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Imperial Energy Corporation PLC

Imperial Energy Corporation is an independent oil and gas
exploration and production company focused on the CIS
and in particular, Russia.

Imperial Energy operates in the Tomsk region of Western
Siberia, Russian Federation and north-central Kazakhstan.
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Highlights

Operational

SPE 2P reserves at 920 mmboe as at 31 December 2007
s 2Polreserves nse to 863 mmbbls

(2006 8026 mmbls)
m  New 2P gas net reserves of 56 milllon boe (2006 nil)

C14+C2 Russian Registered Reserves have grown by 630%
to current 432 mmboe N the last two years

All Impenal’'s Russian exploration licences extended in
2007 and early 2008 for two more years

A total of 34 new wells drilled in 2007

Reached the 10, 000 bopd year-end target production
rate in December 2007

Built and commissioned two wholly-owned pipelines
208 km in length with il flowing directly to the Transneft
system through Imperial's own tie-ins and custody
transfer stations at Luginetskoye and Zavyalovo

Corporate and Financial

Moved to the Official List of the London Stock Exchange
in May 2007

Entered FTSE 250 Index in November 2007
Revenue of US$20 million (2006 USS$31 million)

Seven-year convertible bond for US$191 3 million
successfully issued in December 2007

RIG autonomous group within Impenal

Approximately US$600 million Rights Issue announced
in April 2008
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Exploration
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Successful exploration of our
substantial acreage base
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Production




Increasing production
by development of our
significant reserves
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Infrastructure
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Ongoing infrastructure
programme for pipelines
and field facilities
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Imperial at a Glance

Block 69

Festivalnoye,
Central Festivalnoye and
North Festivalnoye fields

Three wells at Festivalnoye and one well
at North Festivalnoye were production
tested in 2007 In preparation for field
development Major production and
appraisal dalling 1s planned for
Festivalnoye field in 2008

Block 77

Snezhnoye and Dvoinoye fields

Significant development work was carmed
out at the Snezhnoye field In 2007 with

14 wells currently in production Major
production and apprarsal drlling 15
planned for 2008 for that field Dvoinoye
field comprises one well to date which is
currently producang Chizhapskaya and
Dvoinaya-NW prospects have been
defined in the north-west of Block 77

Block 70

Maiskoye, Middle Glukhovskoye,
and North Chertalinskoye fields

Significant development work was carmed
out at Maiskoye with five honzontal wells
and one vertical well drilled and the
construction of phase one of the field
faciities In Decemnber 2007 the new
exploration well on South Maiskoye
successfully tested commercial all flow
from the Tyumen reservoir In addition,
this well discovered Vasyugan ol bearing
sands, confirming the existence of both
Vasyugan and Tyumen reservoirs
extending from the productive Maiskoye
field afew km to the north-east Middle
Glukhovskoye oll field was newly
discovered and registered in 2007

Block 80

Kiev-Eganskoye field In October
2007, Imperial received the
results of new seismic data on
Block 80, including 380 sq km of
3-D seismic

The 3-D data revealed one significant
NE-SW trending structure and several
smaller surrounding structures with
ahigh exploration potential Signsficant
exploravion and appraisal dnlling 15 due
to take place on Kiev-Eganskoye field
In 2008

Block 74

Golovnoye and
Buranovskoye fields

Golovnoye ol field was successfully
tested and registered as a discovered
field Dunng 2007 Impernal also drilled
awell at Buranovskoye successfully
identfying and testing commercial rates
of il The Letnaya and Trostrikovaya
prospects have significant ol potential
and remain to be explored

Block 85

South Festivalnoye, Tamratskoye
and Nyulginskoye fields

The South Festivalnoye well was |
successfully drilled and identified ‘
hydrocarbons This well will be tested

and the field registered in 2008 The |
Nyulginskaya prospect was successfully

dnlled with oil identified in Gietaceous

and Tyumen reservoirs An additional

well was drlled in Tamratskoye and

tested commercial rates of ol

Tarmratskoye oil field was newly

discovered and regsstered in 2007




" Impernial Energy’s operations

are focused on the Tomsk
region of Western Siberia,
Russian Federation and

north-central Kazakhstan

with the major part of work

taking place in Tomsk

Block 86

Chagvinskoye and
Vodorazdelnoye fields

Well Chagvinskoye 4 was tested in 2007
in & numbser of layers Further testing
and field registration will be carned cut
1n 2008 prior to field development
Vodorazdelnoye 3 exploration well

was successfully drifled, tested and
registered in 2007 The well was
hydraulically fractured, further testing
and field registration will be completed
dunng 2008

The North Torgai Block,
Kazakhstan

The results of Imperial’s seismic
survey show several leads

and one potential prospect

of Interest.

The Board has deaded to explore

this prospect which is situated in the
northern part of the block, to the west of
Lake Kushmurun Drilling of this structure
has now commenced It 1s anticipated
that the resuits of this well wall now be
announced by the end of May 2008

impenal Energy Corporation PL(
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Pipelines & Field Facilities

Two pipelines, the 159 km Maiskoye-
Festvalnoye-Luginetskoye pipeiine and
the 49 km Snezhnoye-Zavyalovo pipeline
are now fully operational Oilis flowing
directly to the Transneft system through
Impenal's own custody transfer stations

at Luginetskoye and Zavyalovo A third
pipeling, 152 kmn long east of the Ob River
has already completed the construction
phase with commissioning due by the end
of summer 2008, and first oll 1s expected 10
flow in auturnn 2008 Impenal has invested
in corstruction and upgrading of field
facilives at Snezhnoye and Maiskoye, and
has started the construction of faciives at
Festivalnoye and Kiev-Eganskoye fields

| 0o
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Chairman’s Statement

The year 2007 saw Impenal deliver on its key

objectives Whilst it was a year not without

its challenges, by the end of it the following

had been achieved

» Significant appraisal and exploration
work including 34 new wells and major
seismic acquisition which increased
our SPE based reserves, subsequently
confirmed in the newly published
independent reserves report

= 229% growth in Russian Registered
Reserves over the year

a The end of year target production rate of
10,000 bopd was exceeded before end
of December

= Qur two major pipelines, being 208 km
in aggregate length, built dunng the
year, each with their own processing and
custody transfer facilities and te-ins
were commissioned and flowed ail
direct to the Transneft systern

= Exploration licences of Impenal’s
subsidiary Allanceneftegaz were
extended for two years

By the end of 2007, Impenal was
transformed into a production company
with the necessary backbone and
infrastructure to deliver that production

to market Our new ollfield services
company, Rus Impenal Group, continues

to develop and 15 now operating the first
of its nigs, No 501, successfully, on Impenal's
Snezhnoye field

The first part of the year was not without
controversy Whulst this inevitably diverted
others and also our attention away from our
core business, we nevertheless achieved
our key goals, albert with some delay and at
a greater cost than onginally anticipated

In 2008 we are concentrating on the major
Jobinhand This year we have effecuvely
doubled the aggressive production
challenge we set for 2007, namely a year
end production target of 25,000 bopd

Key events which have already occurred

in 2008

» Imperal’s ndependently estumated 2P
reserves Increased to 920 milkon boe
and our aggreqate 3P reserves now
stand at 34 bifhon boe

s Conunued increase in Russian Registered
Reserves — a further 15% nse 10 432
million boe In the first three months
{a 630% increase since 2006}

s Explorason hcences for Block 74

extended for a further two years

Since the effective date of the

independent reserves report, further

new discoveries have been made inthe

Tomsk region not taken into account in

the present reserve estimates

a The Kazakhstan exploration well
currently sull dnlling shows initial
promising signs of hydrocarbons

s Our third pipeline, extending to 152 km,
the first East of the Ob river in the Tomsk
region has completed its construction
phase and now enters the testing phase

» After disappointing February and March
production levels, production rates have
registered upward momentum

» Rus Imperial Group 1s now successfully
operatng as an independent urit and
has made a new discovery with its first
well for impenal drlled ahead of
projected time

s Approximately US$600 million Rights
Issue announced in Aprl 2008

Forthcoming events targeted for 2008 are

m The completion of Impenal’s 72-well
dnlhing programme

s The commssioning of Imperal's third
pipelne in the autumn

= Signfficant increase in Russian Registered
Reserves

s Strategic action in relation to Rus
Impenal Group

w The development of a strategy to utiise
Impenal’s gas reserves

w  Delivery on Impenal’s end of year
production target rate

» Continuing technical evaluation of the
Kazakh prospect

Dwidend

Taking Into account the stage of Imperial's
development, the Directors do not
recommend the payment of any dvidend
(2006 ni)

Operations

A summary of the main operations
undertaken by the Group in 2007,
developments subsequent to the year
end and plans for the remainder of 2008
are set out in the Operational Review

Financial resources

Impenal 1s in the midst of a capital intensive
programme, the result of which s designed
to propel the Group forward to meet 1ts
current and future year targets

The Group has invested heavily in major
infrastructure and equipment US6225
million wall have been spent by the end of
2008 on pipelines and infrastructure atone
A further US5100 mill:on has been invested
in Rus Impenal Group where Impenal 15
currently considering strategic options 1o
unlock shareholder value and potential

The Company’s extensive dnlling programme
brings its own significant costs All this s
agamnst a background of the very volatile
credit markets and cost inflation n our
industry Taking intc account that Impenal's
cuirent bank faciity matures in Novermber this
year, and the need © secure Impenal’s capital
expenditure requiIrements to ensure 1t 1
financed through to early 2010 at which point,
based on its current work programme,
positive cash flow generation should sustain
the capex required to meet the Groups
production targets, Impenal has announced
1o raise approximately USS600 million by way
of an equity nghts 1ssue

Board appointments

During 2007 John Hamilton joined the
Board as Group Finance Direcior replacing
Guy Srmth who left the Board with our
gratitude at the end of the year John has
added an mportant dmension to Impenal
bringing with him many years of experience
as an ol and gas banker at ABN AMRO

Ekatertna Kirsanova, one of the first employees
of Impenal In Russia, joined the Board as an
Executive Drector at the start of 2008




Also during the year, Rob Shepherd joined
the Board as a Non-Executive Director Rob
was formerly also with ABN AMRO as an ol
and gas specialist having trained with Shell
pnior to his banking career

Current prospects and outlook
Operationally the year has started with
frenetic activity with the emphasis on logistics,
moving heavy equipment and supplies into
place for the 2008 dnlling season

From Aprl onwards we expect to see
new wells progressively coming on
stream with a parallel emphasis on
mantaring satisfactory levels of
production from our existing welt stack

Impenal has come a long way since it joned
AlM in April 2004 with no reserves, no
production and no infrastructure Within a
short space of ime, from a standing start,
through its own organic efforts and with
the ongaoing support of its shareholders,
Impenal has achieved one of the largest
reserve bases of any independent E&P
company on the London Stock Market,
demonstrated a criucal path to matenal
production, built ts own pipeline network
and associated infrastructure now
extending to aver 350 km across the Jargest
swarmps (n Europe and created from the
ground up its own oilfield services division
using latest technology equipment

Whlst the industry and the emvironment
n which Impenal carnes on its business
bring many challenges each day, the
Duectors remain confident, though

not complacent, as to the Group’s
successful prospects

Peter Levine
Executive Charrman
15 Apnl 2008
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Business Review — Operational

Production reached a rate of 10,000 bopd
In December 2007 through preduction
dnlling on Snezhnoye and Maiskoye
Infrastructure including pipehnes and field
facilties was built to enable Impenal to
deliver its crude to market A successful
exploration campaign resulted in a number
of field discoveries and significant Increases
In reserves

Reserves

The iIndependent reserve engineers
DeGolyer and McNaughton (D & M)
completed their annual review and update

of hydrocarbon reserves as at 31 Decernber
2007 for Imperial's interests n the Tomsk
Regton, Western Sibena For the first time

a certain amount of gas reserves are
included D & M were not asked to review
Impenal’s interest in the Kostanal regian,
Kazakhstan, which is still subyect to
continued exploration dnlling Impenal 1s
also reporting 1ts current Russian Registered
Reserves on a field by field basis

Production
Impenal reached the 10,000 bopd 2007
year-end target production rate before the

end of 2007 The total production in 2007
was 833,799 bbls Approximately 80% of
production came from the Maiskoye field
and 20% from the Snezhnoye field with a
totat number of producing wells reaching
25 by the end of 2007 Whilst 2008 started
with production in February and March
lower than expectations due to technical
and logistical 1ssues, upward momentum
has been regained as this report goes

to print

Impenal’'s Net Oil and Gas Reserves as of 31 December 2007 {DeGolyer and MacNaughton)

SPE Qil (mmbbls) SPE Gas (mmbos)

P 2p 3p i3 2p 3P
Field (1P+2P)  {1P+2P+3P) (1P£2F)  (IP+2P+3P)
Buranovskoye - - 11 - - -
Central Fesuvalnoye 79 797 1395 08 31 31
Chagvinskoye - - 1952 - - 26
Dvoinoye 12 52 69 02 03 04
Festivalnoye 189 1364 5135 28 122 281
Golovnoye - 20 83 - 01 02
Kiev-Eganskoye 171 1070 5752 13 36 60
Maiskoye 136 737 1190 09 21 23
Middle Glukhovskoye 93 253 4694 24 26 98
North Chertalinskoye 75 464 1835 24 48 93
North Festivalnoye 423 1271 2189 100 101 101
Nyulginskoye - - 490 - - 07
Snezhnoye 241 935 1568 72 98 101
South Festvalnoye - 1320 4035 - 53 70
South Maiskoye 29 257 1880 02 08 31
Tarnratskoye 13 97 589 03 14 38
Vodorazdelnoye - - 201 - - 20
Total 1461 8637 33068 285 56 2 98 6
Totals

