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Floor, 20 Abchurch Lane, London EC4N 7BB
Tel: 0207 648 4950 Fax: 0207 648 4951 www.rpsgroup.com

FAO: The Directors

Red Emperor Resources NL
945, Wellington Street
West Perth
Western Australia 6005

Cairn Financial Advisers LLP
61, Cheapside
London, UK
EC2V 6AX 9th May 2011

Re: Letter of Opinion regarding the exploration of Blocks VIa and VIb, onshore
Georgia.

Dear Sirs,

On Monday 1st March RPS Energy (‘RPS’) was asked by Red Emperor Resources NL
(‘Red Emperor’) to provide a formal Letter of Opinion (‘Letter’) regarding the exploration
and prospectivity of Blocks VIa and VIb, onshore Georgia, for the purposes of inclusion
in certain documents relating to entry to the London Stock Exchange AIM market. As
such the Letter has been written in accordance with the requirements of the AIM
Guidance Note for Mining, Oil and Gas Companies dated June 2009 (the “AIM
Guidance Note”).

In accordance with your instructions to us and the requirements of the AIM Guidance
Note, we confirm that we:

1. are professionally qualified and a member in good standing of a self-regulatory
organisation of engineers and/or geoscientists including SPE, SPEE, EI, AAPG,
Geological Society and EAGE;

2. have at least five years’ relevant experience in the estimation, assessment and
evaluation of oil and gas assets;

3. are independent of the Company, its directors, senior management and advisers;

4. will be remunerated by way of a time-based fee and not by way of a fee that is linked
to the Admission or value of the Company;

5. are not a sole practitioner;

6. have the relevant and appropriate qualifications, experience and technical
knowledge to appraise professionally and independently the assets, being all assets,
licences, joint ventures or other arrangements owned by the Company and its
subsidiary undertakings (the “Group”) or proposed to be exploited or utilised by it
(“Assets”) and liabilities, being all liabilities, royalty payments, contractual
agreements and minimum funding requirements relating to the Group’s work
programme and Assets (“Liabilities”); and

7. consider that the scope of this Letter is appropriate, given the Group’s Assets and
Liabilities and includes and discloses all information required to be included therein
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and was prepared to a standard expected in accordance with the AIM Guidance
Note; and,

8. Save as disclosed in this Letter, there has been no material change in the data and
information provided herein.

Neither RPS Energy, nor any of its directors, staff or sub-consultants who contributed to
this report has any interest in the Company; or any of the advisers to the Company; or
the Assets; or the outcome of the Offer.

In compiling this Letter we have used the definitions and guidelines set out in the
Petroleum Resources Management System (“PRMS”) by the SPE/WPC/AAPG/SPEE in
2007 as the internationally recognised Standard required by the AIM Guidance Note as
above.

Background

Blocks VIa and VIb, onshore Georgia, are operated by Strait Oil & Gas Limited (“Strait
Oil & Gas” or “Strait”). Red Emperor plans to acquire a 20% participating interest in
these two licences in return for providing up to US$5.6 MM funding for the drilling of two
wells which are planned for the second and third quarters of 2011. The licences were
granted to Strait Oil & Gas Ltd as a three-phase Product Sharing Agreement (‘PSA’) on
29th March 2007 with a 25 year period.

 Phase I – Geological assessment work – completed November 2007.

 Phase II – Environmental survey / Seismic Planning, Acquisition and Mapping –
completed December 2010.

 Phase III – Drilling of two wells and subsequent development in the event of
successful discovery and appraisal – In progress.

In January 2008, RPS released a Report which described a scoping evaluation of
Blocks VIa and VIb that we made on behalf of Strait Oil and Gas. The report was
necessarily somewhat ‘high level’ since the data available was old, frequently with no
geo-reference or scale and poorly supported by input data such as seismic or wells.
Nonetheless, several potential structures were identified that conformed with what was
known from surface geology, from historical mapping and from field-work done by RPS’
representative at the time. The main conclusions from the January 2008 Report were
that the Georgia licences appeared to have relatively favourable fiscal terms and that
the next phase of work should include the acquisition and interpretation of some 2D
seismic data.

