingent liabilities

In December 2010, Excalibur commenced legal action against the Companies and Texas Keystone Inc. asserting certain contractual
and non-contractual claims against the Companies and claiming that Excalibur is entitled to an interest of up to 30% in the
Companies’ blocks in the Kurdistan Region of Irag. The operations in the Kurdistan Region of Iraq comprise the substantial majority
of the Group’s overall petroleum operations.

On 8 April 2011, the Companies obtained an injunction in the English Commercial Court restraining Excalibur from pursuing the ICC
Arbitration proceedings instituted in December 2010. The English Commercial Court gave the reasons for this judgment in favour of
the Companies during June 2011 with costs being awarded to the Companies. Excalibur made the required interim payment of
£250,000 on account of costs to the Companies in July 2011. In July 2011, Excalibur also confirmed in the English Commercial Court
in London that it no longer intended to pursue the ICC Arbitration in New York against the Companies and that it was content that
all its claims against the Companies should be determined in the English Commercial Court in London. The trial date in the English
Commercial Court of all the claims asserted by Excalibur has been set for October 2012.
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Subsequent to year end, in April 2012 and further to the decision of the English Commercial Court in London a payment of
£6,000,000 has been made into Court by Excalibur as security for the costs of the Companies of defending the legal action
commenced by Excalibur in December 2010. Excalibur has also made a payment of £3,500,000 into Court as security for the costs
of Texas Keystone Inc.

The Companies continue vigorously to dispute and contest the allegations and claims asserted by Excalibur.
Due to the uncertain outcome of the legal proceedings and the wide range of potential financial outcomes the ultimate outcome of
the legal case cannot presently be reliably estimated, and consequently no provision for any liability that may result has been made

in the financial statements.

21. Share-based payments

2011 2010

$'000 $'000
Bonus shares charge 33,560 19,351
Share options charge 8,980 2,379

42,540 21,730

2011 2010
$'000 $'000
Warrants — share issue costs - 3,840

During the year $7,903,000 (2010: $4,857,000) of the above charge has been capitalised into the cost of the Group's intangible
assets in accordance with the Group’s accounting policy for EQE assets.

/% For more information visit www.gulfkeystone.com
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21. Share-based payments

Equity-settled share option plan

The Group's share option plan provides for a grant price at least equal to the closing market price of the Group shares on the date
prior to grant. Awards made under the Group's share option plan have a vesting period of at least three years except for awards
made under the Long Term Incentive Plan, which vest in equal tranches over a minimum of three years subsequent to the
achievement of a number of operational and market-based performance conditions. If options remain unexercised after a period of
10 years from the date of grant, the options expire. Furthermore, options are forfeited if the employee leaves the Group before the
options vest.

Share Option Plan with Long Term Incentive Performance Conditions

During 2011, following the recommendations of the Remuneration and Appointments Committee, the Trustees granted share
options over 9,490,000 common shares to Directors and employees of the Group under the existing Share Option Plan with
stretching performance criteria known as the Long Term Incentive Performance Conditions (“LTIP Share Options”).

The LTIP Share Options vest in equal tranches over three financial years subject to the achievement of the following performance
conditions:

i) One third of the LTIP Share Options will vest on the share price reaching 275 pence.
ii) One third of the LTIP Share Options will vest on the share price reaching 325 pence.
iii) One third of the LTIP Share Options will vest on the share price reaching 375 pence.

In addition a further 2,300,000 options with market-based performance conditions attached were granted to new employees and
Directors under the Group's share option plan.

2011 2010

Weighted Weighted

Number average Number average

of share exercise of share exercise

options price options price

‘000 (in pence) ‘000 (in pence)

Outstanding at 1 January 31,183 61.4 11,000 32.8

Granted during the year 11,790 170.1 20,283 77.2

Exercised during the year (1,028) 61.9 - -

Forfeited during the year (150) 112.2 (100) 30.0

Outstanding at 31 December 41,795 91.9 31,183 61.4

Exercisable at 31 December 20,644 57.0 7,161 71.6
The inputs into the stochastic (binomial) valuation model are as follows:

2011 2010

Weighted average closing share price on date of grant (in pence) 180.0 76.3

Weighted average exercise price of options granted in the year (in pence) 170.1 772

The expected volatility was calculated as 81%, for the February, June and July 2011 awards, 82% for the September and October
2011 awards (2010: 79%, 95% and 94% for the June 2010, September 2010 and October 2010 awards respectively) and has been
based on the Company's share price averaged for the five years prior to grant date.