1P =174 6 mmboe, 2P = 920 mmboe, 3P = 3,405 4 mrnboe




Impenal’s Russian registered reserves
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Irnpenal C1 and
C2 reserves, mmboe
Field Type dl 2 CHC2
Buranavskoye n/a* n/a n/a n/a
Central Festivalnoye n/a n/a n/a n/a
Chagvinskoye n/a n/a n/a n/a
Dvoinoye Qil 3548 235 5899
Festivalnoye Qil 9687 8395 18082
Middle Glukhovskoye Qil 3292 3331 36602
Golovnoye o]] 2862 16994 19856
Kiev-Eganskoye o]] 10329 4628 14957
Maiskoye Qil 5759 31186 88776
North Chertalinskoye n/a n/a n/a n/a
Gasmin m? 19556 29565 49121
North Festivalnocye Condensate ‘000 t 3833 5796 9629
Total 23389 35361 5875
Nyulginskoye n/a n/a n/a n/a
Snezhnoye Qil 33704 3085 64 554
Gas, min, m? 1081 7278 18 08%
Condensate ‘000 t 03824 0146 097
Total 45339 38274 83613
South Festivalnoye n/a n/a n/a n/a
South Maiskoye O 6417 52794 59211
Tamratskoye Qil 1168 22462 2363
Voderazdelnoye Gas min m? 781 13 2081
Condensate ‘000t 054 0898 1438
Total 8351 13898 22249

Total

171972 259653 431625

*No Russian Regrstered Reserves as at 31 December 2007

Future production

In 2008 Impenal plans to dnll 69 production
wells The Dwrectors are targeting an
Increase In production to 25,000 bopd by
the end of 2008, 35,000 bopd by the end of
2009, 60,000 bopd by the end 2010, and
80,000 bopd by the end of 2011 The
targeted production 1s expected 0 come
from at least five of Impenal’s fields
Snezhnoye, Maiskoye, Festivalnoye,
Kiev-Eganskoye and Dvoinoye

As further wells are dnlled and tested as
part of Impenal’s work programme, the
Durectors' targets of future production may
be adjusted upwards or downwards in kne
with results achreved

2008 work programme

Impenal 15 pursuing an aggressive work
prograrmme in 2008, the total expenditure
in relation to which 1s expected by the end
of the year including accrued payments to
amount to approxmately US5350 million In
total, the current programme includes 72
wells, 2D and 3D seismic surveys, pipelines
and mfrastructure construction An
exploration well s also being drlled
currently at Imperial’s Torgal Block in
Kazakhstan

Imperal’s exploration programme for the
Tomsk region in 2008 includes drilhng three
exploration wells wells 361 and 362 at Keev
Eganskoye and well 6 at Glukhovskoye

In total, approximately 69 production wells
are planned to be dnlled on Maiskoye,
South Maiskoye, Kiev Eganskoye,
Festivalnoye and Snezhnoye fields in 2008

At Snezhnoye, drilling 1s expected to
continue strongly through the yearwith
some 24 wells planned to be dnlled,
hydrauhcally fractured on the Vasyugan
reservorm, and put INto operation

At Maiskoye, Impenal plans to further
develop the faciliies and plans to dnll 16
wells Having successfully drlled and tested
its first well at the South Maiskoye field,
Impenal plans to dnll a further three wells In
2008 under a pilot production scheme
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Business Review — Operational continued

On Block 80, Kiev-Eganskoye, Impenal plans
to drill the first production well in H1 2008
3-D seismic on that structure and the 2-D
seismic on other potential targets in this
Block have been obtained ahead of
schedule Based onthe results of these
surveys, Impenal will drill two exploration
wells on the north of the structure by the
end of H1 2008 with an option to dnll
another appraisal/production well under a
pilot production scherne Pending further
technical appraisal, over 2008, Imperial
plans to dnll some 15 production wells at
Kiev-Eganskoye

Festivalnoye will continue to be developed
with approximately 10 production wells
expected to be drilled dunng 2008

Kazakhstan

Driling stdl continuing at Impenal’s North
Torga property, Kazakhstan, with promising
signs of ol already identified Results of the
exploration well are expected to be
available by the end of May 2008

Infrastructure

Transport

Impenal’s current oil production is being
sold into the Russian domestic market
through its wholly owned pipelines At the
beginning of 2007, impenal obtained all
necessary permissions from the refevant
Russian ministries and authonties for the
construction of two pipelines of 208km in
length in aggregate in the Tomsk region
Impenal successfully completed and
commissioned both of these pipelines and
ol 1s now successfully flowing through the
new processing facilines at Snezhnoye and
Maiskoye directly into the Transneft system
through Impenal's own custody transfer
stations and tie-ins at Zavyalovo and
Luginetskoye

The first pipeling, Snezhnoye-Zavyalovo, 15
approximately 49 krn in length and extends
frorn the Snezhnoye field to the Transneft
main trunk pipeline at Zavyalovo This
pipeline seives Impenal’s Blocks 74 and 77

The second pipeline, Maiskoye-Festivalnoye-
Lugmetskoye, 1s approximately 159 km

in tength and extends from Impenal's
Maiskoye field, on Block 70, through
Festivalnoye field, on Block 69 to the
Transneft pipelne te-in at Luginetskoye
This prpelne serves Impenal’s Blocks 69, 70,
85and 86

A third pipeline, east of the Ob River,
to service Block 80, has completed its
construction phase with completion
and commussioning due by the end of
summex 2008, and first ol 1s expected
to be transported in auturnn 2008

Field facihities

In 2007 lmperial Invested significant sums
in upgrading field facilities at a number

of its fields First phase field facilities
costing approximately US$24 million

were completed at Maiskoye The facilities
are capable of upgrade to handle 30,000
bopd by 2010 The Snezhnoye facility has
been upgraded from early to full
production facity, with storage tanks,
pump systems, firefighting capabilities and
a three megawatt gas fired electric power
station New production faclties at
Snezhnoye were successfully tested and
commissioned In summer 2007 This US$28
million Snezhnoye facility, together with the
newly built 49 kmn long pipelne to
Zavyalovo custody transfer station, are
currently processing all production from the
field tmpenal has also upgraded pad
facilities at Festivalnoye and started the
construction of early productron facilities at
Kiev-Eganskoye

Ol sales

Prior to pipeline completion m 2007,
Imperial was sefling all of its ol at the
wellhead to local off-takers for use in the
Russian domestic market The average
realised odl price per barrel in 2007 was
US533 35 Intotal Impenal sold 597577 bbls
of ol in 2007 The completion of iImperal’s
pipehines gives Impenal the ability to
transport all of its oif production to both

domestic and export markets The Group's
agreement with Vitol SA opened up the
export market, and the first ol was
exported in January 2008 Under current
Russian market practice, oIl companies
export up to approximately one third of
therr production

RIG

In Aprd 2006, Impenal Energy established iis
own drilling company Rus Impenal Group
(RIG), which 15 now an autonornous
structure within Imperal Group RIG
ordered three new drilling ngs which are
Bnitish designed and fabricated in China
These top-dnve ngs use the latest
technelogy with the capability to dnll down
to 5,000 metres They are also skid mounted
for ease of transportation by helicopter or
with all terrain transport vehicles RIG's well
services equipment Includes a brand new
workover ng (Rig-KR5-1) fabricated by ELAZ
(Russia) RIG 1s currently dnlling wells for
Impenal Energy at the Snezhnoye field, and
drilling 1s expected to commence on
Impenial’s other fields in Apnl and May 2008
RIG has also stepped into the supervision
role of the dnlling operations for Impenal
Energy in Kazakhstan

IFS

As part of RIG Impenal Energy has its own
Russian registered frac serices company,
50% owned by the management of
Impenal Fractunng Services (IFS) As the IFS
frac fleet 1s helicopter transporiable it allows
Impenal to hydraulically fracture and test
exploration wells, book reserves and
register fields dunng the summer months
This accelerates Impenal's development
programmes significantly IFS is already in
successful operation fraccing Impenal's
production and exploration wells and
servicing third parties on demand

Christopher Hopkinson
Chuef Executive Officer
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Business Review — Financial

Selected operanonal and financial data

Units 2007 2006 +/-%
Production Total barrels 833,799 127,000 557
Oil sales USS million 199 31 542
Operating 1oss* UsS milhon (390) (152) {156)
Net cash inflow/(outflow) from operattons™ UsS milion 1A (305) n/a
Year end cash and cash equivalents and bank deposits Uss milion 1317 953 38
Average realised price/bbl* uss 3335 244 37
Cash operating costs per boe*? uUss$ 2984 4491 n/a
2007 production target (achieved)® bopd 10,000 n/a n/a
* Key performance indicators
1 Average realised ol price per barrelis the average proceeds received for each barrel of ol sold in the pericd
2 Cash operating costs are cost of sales excluding depletion and amorttsation
3 Total barrels of oil produced per day by the year end
Key financial highhghts and public relations costs ansing from the Taxation

m  Commercial ol production from two
ol fields in Tomsk cornmenced in
Nevember 2007

w Year end cash and cash equivalents of
US$131 7 million from US$95 3 milion at
31 December 2006, pnmarily due to
US$200 million loan facifity and 1ssue of
US$191 million seven year convertible
bonds

w Funding for major infrastructure and
development of Group including two
major ofl pipelines inking directly to the
Transneft sysiem, transfer stations at
Luginetskoye and Zavyalovo and the
purchase of three drlling ngs

Gross loss

Until the end of October 2007, the Group
treated all of its production as representing
test production as part of an evaluation
programme and the Group's accounting
policy for such production s to charge an
amount from evaluation costs to cost of sales
50 as to reflect a zero gross profit on such
sales For the last two months of 2007, the
production from Maiskoye and Snezhnoye
was no longer considered to be test
production Due to the high level of fixed
costs within cost of salesin the initial stage of
production there was a gross loss for 2007

General and administrative expenses
Genesal and administrative expenses
increased to US$379 million (2006 US$194
milon) Professional and corporate fees
increased by US$8 million primanly as a
result of the work related to the mave from
AIM to the main market, additional legal

Group's tugher profile in Russa The
standalone RIG business incurred setup
costs of US$3 7 milhon Charges related to
employee incentive schermes were US52 1
mullion (2006 US%09 million) Furthermore
the appreciavion of the rouble against the
LS dollar contnbuted to the overall cost
base during the year Excluding these itermns
the increase in G&A costs reflects the
continued growth and development of
the business

Russian Value Added Tax ('VAT')
Although VAT in Russia Is legally
recoverable, for companies in the
exploration stage the timing and ability to
recover VAT 15 uncertain As a result, whulst
the Company was in the exploration phase,
the Dwrectors felt it was prudent to reflect
this uncertainty and provtded agamnst the
net VAT recoverable in 2004 and 2005 In
2006, the Group began to produce oll,
which improved its ability to recover VAT
Duning 2007, USS$1 2 million (2006 US54 3
million) of VAT was recovered in cash and
credited back to the income statement

Investment revenue

Investrent revenue of USS1 2 million (2006
US$4 4 million) anses from bank interest
received on cash balances and bank
deposits In 2006, the Group raised LJS51991
million, net of expenses, to finance its
exploration and developrnent activities
This money was held on deposit earning
interest until required for investment into
the Group's operations

Due to the absence of taxable income, no
UK corporation tax or Russian profits tax has
been payable in the years to date Tax of
US30 5 mullion (2006 USSO 3 milhon) has
been accrued in Cyprus ansing from the
margin charged on intra-group lending via
the Group's Cypriot financing company

Caprtal investment

Capital investment in the year on exploration
and evaluation was US$214 7 million (2006
USS51196 mullion), related to Impenal's 2007
programme and preparations in the year for
the commencement of its 2008 programme

Additons in the year of property, plant and
equipment amounted to US$2207 million
(2006 US$107 milhon} Whereby investment
ondevelopment and production assets mainty
related to the acquisitiion of dnlling rigs of
US851 mullion, completion of field facilies of
US$52 million and the pipeline construction
of US$39 milion and includes a provision for
decommussioning of US$59 5 million

Cash flow and hquidity

The Group's iguidity requirements arise
principally from 1ts working caprtal
requirements and capital expenditure
mvestments There was a net cash inflow
from operations of USS11 million (2006 US$
outflow 305 million} This 1s principally due
to the ncreased trade payables which1s a
result of the increased activity of the Group
and its ability to get improved credit terms




Impenal held total cash and cash equivalents
and bank deposits of US$131 7 miflion as of
31 December 2007, as compared to US$95 3
millon as of 31 December 2006

Financing

In 2007, the Group metits hquidity
requirements from the proceeds of equity
financings, however, the Group put in place
a Us5200 million debt finance facility
(temporanly Increased to US5235 mullion in
November of which US$35 million was
repad in December) and 1ssued a US$191 3
million seven year convertible bond dunng
the year As a result, as at 31 December 2007
net debt was US$237 million (2006 nily

The Group announced an approximately
US$600 million nghts issue and the Board
expect to imminently sign the equity
bridge to ensure that 1t 1s financed through
to early 2010, at which point, based onits
current work programme, positive cash flow
generatton should sustain the capex
required to meet the Group’s producton
targets The Group believes that following
admussion of these new shares, it will have a
robust and sustamnable capital structure

Financial instruments

The Group’s financial Instruments comprise
cash and liquid resources such as debt,
convertible bonds and various items such
as trade creditors that anise directly from its
operations The main purpose of these
financiah instruments is to finance the
Group's operations Itis the Group's policy
that no speculative transactions are
undertaken, any transaction involving
derwatives must be directly related to the
underlying business of the Group

The Board reviews and agrees policies for
managing financial nisks that may affect the
Group The main financial nisks affecting the
Group are discussed below

Principal risks and uncertainties

There are a number of potential nsks and
uncertanties, which could have a matenal
mpact on the Group’s long-term performance
and could cause actual results to differ
matenally from expected and historical
results The Group's sk management
policies and procedures are also discussed
in the Corporate Governance Statement

The following is a list of the principal nsks
and uncertainties faced by Impenal This s
not a comprehensive list of all significant
nsks and uncertainties faced by the Group
Furthermore, by their very nature, the key
risks associated with our strategiC objectives
can change over time