In October 2008, Range Resources farmed in to a 50% interest in the licences in return
for funding Phase II and Phase III to the drilling of commercial wells. Approximately 400
km of 2D seismic was acquired by Geophysical Institute of Israel (GII) at the end of
2009, into 2010, over the two blocks, 281 km over Block VIa and 116 km over Block VIb.
Processing was carried out by Spectrum Geophysics in Woking, England. In addition,
some 201 km of 1980s vintage of seismic were obtained and vectorised to add to the
database. This older scanned seismic was generally of lesser quality than the modern
data.

Using the combined 2009/10 and rastorised seismic data, another geological mapping
visit by an RPS explorationist and satellite structural mapping conducted by NPA-Fugro,
a further exploration report was delivered to Strait Oil & Gas in December 2010. The
exploration focus of this report means that it was designed to identify and present every
possible opportunity whether these are sufficiently delineated to be a “drill-ready”
prospect or more loosely defined leads or concepts. It was not intended to provide RPS’
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opinion of the likely hydrocarbon potential of the Blocks, for which, in our view, there
remains insufficient data to determine with any confidence.

This Letter of Opinion critically reviews the leads and prospects presented in the
December 2010 report and sets them in the context of the forward work program and
general exploration maturity of the licences in question.

A summary of the assets in question is shown as Table 1 below.

Licence Operator Interest
(Red

Emperor)

Status Licence
Expiry
Date

Licence
Area

Comments

Block
VIa

Strait Oil
& Gas

20%* Exploration 29/03/32 3300 km2

Seismic
commitments

complete;
single well

commitment
remains in

addition to the
well expected

Q2 2011

Block
VIb

Strait Oil
& Gas

20%* Exploration 29/03/32 3240 km2 As above

* Red Emperor plans to acquire a 20% participating interest in these two licences in return for providing up to US$5.6 MM
funding for the drilling of two wells which are planned for the second quarter of 2011.

Table 1: Summary Table of Assets

Description of general prospectivity, risk and maturity of play

The Rioni Basin in Georgia, where the Strait Oil & Gas licences are located, lies in the
centre of the Black Sea, Caucasus and Caspian Region (see Figure 1). This is a
complex area of deep sedimentary basins and young mountain chains, formed by
tectonic activity along the southern margin of the Scythian Platform, from the Late
Precambrian to the present day.

Historically, the exploration for oil and gas in Georgia has been limited in scale, and only
some 23 fields of small to modest size have been found to date, mostly in the Tertiary
and Cretaceous sedimentary sections. However, the main objectives in the Strait Oil
licence areas are in older Jurassic strata and there is little information available as
regards field analogues. This is compounded by the fact that despite the large number
of wells drilled for various purposes in the area (a mixture of mainly geological well-
bores for coal exploration and water-wells with only a few actually targeted at exploring
for hydrocarbons), there is only a limited amount of data available that provides any
insight as to likely reservoir properties that can be utilised in resource estimates.

A geological database has been constructed (NPA-Fugro) to incorporate previously
published and proprietary surface geology maps, location of seeps, observed structural
surface features such as faults, anticlines and synclines and inferred structural features
from satellite imagery. It is noted that the official (State certified) surface geological map
was found to have some inaccuracies during field work carried out by RPS and NPA-
Fugro in August 2010.
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Figure 1: Location map

Figure 2: Areas of interest and location of seismic lines



5

The geological mapping has been augmented by seismic interpretation of some 200 km
of scanned and rastorised 1980’s vintage 2D paper data, together with the 400 km of 2D
data recently acquired on behalf of Strait by the Geophysical Institute of Israel (‘GII’) at
the end of 2009, into 2010. On the basis of this interpretation, four areas of immediate
interest have been identified: Vani, Kursebi, Sach and Chiatura (see Figure 2). Figure 2
also shows the locations of the old and new seismic lines and it is clear that the density
of coverage is still somewhat sparse, mainly utilising existing roads and tracks as is
common for early-stage exploratory seismic. Consequently, although some potential
structural closures have been identified, there remains considerable uncertainty as to
the integrity and size of such potential closures. RPS would expect further seismic to be
acquired, on a more targeted area, in the event of any encouraging results from the
imminent drilling program.

