ACCOUNTANTS’ REPORT ON SHEBA EXPLORATION LIMITED.

The Directors 

Sheba Exploration Ltd 

Sullivan House 

Widemarsh Street 

Hereford 

HR4 9HG

And

The Directors 

Gateway Securities 

3rd Floor 

New Baltic House 

65 Fenchurch Street

London 

EC3M 4BE

Dear Sirs,

SHEBA EXPLORATION LIMITED.

Introduction

We report on the financial information set out below. This financial information has been prepared in connection with the Offer for Subscription in Sheba Exploration (UK) Plc, a holding company for Sheba Exploration Limited, contained in the Prospectus dated today.

Basis of Preparation 

Sheba Exploration Ltd has prepared financial statements for the period from incorporation to 8th February 1999 and for the 5 years ended 28th February 2000, 2001, 2002, 2003 and 2004. This firm audited the financial statements for the period ended 29th February 2004 and issued an unqualified audit report.

The financial information given below has been extracted from the financial statements referred to above to which no material adjustments were considered to be necessary.

Responsibility 

The Directors of Sheba Exploration (UK) Plc are responsible for the contents of the Prospectus in which this report is included. It is our responsibility to compile the financial information set out in our report, to form an opinion to you.

Basis of Opinion 

We conducted our work in accordance with the Statement of Investment Circular Reporting Standards issued by the Auditing Practices Board. Our work included an assessment of the evidence relevant to the amounts and disclosures in the financial information. It also included an assessment of the significant estimates and judgements made by those responsible for the preparation of the financial statements underlying the financial information and whether the accounting policies are appropriate to the entity’s circumstances, consistently applied and adequately disclosed.

We planned and formed our work so as to obtain all the information and explanations which we considered necessary in order to provide us with sufficient evidence to give reasonable assurance that the financial information is free from material misstatement, whether caused by fraud or other irregularity or error.

Opinion 

In our opinion, the financial information set out below gives, for the purpose of the Prospectus dated today, a true and fair view of the state of affairs of Sheba Exploration Ltd as at the dates stated and of its results for the periods then ended.

Consent

We consent to the inclusion of this report in the Prospectus and accept responsibility for this report for the purposes of paragraph 45(1)(b)(iii) of Schedule 1 to the Public Offers of Securities Regulations 1995.

Yours faithfully

Phillips and Company

SHEBA EXPLORATION LIMITED

PROFIT AND LOSS ACCOUNTS



Year ended 
Year ended
Year ended 



February 29, 2004
February 28, 2003
February 28, 2002




Notes
£
£
£

Turnover 

1
0
0
0

Cost of Sales

(8205)
(6647)
(8647)



_____________________________________________________

Gross Loss

(8205)
(6647)
(8647)

Administrative Expenses

(8410)
(7857)
(9819)

Other operating income

0
0
0




_____________________________________________________

Operating Loss
2
(16615)
(14504)
(18466)

Interest receivable 

0
0
0



_____________________________________________________




(16615)
(14504)
(18466)

Interest payable and similar charges
0
0
0


Loss on ordinary activities before taxation
(16615)
(14504)
(18466)

Corporation Tax 

0
0
0



_____________________________________________________

Retained loss for the year

(16615)
(14504)
(18466)

Retained loss brought forward

(89157)
(74653)
(56187)



_____________________________________________________

Retained loss carried forward

(105772)
(89157)
(74653)



_____________________________________________________


SHEBA EXPLORATION LIMITED

BALANCE SHEETS




Year ended 

Year ended 

Year ended 




February 29, 2004
February 28, 2003
February 28, 2002





£

£

£



Notes 

Fixed Assets
3

Tangible assets 


395

456

386

Current Assets 

Cash at bank


285

807

1074

Creditors: amounts falling due 

Within one year
4

(14004)

(19947)

(24094)




_________________________________________________

Net liabilities


(13324)

(18684)

(22634)




_________________________________________________

Capital and reserves 
5

Called up share capital 

4000

3263

2938

Share premium account

88448

67210

49081

Profit and Loss account 

(105772)

(89157)

(74653)



_________________________________________________

Shareholders’ funds 

(13324)

(18684)

(22634)



_________________________________________________

SHEBA EXPLORATION LIMITED

Notes to the financial information.

1. Accounting policies 



The principle accounting policies adopted in the preparation of the accounts are set out below and have remained unchanged from the previous year, and have also been consistently applied within the same accounts. 

(a)
Basis of Accounting


The financial statements have been prepared under the historical cost convention and in accordance with the Financial Reporting Standard for Smaller Entities (effective June 2002).

(b)
Cash Flow


The financial statements do not include a cash flow statement because the company, as a small reporting entity, is exempt from the requirement to prepare such a statement under the Financial Reporting Standard 1 "Cash Flow Statements".

(c)
Turnover


Turnover represents net invoiced sales of goods, excluding Value Added Tax and discount where applicable.

(d)
Tangible Fixed Assets


Depreciation is provided at the following annual rates in order to write off each asset over its estimated useful life:


Plant and Equipment
- 10% Reducing Balance Method


Computer Equipment
- 25% Reducing Balance Method

(e)
Foreign Currencies

Assets and liabilities in foreign currencies are translated into sterling at the rates of exchange ruling at the balance sheet date.  Transactions in foreign currencies are translated into sterling using an average rate of exchange ruling taken at the beginning and end of the financial year.  Exchange differences are taken into account in arriving at the operating loss

2.Operating Loss

The operating loss is stated after charging:




29.02.04
28.02.03
28.02.02





£

£

£

Depreciation- owned assets

61
74

67

Auditors’ remuneration

2559

0

0
________________________________________

3.Tangible fixed assets



Plant and





Machinery 
Total



£
£

Cost 

As at 28.02.2002
734


734

Year ended 28.02.2003
144

144

Year ended 28.02.2004 
-

-



_________
______

As at 29.02.2004
878

878



_________

______

Depreciation


As at 28.02.2002
348

348

Year ended 28.02.2003
74

74

Year ended 29.02.2004 
61

61



_________

______

As at 29.02.2004 
483

483



_________

______

Net Book Value 

At 28.02.2002
386

386




_________

______

At 28.02.2003
456

456



_________

______

At 28.02.2004 
395

395



_________
______

4.Creditors: amounts falling due within one year.



29.02.04
28.02.03
28.02.02




£
£
£

Directors’ accounts
11504
18831
22646

Accruals

2500
1116
1448



_______
______
______



14004
19947
24094




_______
______
______

5.Called up share capital 



29.02.04
28.02.03
28.02.02




£

£

£

Authorised: 

Ordinary shares of £1 each

5500

5500

5500

Ordinary employee shares of £1 each 

2500

2500

1500



_______

_______

_______

Allotted, called up and fully paid:

Ordinary shares of £1 each 

1970

1683

1438

Ordinary employee shares of £1 each 

2030

1580

1500



_______
_______
_______

6.Related party disclosures

In the opinion of the Directors, as at 29th February 2004, the company was under the control of H. Atkinson Esq., the major shareholder and the managing director of the company. The director has used a current account with the company to record amounts introduced and withdrawn by him. The balance at 29th February 2004 was £11504 credit (2003: £18831 credit, 2002: £22646 credit).

7.Going Concern Evaluation.

As stated in the audit report the financial statements have be been prepared on a going concern basis. The basis may not be appropriate because the company made a loss after taxation of £16615 during the year ended 29th February 2004, and at that date its current liabilities exceeded its current assets by £2215.