Pohincal nsk

Political nsk can include nationalisation, tax
changes, alteration to the terms of licences
or internal cvil unrest Political nsk 1s
inherent in the oil industry as governments
look to maximise thewr share of hydrocarbon
resources The Group's view (s that our
shareholders understand the political nsk 1
balanced in each case by the rewards
available from investrnent, and as such
accept this nsk/reward profile

Geological nisk

Exploration activities are capital intensive
and their successful outcome cannot be
assured The Group undertakes exploration
activities and incurs significant costs with
no guarantee that such expenditure will
result in the discovery and producing of
commercially deliverable ol Impenal
Energy 1s exploning in geographic areas,
where environmental conditions are
challenging and costs can be high

The Group feels that such nisks are mitigated
with prospects in well established ol
producing areas coupled with the extensive
expertise and expenence of core
management

Liguidity nisk

The Group's cash requirements and
balances are projected for the Group as a
whole and for each country in which
operations are conducted and capital
expenditure is ncurred The Group meets
these requirements through an appropriate
mix of avallable funds, equity instruments
and debt financing The Group will seek to
minirmise the iImpact that any debt
financings may have on ts balance sheet by
negouating borrowings in matching
currencies Primarily, these are expected to
be denominated in US dollars The Group
further mitigates hquidity rnisk by
malntaining an Insurance programme to
minimise exposure 1o nsurable losses
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Foreign currency nsk

The proceeds of the Group's domestic oil sales
in Russia are receved in Russian roubles but
the price of od which deterrmines the arnount
of those revenues is based upon the US dollar
denorminated ol price The proceeds of future
nternational ol sales of the Group will be
recerved in USdollars The Group's expenses In
Russia are prmantly incurred n Russian roubles
and in Kazakhstan are pnmarly incurred in the
Kazakh tenge The Group has also raised funds
in UK sterhing However, the Group's policy 15
to conduct and manage its business in US
dotlars The Group is therefore exposed to
fluctuations in the relative values of UK
sterling, the US dollar, the Russian rouble and
the Kazakh tenge To manage this exposure,
the Group has, where appropriate, entered
into foreign exchange contracss and 1s likely to
enter into further foreign exchange contracts
in the future

Commodity price nsk

The Group's production 15 usually sold on
‘spot’ or nearterm contract, with prices
fixed at the ume of a transfer of custody or
at a monthly average price Over ume,
dunng periods when the Group sees an
opportunity to lockn attractive ol prices, it
may engage In Imited price hedging

Credit nsk

The Group's principal financial assets
compnse trade recevables, bank deposits
and cash and cash equivalents

Trade recevables are presented in the
balance sheet net of allowances for doubtful
receivables An allowance for impairment is
made where there 1s an identified koss event
which, based on previous expenence, 1§
evtdence of a reduction in the recoverability
of the cash flows

The credit risk on bank deposits and cash
and cash equivalents s imited because the
counterparties are banks with high credt-
ratngs assigned by intermnational credit-
rating agencies

John Hamilton
Group Finance Director
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Business Review — Market

The Russian oil industry in context
The Russian oil and gas industry has
undergone dramatic changes since the
collapse of the Soviet Union Rising ol
prices have boosted investment and
contributed to the Increasing growth in
production, which after the collapse was
at its histonically lowest levels of 6 milion
bopd In 1996 In recent years, Russian ol
production has surged and will likely peak
by 2012 according to Wood Mackenzie
estimates (2008)

Russia now accounts for 81% of total FSU

oll production and output 1s expected to
conunue to grow to nearly 10 mmbbls

per day after which new investrment
opportunities will dwindle and depletion of
older fields will probably exceed growth in
output from new areas The recent growth
shows the benefit of the apphcation of
modern technology and management
methods to boost cutput from the less
mature regions of West Siberia and offshore
In particular, the introduction in less drilled
West Sibenan fields of hydraulic fracturing
and drrectional drilling has already led to
substantial ncreases in production
(Douglas-Westwood, 2008}

Russia — Qil production to 2015E (kb/d)

O1l price dynamics, $/bbl

Western Siberia

The majonty of Russia's production
Increases over the past decade have come
from Western Siberia, the basin accounts for
over 60% of the country’s ol production
according to Douglas-Westwood esumates
{2008) The regton has extremely well
developed infrastructure and export
capacity The ntroduction of new
technologies and Western business
practices, including increased EOR efforts,
will drive the region's growth as well as

new developmenis

The Tomsk region 1s in the eastern part of
the West Sibenan basin and 1s the second
largest oil-producing province in Western
Siberia with daity production about
300,000 bopd for the last few years

Ol price environment

2007 was a year of soaring olf prices
Starting at $61 05/bbl the Brent blend
reached $70/bbl in June Fuelled by US
dollar weakness, falling inventories in the US
and bad weather in crude-producing
regions, oll broke through the $90 barmer
and came within just 71 cents of $100 a
barrel, hitting an all-time intraday high of
$99 29 a barrel I electronic trading early on

21 November (Market Waich, December
2007) The Russian domestic ol prices
generally followed the trend According to
the Russian Ministry of Economy and Trade,
the average price of Urals blend ail in 2007
was $69 3 per barrel, 13 4% higher than in
2006, averaging $86 4/bb! in 4007 Due to
increased ol prices better netbacks were
realised towards the end of the year As this
report goes to print the ail price 1s in excess
of US$100/bbl with some experts expectting
it to increase further

Cn the downside, accelerating cost inflation
was one of the most noticeable trends in
the Russian ol sector in 2007 A number of
factors have contributed to this, including
the appreciation of the rouble against the
doliar, Increased costs for steel and labour,
nsing Transneft tariffs for domestic and
export delivenies (average 16% increase

in 2007, JP Morgan estimates) and
development drlling costs {average 20 6%
increase 10 2007, IP Morgan estimates)
Russia’s ol companies also face high export
duties the crude export duty was set at

a record high of $376/bbl for December
2007-January 2008 All these factors
contnbuied (o Increased operating Costs
across the industry
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Corporate Social Responsibility/
Sustainable Development

Imperial Energy 1s a dynamically developing
oll and gas company and 1s committed to
the sustainability of its business Cur
approach incorporates the three generally
accepted tenets of sustainable
development envircnmental, social and
economic Principally, we are committed to
s minimising the impact of our activities
on Iving and non-living natural systems,
including ecosystems, land, air, and
water = environmental
» pioiectng the health, safety, welfare and
secunty of our employees and all
personnel affected by and involved In
our activities — social
= being anintegral part of the
communities within which we operate,
focusing on creating opportunities for
the development and success of our
employees, therr families, and other
members of society =+ economic

Environmental and social

In order 1 effectively manage the

environmental and social aspects of s

business, Impenal has put in place a

four-level Health, Safety and Environment

(HSE) Management System The scope of

the HSE Management System follows a

hierarchical structure which involves four

levels The levels from the top down are

a level 1 - Corporate HSE Policy

s level 2 - Operations Management
System

» Level 3 -Operating Prnciples and
Technical Guidelnes

s level 4 - Contractor Operating
Procedures

Level 1 Corporate HSE Policy

The Corporate HSE Policy has been
established by Imperial’s management

to set a level of ambition, achievement

and behaviour to be attained by the
organisation which encompasses tmperial’s
phitosophy toward HSE and operational
matters It provides the framework to guide
and inform the HSE standards, procedures
and pracuces for the operauons

Specifically, the HSE Policy mandates that

s Effects on the natural environment
must be properly managed and reflect
ndustry practice

» The standard of work by employees
and contractors meet alt specified HSE
Management System requirements

» The health and safety of employees,
contractors and other affected parties
15 protected

» The social crcumstances in the vicinity
of operations are understood, iImpacts
are managed and socio-economic
development opportunities supported

Level 2 Operations Management System
The HSE Management System provides a
measurable level of attainment that helps
operations to conform with the Corporate
HSE Policy and provides a system of
principles for health, safety and
environmental management

Akey part of Impenal's approach to
managing the environmental and social
aspects of our business 1s the commitment
to continual iImprovernent of our processes,
systems and outcomes We are In the
process of looking at ways in which we

can augment and update our Policy and
Management System to accord with
emerging Industry practice

In this light, we will look o broaden the
scope of our Management System by more
explicitly mmcorperating a commitment to
community engagement on matters
relating to environmental and social

Issues The intent is to foster an

ongoing process to build and maintain

a constructive relationship with localty
affected stakeholders

Level 3 Operating princaiples and
technical guidelines

in order o effectively guide, record and
monitor implementation of the HSE
Management System, a number of
documenis are required detailing processes

Environmental
protection is an
integral part of
Imperial Energy’s
investment
programme.

Impenal Energy uses advanced
exploration, drilling and geological
extraction methods to ensure the greatest
possible efficiency in the use of the
Group's resources Impenial’s ecology
department has developed and
successfully manages an environmental
safety system, which includes monitoring
the air, water and soil, waste utilisation,
and rapid response measures In the event
of environmental hazards This systemn
forms part of the broader HSE
Management System

Impenal Energy also carnes cut special
environmental protection projects As a
responsible and efficient subsoil user,
Impenal Energy studied the means to use
associated gas for its production needs
In 2007, the Group installed a power
generator fired by associated gas at the
Snezhnoye field

The Group has launched s own
environmental training programme and
rewards 1ts employees depending on
how well they comply with the Group's
internal environmental protection policy




such as Risk Assessments, Performance
Indicators, Audit Programmes, and Training
Schedules These documents form the
essential paris of Level 3 and 4

Level4 Contractor operating procedures
Underlying the HSE Management System
are a set of operating procedures
developed by the contractor which are

a management-approved work process
complying with the operating standards
1o be achieved A bndging document

may be required to ensure that the
Contractor Procedures conform to
Impenal’s Operating Pninciples

Economic

Despite ts relatively short corporate history,
Impenal Energy has managed to forge

a tradition of community nvolvement

and investment Impenat Energy

carnes out programmes to support
educational institutions, Creative

1eams and scenufic research, wath

a special focus on prowiding assistance

to sick and underprivileged children

Effectve implementation of the Group's
community commutmenits is handled by a
special department which haises with
regional and local authorties on a broad
range of topics on thewr part concerning
the provision of community support
Impenal routinely addresses a large
nurnber of nquines on providing
community assistance

Impenal Energy’s subsidiaries
(Allianceneftegaz, Nord Impenal,
Sibinterneft) and the Tomsk administration
agreed 1o launch a number of economic
programmes in the vanous drstrcts of the
Tomsk region Imperial spent a total of 16
million roubles on these purposes in 2007

Imperal Energy takes pride in being able to
create new avenues of personal growth for
people and add value to therr hives thanks
10 ItS COMMUNITY ComMmItment programme
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Imperial Energy’s
charity and
sponsorship
activities provide
an outreach to
many people
from all walks

of life.

Impernal Energy’s charity and sponsorship
activities provide an outreach 10 many
people from all walks of life

Impenal Energy 1s actively involved in
supporting creative endeavours and
scientific research in Russia The Group
provides sponsorship support toa KVN
team 'MaximuM’ and the creative society
‘Dobryata’ in 2007 Impenal Energy used
some of its n-house funds to purchase
musical instruments for Kargasosk
Orphanage No 27 ‘Alenushka’

Impenal Energy devotes special attention
to collaborating with educational
institutions In 2007, Imperial provided
financial aid to the Tomisk Polytechric
University for up grading a computer class

Every year the company awards
scholarships to five students at the Tomsk
Polytechric Uruversity As part of this
programme students are encouraged to
undergo internships with a possibility of
Joming the Company after graduation A
similar programme has been agreed with
the Gubkin Moscow Oil and Gas nstitute
where another five scholarships have been
granted to students from Siberia

Impenal Energy supports orphanages and
helps provide care for the sick children
Impenal has long-term commitments and
also responds to numerous requests from
schools, nursenies and medical insoitutions
in the region and provides financial aid on
a one-off basis
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Corporate Social Responsibility/
Sustainable Development continued

Case study

Reduaing carbon footprint
in the Tomsk region

Ervironmental protection 1s an integral part
of Impernial Energy’s investment programme
Impenal has taken a forward-looking and
responsible approach towards preserving
one of the key facets of the national hentage,
the nature, and reducing the carbon
footprnt In the Company’s main area of
operations, the Tomsk region

On one such assignment kmpenal Energy
supported amenity planting iniated by the
local government In May 2007 Imperial
Energy planted out a walk of more than 100
lIime trees in the centre of Tomsk, in the
grounds of the State Tomsk University
campus Addmionally in the sarme month
almaost 200 wild ash and birch trees were
planted out in the central parks of Kargasok
and Parabel districts of the Tomsk region

Trees absorb carbon dioxede to produce
oxygen and wood, both of which are very
useful for humans and arimals Each tree
planted reduces the environmental iImpact
by 'breathing in’ about 730 kg CO, emissions
over its ifetime of 100 years fwww
carbonfootrpint com)

In ine with its enviconmental protection
efforts the Company has also introduced
sustainable devetopment technologies into
its corporate practices Including paper
recyching with more than 1.5 tonnes of
paper recycled since April 2007

Impenal embarks on such green initiatrves
In orger to imit the impact of the ol and
gas industry and ensure the long-term
sustainability of the emaronment, leaving a
positive legacy for future generations
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Case study

Helping disadvantaged and
sick children in Siberna

Russia has more orphans today than after
World War H, with over 700, 000 orphans
Iving 1n 2,000 state-run orphanages Many
Russian orphanages lack funds to buy the
most basic needs medical supples,
adequate food, nutitional supplements and
winter clothing Approximatety 12,000
orphans are adopted every year by Russians,
and cnly 3000 children by foreigners Many
prospective parents will not adopt sick
children or those with any hereditary risk.