In our opinion, the database and work carried out to-date is appropriate for a frontier
exploration play. There is evidence of a working hydrocarbon system although the
location of the ‘kitchen’ and timing of expulsion of hydrocarbons is poorly defined.
Moderate to poor reservoir facies, particularly in the Jurassic and possibly early
Cretaceous, have been studied at outcrop and are prognosed to be at suitable depths of
burial under the Strait licences to form potential reservoirs. Structural elements are
loosely defined but some encouragement has been drawn from the recent seismic
interpretation. The juxtaposition of reservoir quality rocks and overlying seal is, as yet,
unproven.

The combination of the individual ‘risk’ components above means that for any given
prognosed target reservoir the geological probability of success (‘GPoS’) is very low (of
the order of 1 in 20) at this time. However, it is possible that any given well may
penetrate multiple stacked reservoirs each one with its own chance of success. This
stacking of possible target reservoirs has a consolidation effect on the overall GPoS and
a risk of approximately 8% (or 1 in 12) has been assigned. This coincides with Otis and
Schneidermann’s ‘Rule of Thumb’ for Geological Risk Assessment1 which describes a
GPoS of 1 in 12 as “high risk” and an appropriate level of risk for a new play in an
emerging or frontier area.

Discussion of drill-ready prospects

The two areas that have been high-graded for initial drilling are the Vani area and the
Kursebi area.

The Vani area:

Figure 3 shows a Near Base Cretaceous depth structure map over the Vani area based
on the 2010 seismic interpretation exercise, on which are marked a number of structural
leads and prospects. Only three of the culminations (V1, V2 & V3) are deemed to have
sufficient seismic coverage to make the presence of a structural closure more likely than
not and these are therefore described as ‘drill ready’ and went into the selection process
for the upcoming 2-well drilling program.

Over most of the area, uplift has been such that it is highly unlikely that any traps other
than lowest most Cretaceous or older will be preserved with sufficient seal capacity to
contain hydrocarbons. Only the extreme south of the Vani is an exception which is
currently mapped as having the Base Tertiary sufficiently buried to set up potential traps.

1 Otis, R.M. & Schneidermann, N. 1997. “A Process for Evaluating Exploration Prospects”, AAPG
Bulletin 81 (7) pp.1087-1109.
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Figure 3: Schematic showing the Near Base Cretaceous depth structure and the
Vani area Leads and Prospects

The V-1 and V-2 prospects therefore have stacked potential targets in the Lower
Tertiary / Upper Cretaceous, Lower Cretaceous and Jurassic intervals (Figure 4) whilst
V-3 is considered too shallow to be likely to preserve any Lower Tertiary / Upper
Cretaceous traps.

There is insufficient data to assign anything other than a generic pool-size to each of the
potential reservoir levels. The key input parameters to the volumetrics are shown below
with the main ‘prospect specific’ variation being the range of potential areal closure
based on the recent mapping. The range of uncertainty assigned to the areal closure
has been deliberately set wide to take into account possible structural closure but also
the potential for only partial ‘fill-to-spill’. The other reservoir parameters have been set
generically based on the limited data available at this time. In the event that the planned
new wells encounter reservoirs at any or all stratigraphic levels, a more detailed
volumetric analysis will be justified and necessary.