The expected term of the 2011 awards is 2.5 to 4.5 years (2010: three to 7.5 years). The risk free rate was 2.86% for the February,
June and 8 July 2011 awards, 1.3% for the 21 July 2011 award, 0.9% for the September 2011 award and 0.6% for the October 2011
award (June 2010 awards: 2.5%; September 2010 and October 2010 awards: 1.5%).

The market-based performance criteria have been included in the fair value of the options with the weighted average fair value of
the options granted in 2011 being £0.96 (2010: £0.51).

The Company has made no dividend payments to date and as there is no expectation of making payments in the immediate future
the dividend yield variable has been set at zero for all grants.
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Share options outstanding at the end of the year have the following expiry date and exercise prices:

Options ('000)
Exercise price
Expiry date (pence) 2011 2010
10 October 2017 39.50 23 400
04 December 2017 33.00 250 250
13 February 2018 30.00 1,450 1,450
24 September 2018 30.00 2,150 2,150
31 December 2018 30.00 4,400 4,400
15 March 2019 30.00 250 250
30 July 2019 30.00 1,650 1,650
18 October 2019 80.75 - 100
7 December 2019 80.75 250 250
3 June 2020 80.75 250 250 v
23 June 2020 75.00 18,882 19,533 ; >
22 September 2020 147.50 250 250 >
11 October 2020 175.00 250 250 E %
06 February 2021 175.00 9,690 - Z2>
19 June 2021 146.25 550 - ar
07 July 2021 146.25 250 -
14 July 2021 146.25 250 -
27 July 2021 146.25 500 -
19 September 2021 152.50 250 -
26 October 2021 146.25 250 -

41,795 31,183

Bonus Shares

Through the Company's Executive Bonus Scheme, the Group issues bonus shares to certain employees for nil consideration. Bonuses
are generally awarded over three years and vest in three equal tranches during those years, subject to continued employment. These
share-based payments are measured at fair value at the date of grant. The fair value of the shares granted is recognised as an
employee expense with a corresponding increase in equity. The fair value of the shares granted is the market price on the date of the
award and is charged to the income statement over the vesting period taking into account the terms and conditions upon which the
shares were granted.

Discretionary grants to Directors and employees of 10,000,000 common shares have been made by the Company as part of the
2011 Executive Bonus Scheme.

Awards of 10,979,672 relating to the 2009, 2010 and 2011 Executive Bonus Schemes have vested in March 2012. Details of all
awards to Directors have been included in the Directors Emoluments for the year ended 31 December 2011.

Bonus shares ('000)

2011 2010
Balance at 1 January 11,514 8,397
Granted during the year 10,000 10,231
Forfeited during the year (60) -
Issued during the year (10,980) (7,114)
Balance at 31 December 10,474 11,514

The weighted average fair value of the bonus shares granted in 2011 was £2.52 (2010: £1.73).

/% For more information visit www.gulfkeystone.com
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21. Share-based payments

Exit Event Awards

Subsequent to the year end, the Remuneration Committee recommended that the Company makes cash settled awards to certain
Executive Directors and employees conditional on the occurrence of an Exit Event (as defined below) up to a maximum amount
equivalent to the value of 10,000,000 common shares of $0.01 each at the time of an Exit Event, and that a trustee (the "Exit Event
Trustee") be appointed to hold and, subject to the occurrence of an Exit Event, to sell sufficient common shares to satisfy the Exit
Event Awards.

On 21 March 2012, the Independent Directors approved the Exit Event Awards to certain Executive Directors and employees, subject
to the occurrence of an Exit Event, equivalent to the value of 2,000,000 common shares. The Exit Event Trustee will hold the
remaining 8,000,000 common shares to satisfy any future Exit Event Awards to full-time employees of the Company and subsidiary
companies, subject to the occurrence of an Exit Event, with such beneficiaries to be determined in due course.

An Exit Event envisages a sale of either the Company or a substantial proportion (i.e. more than 50%) of its assets.

Warrants
During the year the Company issued no warrants (2010: 2,498,350).

22. Related party transactions
Transactions with related parties
During the year, Group companies entered into the following transactions with related parties which are not members of the Group.

Texas Keystone Inc.
Texas Keystone Inc. is a related party of the Group because Mr Todd Kozel, a Director of the Company, is also a Director of Texas
Keystone, Inc. ("TKI").