As part of its considerable presence and
nvestment In Tomsk, Impenat Energy
supports orphanages and also helps provide
care for the sick chuldren

Impenal Energy 15 an active sponsor of
Omhanage No 4, the least funded nsttution
of its kindd in the region, and horne 10 65
children aged 7-17 Inthe last few years this
Sibenan orphanage had not been recevng

state finanang for repaw works, and some of its
bulldings, ncluding the medical certre, were In
urgent need of major renovation, ncluding
refloonng and reroofing, cntical for the health
and safety of the children and staff Iving and
working in the harsh Sibenan cimate [mpernal
Energy donated over one milhion roubles for
the reconstruction works and ather needs of
the orphanage, as well as suppyling its football
team wath a new strip, and has been regularty
sending gifts to the children

Imperal Energy 18 also a dedicated

supporter of the Russian Chitdren's Fund, a
non-commercial social organisation amed at
helping sick and disabled children The Tomsk
subsidiary of the Russian Children’s Fund was
established in 2002 and since then has been
involved in numerous chanty activities for the
local community Impenal Energy supports
the Fund with regular financiat donations as
well as by providing funds on a project basis

In 2007 the Company participated in the
purchase of expensive medical equipment
for the children suffenng from respiratory
diseases and acted as a sponsor of numerous
chitdren’s holiday celebrations

The Comparty's chanity efforts also
encompass support for the local
community’s initiatives iInduding ‘A
Common Miracle’ programme, a charity
broadcast on a local TV channel TV2, helping
sick children, farmilies in need, young talents,
orphanages and other local non-commercial
organisations Thanks to Impenal’s
considerable contnbution a 16-year-old

boy with cerebral paralysis receved the
much needed medical treatment

Impenal Energy’s chanty actvities will
continue to focus on helping the most
vulnerable categories of the society sick and
underpmvleged children
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Board of Directors

Peter Michael Levine
Executive Chairman

Peter Leving, aged 52, founded Impenal in 2004 and 1s the largest
non-institutional shareholder of the Group He graduated n
Junsprudence from Tnnity College, Oxford n 1977 and qualified as a
soliciter in 1980, specialising N international/corporate law Peter s,
at the date of this report, chairman of the FTSE 250 steel
construction company, Severfield-Rowen Plc although he 1s
stepping down from that position in May 2008 He was formerly
the Honorary Consul for the Republic of Kazakhstan in the United
Kingdom and joint chairman of the British-Kazakh Society

Simon Chnistopher Hopkinson
Chief Executive Officer

Christopher Hopkinson, aged 41, was appointed to the Board in
December 2006 and appointed Group Chief Executive Officer in
Apnl 2007 He graduated from 5t Andrews University with honours
in Applied Physics Following this he trained at Shell where he
spent 13 years leading a team dedicated to optimising drilling
and production performance In the last four years he worked for
Yukos EP, where he was head of development on new wells and
most recently Lukoil Overseas where he was director of global
projects and asset management Christopher is onginally from
the UK, 1s a Russian speaker and s also a member of the Society
of Petroleum Engineers

John Andrew Hamilton
Group Finance Dwrector

John Hamiiten, aged 42, was apposnted to the Board in December
2007 John has over 15 years of international banking experence
with ABN AMRO For the past seven years he has worked in the ol
and gas team within ABN AMRQO's corporate and investment bank
In London, most recently as executive director where he speaialised
In upstream E&P Mr Hamilton has been integrally involved in a
variety of upstream ol and gas transactions including structured
debt, bonds, convertible bonds, equity and acquisiions John
Hamilton holds a BA from Hamifton College, New York and an MBA
from Rotterdam School of Management and New York University

Denis Victorovich Kurachkin
Chief Finanaal Officer, QIS

Denis Kurochkin, aged 36, was appointed to the Board in December
2006 He graduated from Far Eastern State University, Viadwvostok,
and 1s a qualified accountant who trained and spent the first eight
years of his professional career at PricewaterhouseCaopers in Russia,
latterly as a manager working for major Russian oil and mineral
companies Subsequently he worked In key executive financial roles
tn leading Russian and international businesses ncluding two years
with Sidanco, subsequently TNK-BP, and with ALCOA in Russia He s
a Russian nattonal and 1s a member of the Association of Chartered
Certfied Accountants




Ekaterina Evgenievna Kirsanova
Executive Director, Head of Moscow office

Ekaterina Kirsanova, aged 32, was appointed to the Board in January
2008 Ekaterina was one of the first employees of Impenatl, having
joined the Campany in 2004 Since Impenal’s inception, as Head of
the Moscow office Ekaterina has been responsible for strategic
coordination with ministries and other Russian governmental
bodies Ekaternna has university degrees in linguistics and law From
2000 w0 2004 she worked for the international law firm PLLG as
Head of thetr Moscow office

Kenneth Peat Forrest
Non-Executive Director

Kenneth Forrest, aged 66, was appointed a Non-Executive Director
in 2004 He graduated in chemistry from Strathclyde University

in 1965, gaining a PhD from the same university 1in 1968 1 1974,
he joined the Department of Energy becoming director of the
Department’s China and Russia urit in 1984 In 1985, he was
appointed director of export (ol and gas) to the DTl and from

May 2000 unul he retred in 2002 was the director of the ol and
gas business directorate at Trade Partners UK
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Pierre Erwin Godec
Non-Executive Director

Pierre Godec, aged 63, Chevalier de [Ordre National de la Legion
d'Honneur, was appointed a Non-Executive Director in 2004 He
graduated from Ecole des Hautes Etudes Commerciales i Paris in
1968 In 1968 he joined Groupe ELF Aquitaine where he held
various positions at their Panis headquarters 1n 1974, he became
vice president and treasurer for EIf North America and from 1579 he
was chief executive officer and managing director of vanous ELF
international subsidianes, Including between 1990 and 1993 ELF
Neftegaz, which operated in Russia and Kazakhstan From 1995 to
2000 he was chief executive officer of ELF Petroleum and ELF
Exploration in the UK and since 2000 he has been an international
consultant to the ot industry

Rob Shepherd
Non-Executive Director

Rob Shepherd, aged 41, 1s finance director of Dominion Petroleumn
Limited, an AlM-listed exploration company focused pnmarily on
East Africa He graduated in Mechanical Engineering from Sheffield
University and thereafter spent five years working for Shell in the
Netherlands After completing an MBA at the INSEAD Business
School, he joined ABN AMRO Bank, where he worked for almost

10 years until the end of May 2007 during which he advised on, and
arranged financing for, both national and multi-national ol and gas
companies, prnimanly in the QS




Impenal Enerqy Corporation PLC
26 Annual Report and Accounis 2007

Directors’ Report

The Directors present their annual report on the affairs of the
Group, together with the financial statements and auditors’
report for the year ended 31 December 2007

Principal activities

The principal acuvities of the Group are ¢if exploration,
development and production The Group operates through
subsidiary undertakings the details of which are listed in note 14
1o the accounts

Business review

The Company 15 required by the Companies ACt to set out in this
report a fair review of the business of the Group during the
financial year ended 31 December 2007 and the position of the
Group at the end of the year and a description of the principal
nsks and uncertainties facing the Group (business review’) The
information that fulfils the requirements of the business review
can be found within the Chairman and Chief Executive’s
Statement, Operational Review and the Financial Review These
sections also include details of the expected future
developrments in the business of the Group and details of the key
performance indicators that management use The Group's
financial instruments are discussed i note 29 1o the accounts

Details of significant events since the balance sheet date are
cantained in note 30 to the financial statements

Dividends
The Directors de not recommend payment of a dividend for the
year ended 31 December 2007 {2006 nil}

Directors
The Directors who served duning the year except as noted were
as follows

P M Levine*

K P Forrest

P E Godec
TGKSmith

S C Hopkinson
DV Kurochkin
R J Shepherd

J A Hamilton

E Kirsanova

{resigned 31 December 2007)

(appomnted 11 June 2007)
(apponted 3 December 2007}
(appointed 21 January 2008)

* P M Levine will retire by rotation at the forthcoming Annual General Meeting and,
being eligible, offers himself for re election

R J Shepherd, J A Hamilton and E Kirsanova were appointed to
the Board after the last Annual General Meeting and In
accordance with the Artcles of Asscaiation retire at the
forthcoming Annual General Meeting and, being eligible, offer

themselves for re-election

Directors’ interests

The Directors who held office at 31 December 2007 had the
following beneficial interests in the shares of the Cempany

31 December 1 January

2007 2007

Numberof  Number of

shares shares

P M Levine® 4,679,777 4082777
KP Forrest 43,000 43,000
P E Godec 48,142 46,000
S C Hopkinson 5,353 -
DV Kurochkn 358 -
R J Shepherd 2,407 -
JA Hamilton - -

*On 15 January 2008 P M Lewine disposed of 1545 777 shares

No other changes ook place in the interests of Directors

between 31 December 2007 and 15 Apnil 2008

Directors’ share options

Details of Directors’ share options held under incentive plans are

provided in the Directors’ Remuneration Report

Creditors payment policy

The Group's policy on payment of creditors 1s to settle all
amounts with its creditors on a timely basis taking account of the
credit period given by each supplier Creditors are paid within

15 days or to terms

Charitable and political contnibutions

During the year, the Group made charitable donations of
US$143,000 (2006 USS73,000), principally to local charities

in the Tomsk region

There were no political contnbutions made by the Group

dunng the year (2006 rul)




Substantial shareholders
As at 11 April 2008, the following parties had notified the

Company in accordance with chapter 5 of the Disclosure and

Transparency Rules, of the following nghts as shareholders of
the Company

Number

of shares %
Schroder Investment Management

Limred 5173829 1012

P M Levine 3,134,000 613
Deutsche Bank AG 3012948 589
Baille Gifford & Co 2,631,407 515
Fidelity International Limited 2,492 560 488
Blackrock Inc 2,446,389 479
London and Amsterdam Trust Company 2,381,147 466
SR Global Fund 2,364,530 463
JP Morgan Chase & Co 2,359,733 462
Legal & General Group PLC 1697078 332

Interests in contracts

As disclosed in note 31 Related party transactions, there have

been no contracts or arrangements durnng the year ended

31 December 2007 in which a Director of the Cormpany was

materally interested and which were significant in relation
the Group's business

Health, safety and environment

to

The Group 1s committed to complying with the Health, Safety

and Environmental regulations and requirernents of the countries
in which it 15 operating and protecting the health, safety, welfare
and secunty of its employees and all personnel affected by and

ivolved in its activities It also has a primary and continuin

g

commitment to minimise the impact of its activities on the

environment Further details of the Group's HSE policy 1s
provided above

Gomng concern

After making enquines, the Directors have formed a judgement,
at the ume of approving the financral statements, that there 1s a

reasonable expectauon that the Group has adequate resources
to contnue n operational existence for the foreseeable future

For this reason, the Directors continue to adopt the going
concern basis in preparing the accounts
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Auditors

Each of the persons who 1s a Director at the date of approval of

this annual report confirms that

w 50 far as the Director 1s aware, there 1s no relevant audit
infarmation of which the Company’s auditors are unaware, and

= the Director has taken all the steps that he ought to have taken
as a Director In order to make himself aware of any relevant audit
information and to establish that the Company's audiiors are
aware of that information

This confirmation 1s given and should be interpreted in
accordance with the provisions of s234ZA of the Companies
Act 1985

Deloitte and Touche LLP have expressed their wilkngness o
continue In office as auditors and a resolution to appont them
will be proposed at the forthcoming Annual General Meeting

By order of the Board
J A Hamilton

Group Finance Director
15 April 2008
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Corporate Governance

The Company 15 committed to the prnnaples of corporate
governance contained 1n the Combined Code on Corporate
Governance ('Combined Code’} that was 1ssued in 2006 by the
Finanaial Reporting Counail for which the Board 1s accountable
to shareholders

Statement by the Directors on comphance with the
Combined Code

Throughout the year ended 31 December 2007, the Company
has been in compliance with the provisions set out in sectton 1
of the Combined Code with the following exceptions

Peter Levine 1s Executive Chairman of the Company Prior to

9 May 2007, he was Chairman and Chief Executive Officer but he
stepped down as Chief Executive Officer upon the Company's
admission to the main st He s also the Chairman of the
Nominations Committee Notwithstanding the provisions

of the Combwned Code, the Board believes that in view of his
knowledge of the Group's bustness and his expertise in the
industry in which the Group operates, 1t I1s In the best interests
of the Company that Peter Levine continues in these roles

Prior to the appointment of Rob Shepherd, nesther the Audit
Commuttee, the Remuneration Coemmittee nor the Nominations
Committee comprised three independent Non-Executive
Directors because the Company had only two independent Non-
Executive Directors Following Rob Shepherd's appomntment the
Company now comples with the code

Excluding the Chairman, half of the Board should comprise Non-
Executive Directors Currently, excluding the Chairman, the Board
comprises four Executive Directors and three Non-Executive

Directors Accordingly, the Company is not in compliance with the
Combined Code n that 1t does not have an equal number of Non-
Executive and Executive Directors The Board 1s proposing to

appoint a further Non-Executive Director to the Board in due course

The Board of Diwrectors

The Board of Directors, whose names and biographical details are
set out above, currently comprises an Executive Chairman, four
other Executive Directors and three independent Non-Executive
Directors The Board meets regularly duning the course of the
year to review trading performance and budgets, funding, to set
and monitor strategy, examine acquisttion opporturities and
report to shareholders The Board has a formal schedule of
matters specifically reserved 1o 1t for decisions The Board held
six scheduled Board meetings duning the year with 100%
attendance from Board members in office at the ume of each
Board meeting

The Combined Code recommends that the Board should appont
one of its independent Non-Executive Directors to be the Semior
independent Director The Senior Independent Director should
be available to shareholders if they have concerns that contact
through the normal channels of Chairman, Chief Executive or
Finance Director has failed to resolve or where such contact 1s
Inappropnate Prierie Godec 1s the Board's exisung Senor
Independent Director