The range of area of closure/fill described above for the Vani prospects and the generic
reservoir parameters used to calculate indicative volumetrics are shown below. These
areas and reservoir parameters have been probabilistically combined in REP™ which
uses a MonteCarlo approach with 20,000 realisations.
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Figure 4: Stratigraphy of Block VI area
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Prospect Minimum* Most Likely Maximum

V-1 1 km2 5 km2 15 km2

V-2 1 km2 4 km2 10 km2

V-3 2 km2 7 km2 18 km2

* The minimum area takes into account that any given structure may not be ‘fill-to-spill’

Table 2: Range of areal closure / fill

Reservoir
Parameter

Minimum Most Likely Maximum

Net Pay Thickness 1 m 10 m 30 m

Porosity 8% 15% 22%

Sw 30% 40% 50%

FVF (Bo) 1.18 1.24 1.29

Recovery Factor 25% 30% 35%

Table 3: Generic reservoir parameters for calculation of indicative volumetrics for
Vani and Kursebi

STOIIP* (MMbbls)Prospect

P90 P50 P10 Mean

V-1 9.5 27.2 63.7 32.8

V-2 7.7 20.9 46.3 24.6

V-3 13.9 30.9 59.4 38.4

* The STOIIP shown represents the potential range of outcomes for a single stratigraphic pool.

Table 4: Vani Prospects Indicative Volumetric Analysis for a generic reservoir

STOIIP** (MMbbls) Prospective Resources**
(MMbbls)

Prospect

P90 P50 P10 Mean P90 P50 P10 Mean

V-1 28.5 81.6 191.1 98.4 8.5 24.5 57.6 29.6

V-2 23.1 62.7 138.9 73.8 6.9 18.8 42.0 22.1

V-3 41.7 92.7 178.2 115.2 12.5 27.7 54.0 34.5

Total 287.4 86.1

** STOIIP/Prospective Resources shown here assumes that each Vani Prospect contains 3 stacked
reservoirs based on current stratigraphic understanding. Any given well may encounter 1, 2 or 3 such
potential reservoirs depending on the degree of relative uplift and/or erosion at any given Prospect location.

Table 5: Potential STOIIP per Prospect (Vani Area)

The Kursebi Area:

Figure 5 shows a Deep Intra Jurassic depth structure map over the Kursebi area based
on the 2010 seismic interpretation exercise, on which are marked a number of structural
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leads and prospects. Similar to Vani, only three of the culminations (K-1, K-2 & K-6) are
deemed to have sufficient seismic coverage to make the presence of a structural closure
more likely than not and these are therefore described as ‘drill ready’ and went into the
selection process for the upcoming 2-well drilling program.

The uplift over Kursebi is more pronounced than Vani and the reservoir targets are
limited to Jurassic strata. Similar to Vani the chance of multiple reservoir targets exists
but this is still highly uncertain at this time.

Figure 5: Schematic showing the Deep Intra Jurassic depth structure and the
Kursebi area Leads and Prospects

Again, there is insufficient data to assign anything other than a generic pool-size to each
of the potential reservoir levels. The key input parameters to the volumetrics are shown
below with the main ‘prospect specific’ variation being the range of potential areal
closure based on the recent mapping. The range of uncertainty assigned to the areal
closure has been deliberately set wide to take into account possible structural closure
but also the potential for only partial fill-to-spill. The other reservoir parameters have
been set generically based on the limited data available at this time. In the event that
the planned new wells encounter reservoirs at any or all stratigraphic levels, a more
detailed volumetric analysis will be justified and necessary.

The range of area of closure / fill for the Kursebi prospects are shown in Table 6 below
and the generic reservoir parameters (same as used for Vani) used to calculate
indicative volumetrics are shown in Table 3.
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Prospect Minimum* Most Likely Maximum

K-1 2 km2 9 km2 24 km2

K-2 3 km2 13 km2 32 km2

K-6 2 km2 8 km2 20 km2

* The minimum area takes into account that any given structure may not be ‘fill-to-spill’

Table 6: Range of areal closure / fill

STOIIP* (MMbbls)Prospect

P90 P50 P10 Mean

K-1 17.2 47.6 108.0 56.5

K-2 24.7 67.3 149.0 76.2

K-6 16.1 42.4 92.9 49.6

* The STOIIP shown represents the potential range of outcomes for a single stratigraphic pool. Any given
well may encounter 1 or 2 such potential reservoirs depending on the degree of relative uplift and/or erosion
at any given Prospect location.