On 21 December 2007, Gulf Keystone Petroleum International Limited (“GKPI") entered into a Joint Operating Agreement (“the
Agreement”) for the Shaikan block in the Kurdistan Region of Iraq in which TKI holds a 5% participating interest. TKl initially led the
pursuit of opportunities in the Kurdistan Region of Iraq and participated in the successful signature of the Production Sharing
Contract for the Shaikan block. In return for this and TKI's continuing participation, GKPI was liable to pay for TKI's share of the costs
of the Exploration Work Programme and all costs ancillary to the joint operations up until the drilling of the first exploration well.
TKI elected not to participate in the drilling of the Shaikan-1 well and as a consequence agreed to assign its interest under the
contract to GKPI. Currently TKI holds its interest in trust for GKPI pending the transfer of its interest to GKPI.

Directors’ Transactions

During 2011, the Company paid for certain personal expenses on behalf of a Director of the Company that will be refunded to the
Company at its demand during 2012. By virtue of his directorship, this individual is a related party of the Group. The following
amounts were outstanding at the balance sheet date and are included within other receivables:

2011 2010

$'000 $'000

Personal expenses of key management personnel to be refunded to the Group 1,742 -
1,742 -

The outstanding receivable is non-interest bearing and is repayable to the Company on demand. Subsequent to the year end,
$1.6 million of the outstanding $1.7 million has been settled.
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22. Related party transactions

Remuneration of key management personnel

The remuneration of the Directors and Officers, the key management personnel of the Group, is set out below in aggregate for each
of the categories specified in IAS 24 Related Party Disclosures. The names and positions held by those Directors and employees
identified as key management personnel are as follows:

TF Kozel — Executive Chairman and Chief Executive Officer
AA Al Qabandi - Business Development Director
JB Gerstenlauer — Chief Operating Officer

KE Ainsworth — Finance Director

M Varzi — Non-Executive Director

PDT Truscott — Non-Executive Director

MAC Hanson — Non-Executive Director

CRL Guthrie — Non-Executive Director

AA Samarrai — Kurdistan Country Manager

M Messaoudi — Algeria Country Manager

CH Garrett — Vice President Operations

AR Peart — Legal and Commercial Director
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Further information about the remuneration of individual Directors is provided in the Directors’ Emoluments section of the Report of
the Remuneration and Appointments Committee.

2011 2010
$'000 $'000
Short-term employee benefits 8,347 6,199
Other allowances 150 134
Share-based payment — options 7,657 2,175

Share-based payment — bonus shares

30,322 18,670

46,476 27,178

23. Financial instruments

2011 2010
$'000 $'000
Financial assets

Cash and cash equivalents 208,103 201,268
Liquid investments 29,528 10,177
Loans and receivables 6,307 3,338
Derivative asset — SEDA (Level 3) 351 340
Other derivative assets (Level 2) 1,487 319
245,776 215,442

Financial liabilities
Loans and payables 58,199 39,103
Other derivative liabilities (Level 2) 358 -
58,557 39,103

All loans and payables are due to be settled within one year and are classified as current liabilities.

The maturity profile of the Group's financial liabilities is indicated by their classification in the balance sheet as “current” or
“non-current”. Further information relevant to the Group's liquidity position is disclosed in the Directors' Report under “Going Concern”.

Fair value hierarchy

In line with IAS 39 — “Financial Instruments: Recognition and Measurement” the Group uses the following hierarchy for determining
the fair value of financial instruments by valuation technique:

Level 1: quoted (unadjusted) prices in active markets for identical assets or liabilities;

Level 2: other techniques for which all inputs which have a significant effect on the recorded fair value are observable, either directly

or indirectly; and
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23. Financial instruments
Level 3: techniques which use inputs which have a significant effect on the recorded value that are not based on observable
market data.

Capital risk management

The Group manages its capital to ensure that the entities within the Group will be able to continue as going concerns while
maximising the return to stakeholders through the optimisation of the debt and equity balance. The Group is not subject to
externally imposed capital requirements. The capital structure of the Group consists of cash, cash equivalents and liquid investments
and equity attributable to equity holders of the parent, comprising issued capital, reserves and accumulated losses as disclosed in
note 17, the Consolidated Statement of Comprehensive Income and the Consolidated Statement of Changes in Equity.

Capital structure
The Group’s Board of Directors reviews the capital structure on a regular basis. As part of this review, the Board considers the cost of
capital and the risks associated with each class of capital.

Given the current stage of development of the Group's assets, it is the Group's policy to finance its business by means of internally
generated funds and external share capital. As a result, there was no debt at 31 December 2011.

Significant accounting policies

Details of the significant accounting policies and methods adopted, including the criteria for recognition, the basis of measurement
and the basis on which income and expenses are recognised, in respect of each class of financial asset, financial liability and equity
instrument are disclosed in the Summary of Significant Accounting Policies.