The Board has appointed an Audit Committee, a Remuneration
Committee and a Nominaton Committee Each committee and
each Director has the authonty to seek independent professional
advice where necessary to discharge thetr respective duties in
each case at the Company's expense These committees deal
with the following specific aspects of the Group’s affairs

Audit Committee

The Audit Committee comprnses three Non-Executive Directors,
Pierre Godec, its Chairman, Kenneth Forrest and Rob Shepherd
The Audit Commuttee 15 responsible for a wide range of financial
matters including reviewing the annual financial staterments, and
considenng the scope of the Company’s annual external audit It
met twice durning 2007 and both meetings were attended by all
members It monitors the controls that are in place 10 ensure the
integnity of the financial Information reported to sharehalders
The Committee also oversees the relationship with the external
auditor, reviews the scope and results of audits and provides a
forum for reporting by the Group's auditors The Committee also
focuses on compliance with legal requirements, accounting
standards and the tisting Rules and ensures that effective
systems of internal control and risk management are mainiained
The ultmate responsibility for reviewing and approving the
annual repert and accounts and the half-yearly reports
nevertheless remams with the Board The Chairman and other
Executive Directors attend meetings of the Audit Committee
through invitation

Remuneration Committee

The Remuneration Committee comprses the three Non-
Executive Directors, Prerre Godec, its Chairman, Kenneth Forrest
and Rob Shepherd The Committee met three times durning 2007
and all meetings were attended by all members The Commitiee
considers remuneration policy and the employment terms, share
option grants and remuneration of the Executive Directors and
sentor management The Committee’s role 1s advisory In nature
and makes recommendations to the Board on the gverall
remuneratton packages for Executive Diectors in order to attract,
retain and motivate high quality executives capable of achieving
the Group’s objectives The Commuttee also reviews proposals for
the introduction of share plans and other incentive plans, makes
recommendations for the grant of awards under such plans as
well as advising on the terms of employment of the Executive
Directors None of the Directors participates in any discussion or
votes on any proposal relating to hus own remuneration The
Board's pokicy 1s to remunerate the Group's senior executives
fairly and in such manner as to facilitate the recruitment,
retention and motvation of suitably qualified personnel

The remuneration of the Non-Executive Directors 1s deterrmined
by the Chairman and the other Executive Directors outside the
framework of the Remuneration Commuttee

Nomination Committee

The Nomination Commuttee 1s chaired by Peter Levine and its
other members are Kenneth Forrest and Fierre Godec Dunng
2007, 1t met twice and all meetings were attended by all
Commuttee members Specific consideratton was given to the




appointment of a new Non-Executive Director The Nomination
Cormmittee considers the structure, size and composition of

the Board, retirements and appointments of additional and
replacement Directors, reviews succession plans for the Directors
and makes recommendattons to the Board on membership of
the Board, its commuttees and other matters within its remit

Relationship with shareholders

The Board remains fully commuitted to mamntaining regular
commumication with its shareholders Informauon about the
Group's activities 1s provided 1n the Annual Report and the
Interim Report which are sent to all shareholders

There 15 regular communication with major institutionat
shareholders and meetings are offered throughout the year

Impenal Energy welcomes alf communication from share-
holders and potential Investors and also has its own website
(www imperialenergy corn) which contains a wide range of
information including a dedicated investor information section

The Board also uses the Annual General Meeting to
commumicate with private and institutional investors and
welcomes their particpation

Internal control

The Directors are responsible for establishing, maintaining and
reviewing the effectiveness of the Group’s system of internal
control which 1s designed to provide reasonable assurance
regarcding the reliability of financial nformation and to safeguard
shareholders’ investments and the Group's assets By their nature
such systemns can only provide reasonable but not absolute
assurance that the Group will be protected against materal
misstaternent or loss

The Board has put in place formally defined lines of responsibility
and delegations of authority and has delegated to executive
management the implementauon of material internal control
systems Documented pohcies and procedures are in place for
key systems and processes and the authorisation of the Directors
15 required for all key decisions

A comprehensive budgeting process 15 in place and the annual
budget 15 approved by the Board Performance against budget is
monttored and reported to the Board Actual results are reported
against budget on a regular basis Revised forecasts for the year
and longer term financial projections are regularly produced
throughout the year

The Board has the prnimary responsibility for identifying the
major business rsks facing the Company and the Group and
developing appropriate policies to manage those nsks The nisk
management approach is used 1o focus attention on the Group’s
most significant areas of risk and ta determine key control
objectives on a continuous basis throughout the year
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The Board will continue to review and report on the effectiveness
of the Group's system of internal control

The Group currently does not have aninternal audit function as
the Directors consider this o be inappropnate given the size of
the Group However this situation will be reviewed by the Board
from ume to time

Directors’ responsibility statement

The Directors are responsible for prepanng the Annual Report
and the financial statements, including a Directors’ Report in
comphance with the requiremerts of the Companies Act 1985
Financial statements are prepared in accordance with IFRS both
for the Group, as required, and for the Company, by election
Company law requires the Directors to prepare such financial
statements In accordance with IFRS, the Compames Act 1985,
and Article 4 of the IAS Regulation

International Accounting Standard 1 requires that financial -
staternents for each financial year fairly present the financial
position, financial performance and cash flows of the Group
The Directors are required faithfully 1o represent the effects of
transactions, other events and conditions in accordance with the
definitions and recognition criteria for assets, labilities, income
and expenses in accordance with the relevant framework set out
by the IAS Board The Directors are also required to
n properly select and apply accounting policies,
s present Information in a manner that provides relevant,
rehable, comparable and understandable information, and
» provide addittonal disclosures when compliance with (FRS
requirernents is Insufficient to enable the user 1o understand
fully the impacts on the entity’s financial position and financial
performance

The Directors are required to prepare financial statements on |
the going concern basis unless It 1S Napproprate o presume \
that the Group will continue in business After making enquines, ‘
the Directors have a reasonable expectation that the Company and

Group have adequate resources to continue In operational existence

for the foreseeable future For this reason, they have adopted the

going concern basis in preparing the financial staterments

The Directors are responsible for keeping proper accounting records,
which disclose with reasonable accuracy at any time the financial
position of the Company and Group They are also responsible for
safeguarding the assets of the Company and Group and hence for
taking reasonable steps for the prevention and detection of fraud
and other irregulanties The Directors are responsible for the
maintenance and integrity of the Company website

P M Levine
Executive Chairman
15 Apnl 2008




Impenal Energy Corporation PLC
3 O Annual Repori and Accounts 2007

Remuneration Report

Introduction

This report has been prepared in accordance with Schedule 7A
to the Companies Act 1985 The report also meets the relevant
requirements of the Listing Rules of the Financial Services
Authonty and describes how the Board has applied the
prinaiples relating to Directors’ remuneration 1n the Combined
Code As requured by the Act, a resclution to approve the report
will be proposed at the Annual General Meeting of the Company
at which the financial staternents will be approved

The Act requires the auditors 10 report to the Company's
mermbers on certain parts of the Directors’ remuneration report
and to state whether in ther opirion those parts of the report
have been properly prepared in accordance with the Compares
Act 1985 The report has therefore been divided into separate
sections for audited and unaudited information

Unaudited information

Remuneration Committee

The Company has established a Remuneration Committee which
15 constituted in accordance with the recommendations of the
Combined Code The Committee operates under the delegated
authonty of the Board and ts Terms of Reference is available
from the Company Secretary The Committee 1s responsible

for determining and agreeing the pay, benefits and contractual
arrangements for the Executive Directors of the Company
{including the Executive Chairman} and other members of the
senlor management team

The members of the Commuttee during 2007 were P E Godec
(Chair), KP Forrest and R J Shepherd who are all independent
Non-Executive Directors Attendance at Committee meetings
held during the year and the number of meetings held is set
out in the Corporate Governance Statement

None of the Committee has any personal financial interest (other
than as shareholders), conflicts of interests ansing from cross-
directorships or day-to-day involvement in running the business
The Commuttee makes recommendations to the Board No
Dwrector plays a part in any discussion about his or her own
remuneration

The Remuneration Commuittee has appomnted Hewitt New Bridge
Street (formerly known as New Bndge Street Consuliants LLP) to
provide it with iIndependent remuneration advice Hewiit New
Bndge Street does not provide any other services to the Group
The Commuttee also received assistance from T G K Smith, J A
Hamilton (the former and current Group Finance Directors) and

P M Levine {Executive Chairman), who attended meetings of the
Committee as required No Director took part in matters relating
directly to their own remuneration

Remuneration policy

The Company's policy 15 1o maintain levels of remuneration
sufficient to attract, motivate and retamn senior executives of
the highest calibre who can deliver growth in shareholder
value Executive remuneration currently consists of basic salary,
benefits, annual bonus potential and a long-term incentive
share plan The total remunerabion package 1s structured so
that a significant proportion 1s subject to performance-

related elements, thereby creating a strong alignment of
interest between executives and shareholders

The commiitee has made changes to the remuneration policy
for 2008 in recognition that the Company has developed rapidly
since 1ts flotation in May 2004 and make it more relevant to

ks status as a FTSE 250 company from November 2007 In this
regard, a number of changes have been made to ensure that
the policy 1s more compliant with best practice and institutional
shareholder guidelines

Basic salary

The Remuneration Committee reviews basic salary annually
Salanes are set to reflect the particular skills, responsibifities and
experience of the individual and to provide a market competitive
base salary in determining a market competiive amount the
Committee takes nto account pay levels for similar sized
companies In the oil and gas producers sector and in the

FTSE 250 and seeks to pay broadly market rates, taking

account of expenence and expertise of Individual executives

The salanes effective from 1 January 2008 are P M Levine
£429,300, S C Hopkinson roubles 22,406,232, 1 A Hamilton
£200,000, D V Kurochkin roubles 9,028,483 and E Kirsanova
Roubles 8,404,212 With the exception of J A Hamilton, the
Executive Directors are based outside of the UK and this 1s
partly reflected in the salanies paid

Benefits-in-kind

The Executive Directors recelve certain benefits-in-kind,
namely health insurance and lfe assurance For full details
of the benefits provided tn the 2007 financial year, please
refer to the table below

Pension
The policy of the Company 15 not to make any contributions and
to permit Individuals 1o be responsible for their own pensions

Bonus

The Company operates an executive bonus scheme The annual
bonus s designed to drive and reward excellent short-term
operating performance In ine with best practice, the Company
has introduced a maximum bonus opportunity for the current
and future financial years The maximum banus potential for the
2008 financial year 1s 150% of salary with any bonus in excess of
100% of salary being paid in shares, the receipt of which s




deferred for two years and subject to continued employment
Payment of the annual bonus 1s based on stretched production
{50%) and operating costs (50%) targets There 1s overnding
Commuttee discretion In exceptional circumstances for bonuses
to be scaled back If the Company's HSE Performance 15
considered unacceptabie

In 2007, the annual bonus plan operated on a discretionary basis
Actual bonuses awarded for 2007 are shown in the table below

As part of the terms of his Joining package, the Company has
agreed to compensate J A Harnilton for the bonus opportunity
relating to 2007 which he lost on leaving his previous ernployer
up to an amount of £300,000 This will be settled in 2008

Long Term Incentive Plan

In 20086, the Board approved the introduction of a Long Term
Incentive Plan (LTIP) Awards under the LTIP are subjeci te
continued employment and the satisfaction of performance
conditions defined at the time of the award No consideration 1s
payable for grant of the awards, with aggregate par value of the
shares under award due on exercise

It 1s the intention of the Commuttee that awards granted in 2008
will be subject to a combination of Total Shareholder Return
(50%) and production (50%) performance targets, both measured
over a three year performance penod TSR has been chosen
because it aligns the interests of Directors with shareholders

by requining supenor total shareholder return performance
compared 10 competitor comparies Production targets have
been chosen because they require a substantialimprovemnent

in the Company's operational performance before awards are
capable of vesting

Totat shareholder return will be measured relative to a peer group
of ol and gas comparies Awards will vest as to 15% of the tota!
award In the event that median performance 1s achieved with
proportionate vesting up to 50% of the total award if upper
quartile performance is achieved The production targets will
be based upon a shding scale of barrels of oil per day {bopd'}
performance Awards will vest as to 15% of the total award

in the event that 40,000 bopd I1s achieved, with proportionate
vesting up to 50% if 60,000 bopd 15 achieved at the end of the
performance penrod The Committee will re-assess the
performance condition immedsately prior to granting the
awards 10 ensure that it remains appropriately challenging

Going forward, awards will be made within a maximum
indiidual grant imit of up to 1509 of salary per annum,

save In exceptional Circumstances (such as a senior executive
recruitment) when higher awards may be granted
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Share pnce performance graph

The performance graph below sets out Imperial's annual

otal shareholder return since s flotation in Apnl 2004 to

31 December 2007 This 1s compared to the FTSE 350 Oil & Gas
Index, which was selected as an appropriate comparator because
It represents a broad equity market index of which the Company
15 @ member

Directors’ contracts

The Committee's policy 1s to offer rolling service contracts
with notice penods of one year or less from the Company
or executive

The details of the Directors’ contracts are summansed m the
table below

Date of Notice
contract period

Name of director

P M Levine 20 January 2006 12 months
S C Hopkinson 7 December 2006 6 months
DV Kurochkin 11 December 2006 6 months
JAHamilton 3 December 2007 6 months
E Kirsanova 21 January 2008 6 months

An Executive Director may not become a Director of another
company without the prior consent of the Board P M Levine 1s
entitled to serve as Non-Executive Chairman of Severfield Rowen
PLC and 1s entitled to retain the fees relating to this position

P M Levine until 31 May 2007 was also Non-Executive Chairman
of Keltbray Group (Holdings) Limited
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Remuneration Report continued