Table 7: Kursebi Prospects Indicative Volumetric Analysis for a generic reservoir

STOIIP** (MMbbls) Prospective Resources**
(MMbbls)

Prospect

P90 P50 P10 Mean P90 P50 P10 Mean

K-1 34.4 95.2 216.0 113.0 10.3 28.6 65.0 33.8

K-2 49.4 134.6 298.0 152.4 14.8 40.4 90.2 47.4

K-6 32.2 84.8 185.8 99.2 9.6 25.4 56.0 29.8

Total 364.6 111.0

** STOIIP/Prospectiv Resources shown here assumes that each Kursebi Prospect contains 2 stacked
reservoirs based on current stratigraphic understanding and mapping. Any given well may encounter 1 or 2
such potential reservoirs depending on the degree of relative uplift and/or erosion at any given Prospect
location.

Table 8: Potential STOIIP per Prospect (Kursebi Area)

Conclusions

Red Emperor has a right to earn a 20% participating interest in two frontier exploration
licences (Blocks VIa and VIb) onshore Georgia. Two exploration wells are to be drilled
in the second and third quarters of 2011, which will provide the first modern hydrocarbon
exploration data in the area. The wells will provide much needed calibration of the
stratigraphic column in the Vani and Kursebi areas. In the event that the wells find oil,
this may occur in multiple stacked reservoirs but these are only generically identified at
this point in time. Table 9 presents a summary of the potential STOIIP range in the
event that three reservoirs are discovered in the Vani Prospects and two reservoirs are
discovered in the Kursebi Prospects. These volumes are based on the early-stage
mapping that has been carried out thus far. Insufficient data exists to accurately predict
recovery factors but a reasonable expectation, based on regional knowledge and the
sorts of reservoir that is expected, would be 30% +/- 5%.
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The prospects are typical of what would be expected for a new play in an emerging or
frontier area and carry a combined geological probability of success (or chance of
discovery) of approximately 8% or 1 in 12, which in turn approximates to the world-wide
wild-cat average success rate.

RPS has only calculated potential volumes in the event that oil is discovered since it is
oil that would be most economically attractive in the event of success.

Gross (100%) Net Attributable (20%)

STOIIP
Volumes

in
MMbbls Low Est. Best Est. High Est. Mean Low Est. Best Est. High Est. Mean

Risk
Factor
(GPoS)

Operator

V-1 28.5 81.6 191.1 98.4 5.7 16.3 38.2 19.7

V-2 23.1 62.7 138.9 73.8 4,6 12.5 27.8 14.8

V-3 41.7 92.7 178.2 115.2 8.3 18.5 35.6 23.0

K-1 34.4 95.2 216.0 113.0 6.9 19.0 43.2 22.6

K-2 49.4 134.6 298.0 152.4 9.9 26.9 59.6 30.5

K-6 32.2 84.8 185.8 99.2 6.4 17.0 37.2 19.8

Total
STOIIP

209.3 551.6 1208.0 652.0 37.2 97.7 241.6 130.4

8%
Strait Oil
& Gas

Table 9: Summary Table of STOIIP (Assumes 3 reservoirs are encountered in the
Vani Prospects and 2 reservoirs are encountered in the Kursebi Prospects)

Gross (100%) Net Attributable (20%)

Prosp.
Resource
Volumes

in
MMbbls

Low Est. Best Est. High Est. Mean Low Est. Best Est. High Est. Mean

Risk
Factor
(GPoS)

Operator

V-1 8.5 24.5 57.6 29.6 2.1 5.7 13.0 6.8

V-2 6.9 18.8 42.0 22.1 3.0 8.1 18.0 9.5

V-3 12.5 27.7 54.0 34.5 1.9 5.1 11.2 6.0

K-1 10.3 28.6 65.0 33.8 1.7 4.9 11.5 5.9

K-2 14.8 40.4 90.2 47.4 1.4 3.8 8.4 4.4

K-6 9.6 25.4 56.0 29.8 2.5 5.5 10.8 6.9

Total
STOIIP

62.5 165.4 364.8 197.1 12.5 33.1 73.0 39.4

8%
Strait Oil
& Gas

Table 10: Summary Table of Prospective Resources (Assumes 3 reservoirs are
encountered in the Vani Prospects and 2 reservoirs are encountered in the