Financial risk management objectives

The Group’s management monitors and manages the financial risks relating to the operations of the Group. These financial risks
include market risk (including commodity price, currency and fair value interest rate risk), credit risk, liquidity risk and cash flow
interest rate risk.

The Group has entered into currency risk hedges during 2011. The Group does not presently hedge against other financial risks as the
benefit of entering into such agreements is not considered to be significant enough as to outweigh the significant cost and
administrative burden associated with such hedging contracts.

The risks are closely reviewed by the Board on a regular basis and steps are taken where necessary to ensure these risks are minimised.

Market risk

The Group's activities expose it primarily to the financial risks of changes in foreign currency exchange rates, oil prices and changes
in interest rates in relation to the Group's cash balances. The operating currencies of the Group are Great British Pounds (GBP), US
Dollars (USD), Algerian Dinars (DZD) and Iraqi Dinars (IQD).

The Group's exposure to currency risk has increased following a significant sterling fund-raising during the year and this risk has been
addressed by entering into currency hedges. There have been no changes to the Group's exposure to other market risks or any
changes to the manner in which the Group manages and measures the risk. The Group does not hedge against the effects of
movement in oil prices or interest rates. The risks are monitored by the Board on a regular basis.

The Group is also party to a SEDA which represents a derivative over the Company’s equity. The fair value of the SEDA reflects the
liquidity in the market for the Company's shares at the prevailing share price but since the shares are valued under the SEDA at prices
based on the market price, the fair value of the SEDA is not material. Changes in the fair value of the SEDA are recognised in the
income statement (see note 5).

Foreign currency risk management
The Group undertakes certain transactions denominated in foreign currencies, being any currency other than the functional currency
of the Group subsidiary concerned. Hence, exposures to exchange rate fluctuations arise.

At 31 December 2011, a 10% weakening of the USD against the GBP would have resulted in an increase in the Group's net current

assets and a decrease in loss before tax of $18.3 million and a 10% strengthening would have resulted in a decrease in net current

assets and an increase in loss before tax of $15.0 million. The carrying amounts of the Group's other foreign currency denominated
monetary assets and monetary liabilities at the reporting date were not material to the Group and a 10% change would not have a
material effect.
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23. Financial instruments

Interest rate risk management

The Group's policy on interest rate management is agreed at the Board level and is reviewed on an ongoing basis. The current policy
is to maintain a certain amount of funds in the form of cash for short-term liabilities and have the rest on relatively short-term
deposits, usually one month’s notice to maximise returns and accessibility. The Group has entered into additional liquid investments
of up to 12 months maturity during 2011 to maximise interest returns.

Interest rate sensitivity analysis

Based on the exposure to the interest rates for cash and cash equivalents at the balance sheet date, a 0.5% increase or decrease in
interest rates would have resulted in a $1.1 million increase or decrease in the Group's loss for the year. A rate of 0.5% is used as it
represents management's assessment of the reasonably possible changes in interest rates.

Credit risk management
Credit risk refers to the risk that a counterparty will default on its contractual obligations resulting in financial loss to the Group. The
Group does not have any significant trade and other receivables outstanding from any one customer at balance sheet date (2010: Snil).

The credit risk on liquid funds is limited because the counterparties for a significant portion of the cash and cash equivalents at the
balance sheet date are banks with good credit ratings assigned by international credit-rating agencies.

Liquidity risk management

Ultimate responsibility for liquidity risk management rests with the Board of Directors. It is the Group's policy to finance its business
by means of internally generated funds and external share capital. In common with many exploration companies, the Group raises
finance for its exploration and appraisal activities in discrete tranches to finance its activities for limited periods. The Group seeks to
raise further funding as and when required. When any of the Group's projects move to the development stage, specific financing,
including debt, may be required to enable development to take place.

% For more information visit www.gulfkeystone.com
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Shaikan-2 appraisal well, also pictured on the front cover
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Disclaimer

This document includes certain forward-looking statements regarding the Gulf Keystone Petroleum
Group. By their nature, forward-looking statements involve a number of risks, uncertainties or
assumptions that could cause actual results or events to differ materially from those expressed or
implied by the forward-looking statements. These risks, uncertainties or assumptions could adversely
affect the outcome and financial effects of the plans and events described herein. Forward-looking
statements contained in this document regarding past trends or activities should not be taken as a
representation that such trends or activities will continue in the future. You should not place undue
reliance on forward-looking statements, which speak as only of the date of this document. Except as
required by law, the Company is under no obligation to publicly update or keep current the
forward-looking statements contained in this document or to publicly correct any inaccuracies which
may become apparent in such forward-looking statements.