Non-Executive Directars

Alt Nen-Executive Directors have specific terms of engagement and their remuneration s determined by the Board within the limits
set by the Articles of Association and based on independent surveys of fees paid to Non-Executive Directors of similar companies
taking into account the time commitment and responsibility of the role The basic fee paid to each Non-Executwe Director in the year
was £62,500 per annum of which £30,000 s recervable in Crdinary Shares of the Company In addition, R J Shepherd has a separate
agreement to provide the Company with advice on its financing options, for which he was paid US$155,000 1in 2007 Non-Executive
Directors cannot participate in any of the Company's share schemes

Audited information
Aggregate Directors’ remuneration
Cirectors’ emoluments

Fees/ Annual Other Total Total
salaries bonus*  payments Benefits™ 2007 2006
5000 5000 $000 $000 5000 $000
Executive Directors
P M Leving' 809 990 - 225 2,024 1,233
S CHopkinson 687 900 - 170 1,757 9
J A Hamilton {from 3 December 2007) 35 - - - 35 -
D V Kurochkin 272 426 - 24 722 7
T G KSmith 223 118 - 5 346 273
Al Korchik (to 18 January 20077 14 - - 18 32 934
Farmer Directors® - - - - - 1,203
Non-Executive Directors
P E Godec 125 - - - 125 126
K P Forrest 125 - - - 125 19
R J Shepherd (from 11 June 2007) 68 - 1552 - 223 -
2,358 2,434 155 442 5,389 3504

Emoluments for Russian based Directors are paic in roubles, whereas all other Directors are paid in sterling

* In 2007 and pror the Company operated a discretionary bonus scheme In determining bonus payments the Remuneration Committee took into consideration the
relative importance of the achievements in the year and the actual contribution of those towards furthering the Company s strategy In awarding the 2007 bonuses
the following specific factors were taken into account () the significant increase in reported reserves {11} achievernent of the Groups production target for 2007
(m) achievement of strategic targets including successful adrmission 1o the main market and (v} the need to motivate key staff following the exceptional external
scrutiny during the year

" Benefits :n kind represent private health insurance Iife insurance P M Levine receives a housing allowance and as part of his recruitment terms, S C Hopkinson

recelved a location allowance and as part of his recruitrnent terms a one-off assistance towards personal legal costs

Fees are pard to PLLG GmbH a company registered in Switzerland and owned by P M Levine

Inaddition to the remuneration above R J Shepherd was paid US5155 000 for advisory services to the Company on its fnancing arrangements

As part of the arrangements on his stepping down from the Board A | Korchik continued his employment with the Company uniil 31 December 2007 He was paig

US%529000 under this emplayment

4 Relates to the remuneration of Dr R 1 Kidd and D Capelson Dr Kidd was pard US$272 000 for advisory services undertaken to the Group outside the UK in 2007

L) h -




As at 31 December 2007, LTIP share options held by the Directors who served during the year were as follows
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AL As at
Date of 1 January Granted / 31 December Date from
grant 2007 awarded Exercised Lapsed 2007 which exercisable

P M Levine
1 31 March 2006 75,000 - - - 75,000 31 March 2008
1 31 March 2006 75,000 - - - 75,000 31 March 2009
2 1 January 2007 - 200000 - - 200,000 1 January 2010
3 3 May 2007 - 325,000 - — 325,000 3 May 2010
S CHopkinson
1 25 September 2006 50,000 - - - 50,000 25 September 2009
2 1 January 2007 - 125,000 - - 125,000 1 January 2010
3 3 May 2007 - 125,000 - - 125,000 3 May 2010
Al Korchik
1 31 March 2006 75,000 - - {75,000 - 31 March 2008
1 31 March 2006 75000 - - (75,000 - 31 March 2009
DV Kurochkin
1 25 September 2006 25,000 - - - 25,000 25 September 2009
2 1 January 2007 - 50,000 - - 50,000 1 January 2010
TGKSmith
1 31 March 2006 50,000 - - - 50,000 31 March 2009
2 1 January 2007 - 25000 - - 25,000 1 January 2010
J A Hamilton
4 17 December 2007 - 66,000 - - 66,000 31 Decernber 2010

1 Grants made n 2006 were subject to two performance conditions, 50% of the awards granted are subject to a condition based on
the Company's net present value reaching a range of targets by certain future dates, and the remaining 50% of the awards have
been subject to a performance condition based on the Company’s total shareholder return relative 1o 10 oil and gas companies
measured between 1 January 2006 and 31 December 2007 for the two year awards and between 1 January 2006 and 31 December
2008 for three year awards Cptions will vest as to 30% In the event that median performance s achieved with proportionate
vesting up to 100% if upper quartile performance s achieved The share price on the date of grant was 690p per share

2 Thegrant to on 1 January 2007 was subject to two performance conditions, 50% of the awards granted are subject to a condition

based on the Company's net present value reaching a range of targets by certain future dates, and the remaining 50% of the
awards have been subject to a performance conditicn based on the Company's tota! shareholder return relative to 15 ol and
gas companies measured between 1 January 2007 and 31 December 2008 Options will vest as to 30% in the event that median

performance is achieved with proportionate vesting up to 100% if upper quartile performance 1s achieved The share price on the

date of grant was 637p per share

3 These one-off grants in May 2007 were made in recognimon of the work done by P M Levine and S C Hopkinson to manage the
exceptional external scrutiny on the Company in 2007 The award is split into three parts

w  Part Awill vestin full on the Normal Veesting Date subject to the Company’s barrels of ol productton per day reaching at least 10,000

on any day within the financial year of the Company ending 31 December 2067

»  Part B will vest in full on the Normal Vesting Date subject to the Company’s barrels of ol production per day reaching at least 25,000

on any day within the financial year of the Company ending 31 December 2008

m  Part Cwill vest in full on the Normal Vesting Date subject to the Company’s barrels of ol production per day reaching at least 35,000

on any day within the financial year of the Company ending 31 December 2009
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Remuneration Report continued

Subject to the achievement of the relevant bopd target, the
extent to which such portton of the Award may vest (if at all) shall
further be determined by the extent to which the TSR Condition
1s met The TSR Condition provides that no part of an Award that
would otherwise vest may vest unless the Company’s total
shareholder return performance over the period 17 Apnl 2007 to
16 Aprl 2010 15 at least equal to the median within a specified
comparator group of 15 ail and gas companies For such median
performance, 30% of the relevant part may vest, rising on a
straight-ine basis to full vesting for upper quintile total
shareholder return performance The shase price on the date of
grant was 1295 pence per share

4 The grant to J A Hamilton was made as part of his recrurtment
terms for the value loss he suffered on leaving his previous
employer This option was granted subject to a performance
condition based on the Company’s total sharehclder return
relative 10 15 o1l and gas companies measured between
1 January 2008 and 31 December 2010 Options will vest
a5 10 30% in the event that median performance 1s achieved
with proportionate vesting up to 100% if upper quartile
performance 1s achieved The share pnice on the date of
grantwas 1,324p per share

The market price of the ordinary shares at 31 December 2007
was 1,550p per share and the range during the year was 610 5p
per share to 1,550p per share

Any ordinary shares required to fulfil entitlements under the
LTIP are 1ssued as new ordinary shares

P E Godec
Chairman of the Remuneration Committee
15 Apnt 2008
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Independent Auditors’ Report

to the members of Impenal Energy Corporation PLC

We have audited the Group and the Company financial
statements of Impenal Energy Corporatton PLC for the year
ended 31 December 2007 which comprise the Consolidated
Income Staternent, the Consohdated and Company Balance
Sheets, the Consolidated and Company Cash Flow Statements,
the Consolidated and Company Statements of Changes in Equity
and the related notes 1 to 44 These financial statements have
been prepared uncer the accounting policies set out therein We
have also audited the information in the Directors’ Remuneration
Report that 1s descnbed as having been audited

This repart 1s made solely to the Company’s members, as a body,
In accordance with section 235 of the Comparies Act 1985 Qur
audrt work has been undertaken so that we might state 1o the
Company's members those matiers we are required to state to
thern In an auditors’ repart and for ne 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 auditors

The Cirectors’ responsibilities for preparing the Annual Report,
the Directors’ Remueneration Repert and the financial statements
In accordance with applicable law and International Financial
Reporting Standards (IFRSs') as adopted by the European Union
are set out In the Statement of Directors’ Responsibilities

Our responsibility 1s to audit the financial statements and the
part of the Directers’ Remuneration Report to be audited 1n
accordance with relevant legal and regulatory requirements
and International Standards on Auditing (UK and Ireland)

We report to you our opinion as to whether the financial
statements give a true and farr view and whether the financial
statements and the part of the Directors’ Remuneration Report
10 be audited have been property prepared n accordance

with the Companies Act 1985 and, as regards the Consolidated
financial statements, Article 4 of the IAS Regulation We also
report to you whether in our opinion the information given in
the Directors’ Repert is consistent with the financial statements
The infarmation given in the Directors’ Report includes that
specific information presented in the Operating and Financial
Review that s cross referred from the Business Review section
of the Directors’ Report

In addition we report to you If, in our opinion, the Company has
not kept proper accounting records, if we have not receved all
the information and explanations we require for our audht, or (f
information specified by law regarding Directors’ remuneration
and other transactions 1s not disclosed

We review whether the Corporate Governance Statement reflects
the Company's compliance with the nine provisions of the 2006
Combined Code specified for our review by the Listing Rules of
the Financial Services Authonty, and we report If it does not We
are not required to consider whether the Board's statements on
internal contral cover all nsks and controls, or form an opinion

on the effectiveness of the Group's corporate governance
procedures or its nsk and control procedures

We read the other information contained in the Annual
Report and consider whether it 1s consistent with the audited
financial staternents We consider the implications for our
report If we become aware of any apparent misstatements
or matenal nconsistencies with the financial statements

Our responsibilities do not extend to any further information
outside the Annual Report

Basis of audit opinion

We conducted our audit In accordance with International
Standards on Auditing (UK and Ireland) 1ssued by the Auditing
Practices Board An audit inctudes examination, on a test basis,
of evidence relevant to the amounts and disclosures in the
financial statements and the part of the Directors’ Remuneration
Report to be audited kt also includes an assessment of the
sigruficant estimates and jJudgements made by the Directors
In the preparation of the financial statements, and of

whether the accounting policies are appropriate tc the
Group’s and Company’s circumstances, consistently applied
and adequately disclosed

We planned and performed our audit so as to obtain all the
information and explanations which we considered necessary

in order to provide us with sufficient evidence to give reasonable
assurance that the financial statements and the part of the
Directors’ Remuneration Report to be audited are free from
matenal misstatement, whether caused by fraud or other
iregulanty or error In forming our opimion we also evaluated
the overall adequacy of the presentation of information in the
financial staternenis and the part of the Directors’ Remuneration
Report to be audited
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Independent Auditors’ Report continued

to the members of Impenal Energy Corporation PLC

Opinion

In our opinion

= the Group financial statements give a true and far view, 1n
accordance with IFRSs as adopted by the European Union, of the
state of the Group’s affairs as at 31 December 2007 and of its loss
for the year then ended,

m the Company financial statements give a true and fair view,

In accordance with IFRSs as adopted by the European
Urion as applied in accordance with the provisions of the
Companies Act 1585, of the state of the Company’s affairs
as at 31 December 2007,

s the financial statements and the part of the Directors'
Remuneration Report to be audited have been properly
prepared in accordance with the Comparies Act 1985 and,
as regards the Group financial statements, Article 4 of the 1AS
Regulation, and

m the information given in the Directors’ Report 1$ consistent with
the financial statements

Vel dte € TGodaa LLE

Deloitte & Touche LLP

Chartered Accountants and Registered Auditors
Lendon, United Kingdom

15 Apnl 2008
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Consolidated Income Statement
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2007 2006
Note 5000 5000
Revenue 14 19,928 3,129
Cost of sales (22,194) (3,129
Gross (loss)/profit {2,266) -
Adrministrative expenses
- general and administrative expenses (37.923) {19.425)
- Russian Value Added Tax 5 1,215 4,267
Operating loss 5 (38,974) (15,158)
Investment revenue 37 1,174 4431
Other gains and losses 8 2,318} (3,534)
Finance costs 9 {1,835} -
Loss before tax (41,953} (14,261)
Tax 10 (548} (328)
Loss for the year 42,507 {14,589
Attnbutable to
Equity holders of the parent (42,373)  (14470)
Minority interest (128) 119
42,501) (14,589
2007 2006
$000 5000
Loss per share
From continuing operaticns
Basic il {83 69)c (31 87
Diluted n {83 69)c (31 87)c

All operations are classified as continuing in both years
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Consolidated Statements of Changes
in EQuity

For year ended 31 December 2007

Share  Convertible

Share Shares to premium bond  Translauon Retaned Minonty Total

capital be issued account reserve reserve losses interest equity

5000 5000 5000 $000 $000 $000 S000 $000

At 1 January 2006 1,875 2,095 149,739 - 1,320 (14.M7) 258 141170
Loss for the year - - - - - (14,470) Mgy (14,589
Currency translation adjustments - - — - 5,283 - - 5283
Total recognised income and expense - - - - 5,283 (14,470) (19) (©,3086)
New share capital subscribed 501 (114} 204,646 - - 114 - 205147
Expenses of 1ssue of equity shares - - {6,050) - - - - (6,050
IFRS 2 option cost (note 28) - 938 - - - - - 938
Acquisition of minority interest - - - - - - (16) (16)
At 31 December 2006 and 1 January 2007 2,376 2919 348,335 - 6,603 (28,473) 123 321,883
Loss for the year - - - - - (42,373 (28 (42,501
Currency translation adjustrments - - - - 23,315 - - 23315
Total recogrised income and expense - - - - 23,315 (42,373 (128 (19185)
New share capital subscribed 55 (1987 10,277 - - 1,981 - 10,332
Convertible bonds 1ssue {note 20} - - - 34300 - - - 34,300
Convertible bond transfer (note 20) - - - 122 - 122 - -
IFRS 2 option cost {note 28) - 6,022 - - - - - 6,022
Acquisition of minonty interest - - - - - - 45 45