Kursebi Prospects)

The tables above consider only the identified “drill-ready” prospects in the Vani and
Kursebi areas. As discussed in the December 2010 exploration report, there are many
more Leads which need further seismic coverage to firm up into Prospects. Whilst the
total mean STOIIP assigned to all the identified leads and prospects in the Dec 2010
Exploration Report is highly indicative and subject to verification by further data
acquisition, the in-place volumes associated with the currently identified leads and
prospects is 2.045 Bbbls (410 MMbbls attributable to Red Emperor) assuming stacked
reservoirs per culmination. In the event of a discovery or positive indications of reservoir
quality and/or hydrocarbon traces in the forth coming wells, RPS would anticipate that
many of these Leads would be matured to Prospects and that the GPoS would increase
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significantly.

Qualifications

RPS Energy is an independent consultancy specialising in petroleum reservoir
evaluation and economic analysis. Except for the provision of professional services on
a fee basis, RPS Energy does not have a commercial arrangement with any other
person or company involved in the interests that are the subject of this report. Andy
Kirchin, a Director of RPS Energy, has evaluated the previous reports and data available
to form this opinion.

Andy has 24 years of oil and gas experience. Other RPS Energy employees involved in
this work hold at least a degree in geology, geophysics, petroleum engineering or a
related subject and have at least five years of relevant experience in the practice of
geology, geophysics or petroleum engineering.

Consent

RPS Energy will not unreasonably withhold consent for the use of this Letter or
information extracted from this Letter, provided that Red Emperor and/or its advisors
comply the with extraction of information paragraph above and in accordance with
Clause 7 of the Letter of Engagement covering this assignment.

For the purposes of paragraph (a) of Schedule 2 of the AIM Rules, RPS Energy accepts
responsibility for the information contained in the Letter.

This Letter relates specifically and solely to the subject assets and is conditional upon
various assumptions that are described herein. This Letter must therefore be read in its
entirety.

Yours sincerely,

Andy Kirchin – RPS Energy
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APPENDIX A: GLOSSARY OF TECHNICAL TERMS

AAPG American Association of Petroleum Geologists

AIM Guidelines Guidance covering the preparation of documentation for
Disclosure purposes for Mining, Oil and Gas Companies
dated June 2009 (the “AIM Guidance Note”)

API American Petroleum Institute

B Billion

bbls Barrels

Bo(g)i initial formation volume factor for oil (or gas)

cf Cubic feet

Entitlement Volumes the volumes of oil and/or gas which a Contractor receives
under the terms of a PSA or its Working Interest

ft Feet

FVF Formation Volume Factor

GIIP Gas Initially In Place

GPoS Geological Probability of Success

GOC Gas-oil contact

GOR Gas: Oil Ratio

GRV gross rock volume

IRR internal rate of return

k(e) (effective) permeability

kg Kilogram

km Kilometre

m metres

M thousand

MD measured depth

mD (permeability in) millidarcies

MM million

Mstb thousand stock tank barrels

MMstb million stock tank barrels

MMscf/d millions of standard cubit feet per day

MMstb million stock tank barrels

N:G Net to gross ratio

NPV Net present value

OWC oil-water contact

ppm Parts per million

PVT Pressure, Volume & Temperature
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RF Recovery Factor

Rw Water resistivity

sq km square kilometres

stb Stock tank barrels

scf standard cubic feet

SPE Society of Petroleum Engineers

SPEE Society of Petroleum Evaluation Engineers

STOIIP Stock Tank Oil Initially In Place

Sw Water Saturation

TD Total Depth

TVD True vertical depth

TVDSS true vertical depth (sub-sea)

WPC World Petroleum Council