At 31 December 2007 2,41 6960 358612 34,178 29918 (68,743} 40 363,396
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Consolidated Balance Sheet

As at 31 December 2007

2007 2007 2006 2006
Note 5000 $000 000 5000
Non-current assets
Intangible assets 12 252,043 210,860
Property, plant and equipment 13 427472 10,871
679,515 21,73
Current assets
Inventanes 15 7,101 17,233
Trade and other recevables 16 33,426 13,00
Bank deposits 17 - 15,600
Cash and cash equivalents 18 131,677 75,728
Denvative financial instrurments 21 - 183
172,204 125,745
Total assets 851,719 347476
Current habilities
Trade and other payables 23 (56,936) (8,134
Current tax iabilities (560) (328)
Borrowings 19 (215,854) -
Derwvative financial instruments n - (2,547)
(273,350) {12,009
Non-current liabihties
Convertible loan notes o {152,497) -
Deferred tax habilities 22 {2,993) (3,202}
Provisions 24 {(59,483) (382}
(214,973} (3,584)
Total habilities (488,323) (15,593)
Net assets 363,396 331,883
Equity
Share capital 25 2431 2,376
Shares to be 1ssued 28 6,960 2919
Share premium account 358,612 348,335
Convertible bonds reserve 20 34,178 -
Translation reserves 29918 6,603
Retatned losses (68,743) (28473
Equity attributable to equity holders of the parent 363,356 331,760
Minonty interest 40 123
Total equity 363,396 331,883

The financial statements were approved by the Board and authornised to 1ssue on 15 April 2008

J A Hamilton
Group Finance Director
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Consolidated Cash Flow Statement

For year ended 31 December 2007

2007 2006
Note $000 $000
Operating activities
Operating loss from continuing actvities 5 (38,974) (15,158
Depreciation s 3,589 502
IFRS 2 option cost 28 2,086 938
Operating cash outflows before movement in working capital (33,299) {13,718}
Increase in trade and other recevables {20,425) (8431}
Decrease/{(increase) in inventones 10132 (13,504}
Increase In trade and other payables 45217 5148
Cash inflow/{outflow) from operations 1,625 {30,505)
Tax pad (525) -
Net cash inflow/(outflow} from operating activities 1,00 (30,505)
Investing activities
Purchase of mtangible assets (212,761 (114,403
Purchases of property, plant and equipment {155,243}  (10,834)
Movement in funds on bank deposit v 19,600 (19,600
Interest receved 1174 4431
Net cash used In investing activities (347,230) (140,406}
Financing activities
issue of converuble bonds 2 191,300 -
Issue costs of convertible bonds 20 4,625) -
Proceeds on 1ssue of shares 10,332 199,097
Loan drawdowns 210,840 -
Interest paid (5.430) -
Net cash from financing activities 402417 199,097
Net increase in cash and cash equivalents 56,287 28,186
Cash and cash equivalents at beginning of year 75728 44,896
Effect of foreign exchange rate changes (338) 2,646

Cash and cash equivalents at end of year B 131677 75,728
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Notes to the Group Financial
Statements

1 General information on the Company and the Group

Impenal Energy Corporation PLC (the Company’, or together with its subsidianes, ‘the Group’} 15 a company incorporated in Great
Bnitain under the Companies Act 1985 The address of the registered office 1s 6-8 York Place, Leeds, L51 2DS The nature of the Group's
operations and (ts principal activities are an independent ol and gas exploration, developrment and production company focused in
Russia and Kazakhstan

2 Accounting policies and presentation of inancial statements

(a) Basis of preparation

The financial statements have been prepared in accordance with International Financial Reporting Standards (IFRSs’) as adopted by
the European Union and therefore comply with Article 4 of the EU 1AS Regulation, and with those parts of the Companies Act 1985
applhcable to companies reporting under IFRS

The financial staternents have been prepared on the histonical cost basis, except for share-based payment charges and the
measurement of certain financial instruments

The financial statements are presented in United States dollars (US dollar’ or ‘US$"), the functional currency of the Compary, as the
rajonty of the Company's operations are conducted in US dollars and management have used the US dollar accounts to manage the
Group’'s financial risks and exposures The functional currency of the Russian subsidianies is the Russian rouble and the functicnal
currency of the Kazakh subsichary 1s the Kazakh tenge

During the year, the Company and the Group adopted IFRS 7 Financial Instruments Disclosures’ and the related amendments to
IAS 1 'Presentation of Financial Statements’ This resulted in certain addional disclosures which are provided in the notes to the
financial staterments

At the date of authonisauon of these financial statements, the following Standards and Interpretations which have not been applied
in these financial statements were N 1ssue but not yet effective

IFRS3  Rewised Business Combinations
IFRS8  Operating segments
IA523  Borrowing Costs — amendment

The Diectors anticipate that the adoption of these Standards and Interpretations in future penods will have no maternal iImpact
on the financial information of the Company except for additional segment disclosures when IFRS 8 comes into effect for periods
commencing on or after 1 January 2009

The principal accounting pohcies adopted are set out below

{b) Basis of consolidation

The consolidated finanoal statements incorporate the financial statements of the Company and entities controlled by the Company
(its subsidianes) made up to 31 December each year Control 1s 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

Minonty interests in the net assets of consolidated subsidiaries are identified separately from the Group's equity therein Minority
interests consist of the amount of those mterests at the date of the onginal business combinations (see below) and the minonty’s
share of changes in equity since the daie of the combination Losses apphcable to the minonty i excess of the minonty’s interest in
the subsidiary’s equity are allocated against the interests of the Group except to the extent that the minonty has a binding obligation
and 1s able to make an addiional investment to cover the losses
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Notes to the Group Financial
Statements continued

2 Accounting policies and presentation of finanoal statements contnued
The results of subsichanes acquired or disposed of during the year are included in the consolidated income staterment from the
effective date of acquisition or up to the effective date of disposal, as appropnate

Where necessary, adjustments are made to the financial statements of subsidianes to bring the accounting policies used into line
with those used by the Group

Allntra-Group transactions, balances, income and expenses are eliminated on consolidation

{c} Busmess combinations

The acquisition of subsidiaries is accounted for using the purchase method The cost of the acquisiion 1s measured at the aggregate
of the fair values, at the date of exchange, of assets given, liabilities incurred or assumed, and equity instruments issued by the Group
in exchange for control of the acquiree, plus any costs directly attnbutable 1o the business combination The acquiree’s identifiable
assets, labilities and contingent liabilities are recognised at their farr value at the acquisihon date The excess of the cost of acquisition
over the fair value of the Group's share of the identifiable net assets acquired 1s recorded as goodwill If, after reassessment, the cost
of acquisition 15 tess than the far value of the Group's share of the net assets of the subsidiary acquired, the difference is recognised
directly in the iIncome statement

The interest of minonty shareholders in the acquiree 1s imitially measured at the minonty's proportion of the net fair value of the assets,
ltabilities and contingent liabilities recognised

(d} Commeraal reserves

Commercial reserves are proven and probable (2P oif reserves, which are defined as the estimated quantities of crude o1l which
geological, geophysical and engineering data demonstrates with a specified degree of certainty 1o be recoverable in future years
from known reservoirs and which are considered commercially viable There should be a 509 statistical probability that the actual
quantity of recoverable reserves will be more than the amount estimated as proven and probable reserves and a 50% statistical
probability that it will be less

{e) Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable and represents amounts recewable for goods and
services provided in the normal course of business, net of discounts, VAT and other sales-related taxes To the extent that revenue
anses from test production during an evaluation programme, an amount 1s charged from explorauen and evaluaton costs to the
cost of sales so as to reflect a zero net margin

Sales of goods are recognised when goods are delivered and title has passed
Interest income 15 accrued on a time basss, by reference to the principal outstanding and at the effective interest rate applicable

(f) Foreign currencies
The individual financial statements of each Group company are measured in the currency of the primary economic environment
in which it operates (its functional currency}

In prepanng the financial statements of the individual companies, transactions in currencies other than the entity’s functional
currency (foreign currencies) are recorded at the rates of exchange prevailing on the dates of the transactions At each balance sheet
date, monetary assets and habilities that are denorninated in foreign currencies are retranslated at the rates prevailing on the balance
sheet date Non-monetary items carned at farr values that are denominated in foreign currencies are translated at the rates prevailing
at the date when the fair values were determined Non-monetary items that are measured in terms of hustorical cost in a foreign
currency are not reiranslated
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2 Accounting policies and presentation of financial statements continued

Exchange differences ansing on the settlement of monetary items, and on the retranslation of monetary items, are included in profit
or loss for the penod Exchange differences ansing on the retranslation of non-monetary items carned at fair value are included in
profit or loss for the penod except for differences ansing on the retranslation of non-monetary items in respect of which gains and
losses are recognsed directly in equity For such non-monetary items, any exchange component of that gain or loss 15 also recognised
directly in equity

In order to hedge its exposure to certain foreign exchange risks, the Group enters mto forward contracts and options (see below for
details of the Group’s accounting policies in respect of such dervative financial instruments)

On consolidation, the assets and habilities of the Group's foreign operations are translated at exchange rates prevailing on the balance
sheet date Income and expense items are translated at the average exchange rates for the penod, unless exchange rates fluctuate
significantly dunng that penod, in which case the exchange rate at the date of transaction 1s used Exchange differences arnising, if any,
are classified as equity and transferred 1o the Group's translation reserve Such translation differences are recognised as income or as
expenses in the penod in which the operation 1s disposed of

Goodwill and fair value adjustments ansing on the acquisiion of a foreign entity are treated as assets and habilities of the foreign
enuty and transkated at the closing rate The Group has elected to treat goodwill and fair value adjustments arising on acguisitions
before the date of transition to IFRSs as stering denominated assets and habilities

Exchange differences that anse on long-term intra-Group loans are recognised in the income statement in the individual accounts
of each Group company On consolidation they are transferred to the Group's translation reserve Such translation differences are
recognised as iIncome or as expenses in the penod in which the operation 1s disposed of

{g) Taxation
The tax expense represents the sum of the tax currently payable and deferred tax

The tax currently payable 1s based on taxable profit for the year Taxable profit differs from net profit as reported in the income
statement because 1t excludes items of Income or expense that are taxable or deductible in other years and it further excludes
items that are never taxable or deducuble The Group’s iability for current tax 1s calculated using tax rates that have been enacted
or substantively enacted by the balance sheet date

Deferred tax 1s the tax expected to be payable or recoverable on differences between the carrying amounts of assets and habilities
in the financial statements and the corresponding tax bases used in the computation of taxable profit, and 1s accounted for using the
balance sheet lability method Deferred tax liabilties are generally recognised for all taxable temporary differences and deferred

tax assets are recognised to the extent that it 1s probable that taxable profits will be available against which deductible temporary
differences can be utiised Such assets and habilities are not recognised If the temporary difference anses from the intial recognition
of goedwill or from the inial recognition (other than in a business combination} of other assets and habilittes in a transaction that
affects neither the tax profit nor the accounting profit

Deferred tax hiabilities are recognised for taxable temporary differences ansing on investments in subsidiaries and associates, and
interests in Jjoint ventures, except where the Group 1s able to control the reversal of the temporary difference and it 15 probable that
the temparary difference will not reverse in the foreseeable future

The carrying amount of deferred tax assets 1s 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 of the asset to be recovered

43
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Notes to the Group Financial
Statements continued

2 Accounting policies and presentation of financial statements continued

Deferred tax 1s calculated at the tax rates that are expected to apply in the penod when the liability 1s settled or the asset (s realised
Deferred tax 15 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 15 also dealt with in equity

Deferred tax assets and habilities are offset when there 1s a legally enforceable night to set off current tax assets against current tax
habilities and when they relate to income taxes levied by the same taxation authonty and the Group Iintends 10 settle 1ts current
tax assets and habilities on a net basis

(h) Oil exploration and evaluation expenditure

The Group follows the full-cost method of accounting, having regard ta the requirements of IFRS & ‘Exploration and Evaluation of
Mineral Resources’ Under the full cost method of accounting, expenditures incurred in cennection with the acquisition, expfaration
and evaluation of o1l and gas assets (E&E costs), including directly attnbutable overheads are capitalised in separate geographical
cost pools Cost pools are established on the basis of geographical area having regard to the operational and financial orgamisation
of the Group The Group currently has two cost pools Tomsk Region and Kostanal province

E&E costs are inimally capitalised within ‘intangible non-current assets’ Such E&E costs may include costs of licence acquisition,
technical services and studies, seismic acquisition, exploration driiling and testing, but do notinclude costs incurred prior to having
obtained the legal nghts to explore an area, which are expensed directly to the income statement as they are incurred

Tangible assets acquired for use in E&E activities are classified within tangible non-current assets as preperty, plant and equipment -
development and production assets However, to the extent that such a tangible asset 1s consumed in exploration and evaluation, the
amount reflecting that consumption is recorded as part of the cost of the Intangible asset

Intangible E&E assets related to each exploration and evaluation licence/prospect are not depreciated and, absent any impairment
being recogrised (see below), are carried forward untl the conclusion of the appraisal programme and determination as to whether
commercial reserves exist

if carnmnerciat reserves have been discovered, the related E&E assets are assessed forimpairment on a cost poot basis as ser out below
and any impairment loss 1s recagnised in the income statement The carrying value, after any impairment loss, of the relevant E&E
assets 1s then reclassified as development and production assets within property, plant and equipment

Intangible E&E assets that relate to E&E activities that are determined not to have resulted in the discovery of commercial reserves
remain capitalised as intangible E&E assets at cost less accumulated amortisatron, subject to meeting a pool-wide impairment test
as set out below Such E&E assets are amortised on a unit of production basis over the iife of the commaercial reserves of the pool to
which they relate

E&E assets are assessed for impairment by reference 1o IFRS 6 when facts and circumstances suggest that the carrying amount may
exceed its recoverable amount

Where the E&E assets concerned fall within a geographic pool where the Group has tangible ol and gas assets with commercial
proven and probable reserves, the E&E assets are tested for imparment together with all cash generating units and related tangible
and intangible assets associated with that cost pool The aggregate carrying value 18 compared against the expected recoverable
amount of the pool, generally by reference to the present value of the future net cash flows expected to be denved from production
of commercial reserves based upon management’s expectation of future ol prices and future costs Any identfied impairment is
charged to the income statement

Where the E&E assets to be tested fall outside the scope of any established cost pool, the E&E assets concerned will be tested for
impairment separately and, where determined to be impaied, will be written off
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2 Accounting policies and presentation of financial statements continued

(1} Oil development and production

Development and production assets are accumulated on a field-by-field basis and represent the costs of developing the cormmercial
reserves discovered and bringing them into production, together with the E&E expenditures incurred in finding commercial reserves
transferred from intangible E&E assets as outhned above Changes in the esumates of commercial reserves or future freld development
are dealt with prospectively

The net book values of producing assets are depreciated on a field-by-fietd basis using the unit of production method by reference
o the ratio of production in the perod to the related commercial reserves of the field, taking into account estimated future
development expenditures at current prices necessary ta bring those reserves into production

The minimum amount of oil Inventory required to be maintained in the Group’s oll pipelines in order for them to operate efficiently
(‘inefill’} 1s classified as part of property, plant and equipment because it 1s necessary to bring the property, plant and equipment to
its required operating condition Linefill 1s recognised at cost and 1s subject to deprecianon 1o estimated residual value

Animparment test 1s performed whenever events and circumstances arising dunng the development or preduction phase indicate
that the carrying value of a development or production asset may exceed its recoverable amount The aggregate carrying value

is compared against the expected recoverable amount of the cash generating unit, generally by reference to the present value of
the future net cash flows expected to be denved from production of commercial reserves The cash generating unit apphed for
impairment test purposes s generally the field, except that a number of field interests may be grouped as a single cash generating
unit where the cash ftows of each field are interdependent

Proceeds from the disposal of ol and gas assets (both intangible and tangible} are credited against the relevant cost centres
Any overall surplus arising in a ¢cost centre 1s credited to the income statement

()) Decommissioning

Where a matenal hability for the remaval of production facilities and site restoration at the end of the productive Iife of a field exists,

a provision for decommissioning is recognised The decommissioning provision recogrised 1s the net prasent value of the Group's
share of estimated future expenditure determined in accordance with local conditions and requirements A tangible fixed asset of an
amount equivalent to the provision is alsa created, included as part of the relevant property, plant and equipment and I1s depreciated
on a unit of production basis in accordance with the Group's policy for depletion and depreciation of tangible non-current ol and gas
assets Changes n estimates are recognised prospectively, with corresponding adjustmenits to the provision and the associated fixed
asset Penod charges for changes in the net present value of the decommuissioning provision ansing from discounting are included in
finance costs

The effects of changes in estimates on the unit of production calculations are accounted for prospectively over the estimated
remaining proven and probable reserves of each pool

(k) Borrowing costs

Borrowing costs directly attnbutable to the acquisition, construction or production of qualifying assets, which are assets that
necessarily take a substantial peniod of time to get ready for their intended use or sale, are added to the cost of these assets, until
such time as the assets are substanually ready for their intended use or sale

Investment income earned on the temporary investment of specific borrowings pending their expenditure on qualifying assets
15 deducted from the borrowing costs eligible for capitalisation

All other borrowing costs are recognised in the profit or loss in the penod in which they are incurred
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2 Accounting policies and presentation of financial statements continued

(1) Leasing

Rentals payable under operating leases are charged to the income staterment an a straight-ine basis over the term of the relevant
lease

{m) Property, plant and equipment
Praperty, plant and equipment, other than o1l and gas assets, are stated at cost fess accumulated depreciabion and any recognised
impairment loss

Depreciation 15 charged so as to write off the cost less estimated residual value over their estimated useful lives, using the straight-line
method, on the following basis

Bulldings 4%
Fixtures, fittings and equipment 30%
Motor vehicles 25%

(N} Investments m subsidiarnes
investments in subsidianes are carned at cost less provision for iImpairment

(o) Inventones
Inventones are stated at the lower of cost and net realisable value

(p} Financial nstruments
Financial assets and financiat habilities are recogrised on the Group's balance sheet when the Group becomes a party 10 the
contractual provisions of the instrument

Trade and other recevables
Trade receivables are non-interest bearing and are stated at initia! fair value which equals nominal value, tess allowances for estimated
irrecoverable amounts Trade recevables are recognised when invoiced

Cash and cash equivalents
Cash and cash equivalents comprnise cash on hand deposits and demand deposits, and other short-term highly liquid investments
that are readily converuble to a known amount of cash and are subject to an insignificant sk of changes in value

Bank deposits
Bank deposits with an original matunty of over three months are held as a separate category of currert asset and are presented

on the face of the balance sheet

Financial iabiities and equity
Finanaal iabilities and equity iInstruments are classified accarding to the substance of the contractual arrangements entered into
An equity instrument s any contract that evidences a residual interest in the assets of the Group after deducting all of its habilites

Trade and other payables
Trade payables are non-interest beanng and are stated at cost

Equity instruments
Equity instruments issued by the Company are recorded at the proceeds received, net of direct issue costs
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2 Accounting policies and presentation of financial statements continued

Cornpound instruments

The component parts of compound instruments 1ssued by the Group are classified separately as financial hab:ities and equity I
accordance with the substance of the contractual arrangement At the date of 1ssue, the fair value of the liability component 1s
estimated using the prevailing market interest rate for a similar non-convertible instrument This amount 15 recorded as a llability on
an amortsed cost basis using the effective interest method until extinguished upon conversion or at the instrument's maturity date
The eguity component 1s determined by deducting the amount of the hability component from the fair value of the compound
instrurment as a whole This s recognised and included in equity, net of iIncome tax effects, and is not subsequently remeasured

Issue costs are apportioned between the liability and equity components of the corvertible loan notes based on therr relative
carrying amounts at the date of issue The portion relating to the eguity component is charged directly against equity

Dervative financial instruments

The Group's activities expose it pnmarily to the financial nisks of changes in foreign currency exchange rates and interest rates The
Group uses certain derivative instruments to provide effective economic hedges under the Group's policies when necessary However,
the Group has not elected to apply hedge accounting to any of its denvative instruments Accordingly, changes in the fair value of
such derwvative instruments are recogrused immediately in the income statement The Group does not use denvative financial
instruments for speculative purposes

Derivatives embedded in other financial instruments or other host contracts are treated as separate denvatives when their nsks and
charactenstics are not closely related to those of host contracts and the host contracts are not carried at fair value with unrealsed
gains or losses reported i the income statement

Provisions

The provision for decommussioning s based on the net present value of the Group’s share of the expendizure which 1s expected to be
incurred at the end of the producing life of each field (currently estimated to be 24 years) in the removal and decommissioning of the
facihties currently in place

() Share-based payments

The Group makes equity-settled share-hased payments 1o certain emptoyees These payments are measured at fair value at the date
of grant The fair value deterrined at the grant date of the equity-settled share-based payments 1s expensed on a straight-line basis
over the vesting period, based on the Group's estimate of shares that will eventually vest and adjustad for the effect of non-

market based vesting canditions

The fair value of such share-based payments is measured by use of a stochastic model The expected life used in the model has
been adjusted, based on management’s best estimate, for the effects of non-transferability, exercise restrictions, and behavioural
considerations

(r} Share i1ssue expenses and share prermium account
Costs of share 1ssues are written off against the premium arising on the issues of share capitat

{s) Cnitical accounting judgements and estimates in applying the Group's accounting policies

Cnuical jJudgements in applying the Group's accounting policies

In the process of applying the Group’s accounting policies, management have made the following judgements that may have
a significant effect on the amounts recognised in the financial statements

Ol and gas assets

As detailed in note 2(h), under the full cost method of accounting for exploration and evaluation (E&E’} costs, such costs are
capitahsed as intangible assets by reference to appropriate cost pools, and are assessed for impairment when circumstances

suggest that the carrying amount may exceed its recoverable value This assessment involves judgement as to (i) the lkely future
commerciality of the asset and when such commerciality should be determined, (1) future revenues and costs pertaining to any wider
cost pool with which the asset In question 1s associated, and (i) the discount rate to be apphed to such revenues and costs for the
purpose of deriving a recoverable value

Further, note 2(h) describes the Group's policy regarding the reclassification of intangible assets to tangible assets Management
considers the appropriateness of asset classification at least annually
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2 Accounting policies and presentation of financial statements continued

Cenvertible bonds

Note 2{p} sets out the Group's accounting policy on convertible bonds Management assesses the fair value of the hability component
atissue and reviews the appropnateness of the amortisation penod at lease annually Note 2(k} describes the nature of the costs that
the Group capitalises which includes applicable berrowing costs that are directly attnbutable to quahfying assets as defined in IAS 23
Borrowing Costs {IAS 23) Management has considered the definition of qualifying assets in 1AS 23 and has determined that all
expenditure incurred in respect of the Group’s E&E assets currently meets the definition Consequently, the interest associated with
capital expenditure on the Group's E&E assets has been capitalised

Recoverabihity of Russian VAT

In common with other ol and gas companies operating in Russia, the Group has recognised the potential difficultres associated with
recovenng certatn Russian VAT paid in previous years In the light of this uncertainty, judgements have been made as to the extent of
provision required against VAT recervables

Key sources of estimation uncertainty

The key assurmptions concerning the future, and other key sources of estimation uncertainty at the balance sheet date, that have
a signthicant nisk of causing a matenal adjustment to the carrying amounts of assets and habiliies within the next financial year, are
discussed below

Decommissioning

The Group has potential decommussioning obligations in respect of its interests in Russia and Kazakhstan The extent to
which a provision is required In respect of these potential abligations depends, inter alia, on the legal requirements at the
time of decomrmissioning, the cost and tming of any necessary decommissioning works, and the discount rate 1o be appled
to such costs

Operating in the IS

All of the Group’s business 1s conducted in the CIS through its investment 10 subsichanes operating in the oil and gas industry

These operaticns, and those of other similar companies, are subject to the ecanomtc, political and regulatory uncertainties prevailing
in the region

The tegislation regarding foreign currency transactions and taxation in the region is constantly evolving and many new tax and
fareign currency laws and related regulations are not always clearly wntten and their interpretation is subject to the opirions of
the local tax inspectors

Simdarly the region’s laws and regulations concerning environmental assessments and clean-ups continue to evelve As they do,
companies operating in the region may incur substantial costs i the future relating to past and current operations

3 Total revenue
An analysis of the Group's revenue is as follows

2007 2006
$000 $000
il sales 19,928 3129
Investment revenue 1,174 4431

21,102 7,560
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The Group has one prinaipal business activity being cil and gas exploration and production Revenue by destination does not

materially differ from revenue by ongin There are no inter-segment sales

Geographical segments from the basis on which the Group Reports its primary segment information
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2007
Russia Kazakhstan Unallocated Group
$000 5000 $000 $000
Ol sales 19,928 - - 19,928
Segment results
Operating loss (15,465} (32) (23477) (38,974)
Investment revenues 55 - 1119 1174
Other gains and losses {2,380) - 62 {2,318}
Finance costs {1) - (1,834) {1,835}
Loss before tax (17,791) (32) (24130)  (41,953)
Tax - - (548) (548)
Loss for the year (17,791) (32) (24,678) {42,501
Assets and habihities
Assets 567,781 6,082 290,807 864,670
Liabilities (124,418) (173) (376,683) (501,274)
Other segment information
Capital additions - Intangible assets 223,53 1,218 —- 214,749
- Property, plant and equipment 220,536 - 17 220,653
Depreciation (3,402) (9) {178) (3,589}
2006
Russia  Kazakhstan Unallocated Group
5000 $000 5000 $000
QOil sales 3,129 - - 3129
Segment results
Operating loss {1,206) (3N (13921 {15,158)
Investment revenues 75 - 4,356 4431
Other gains and fosses 44 - (3578 (3.539)
Loss before tax {1,087) (31 (13143) (14,261)
Tax - - (228) (328)
Loss for the year (1,087) (31 (13471) {14,589)
Assets and liabilities
Assets 241,073 3182 103,221 347476
Liabidiztes (9,298) {16} (6,279 (15,593)
Cther segment information
Caprtal additions - Intangible assets 108,614 1,053 9,888 119,555
- Property, plant and equipment 10484 18 160 10,662
Depreciation (393) a2 {57) (502)
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5 Operating loss for the year
The loss for the year has been arrived at after charging/{crediting)

2007 2006

$000 5000
Depreciation of property, plant and equipment 3,589 502
Staff costs (see note 6) 16,995 7,296
Audiors’ remuneration for audit services (see below) 54 272
Operating lease charges - licence rentals 365 350
Russian VAT (1.215) (4,267)

Included within the operating loss in 2007 1s VAT recovered in Russia of $1 2 million 2006 34 3 million) VAT in Russia is legally
recoverable but for companies In the exploration phase recovery it 1s uncertan As a result, whilst the Group was in the exploration
phase, the Directors felt it was prudent to reflect this uncertainty and provided against the net VAT recoverable 1n 2004 and 2005 In
2007, the Group recerved the final cash repayments of $12 million (2006 54 3 mullion) relating to VAT recoverable in respect of 2004
and 2005 The Group also began ta produce oll, which improved its ability ta recover VAT As a result the Group has credited an
amount equal to the cash repayments received previously provided against back to the income siatement

The analysis of auditors’ remuneration on a worldwide basis 1s as follows

2007 2006

5000 5000
Fees payable to the Company's auditors for the audit of the Company's annual accounts 254 176
Audit of the Company's subsidianies pursuant to legislation 136 96
Total audit fees 388 272
Other services pursuant to legislation 129 -
Corporate finance services 1,875 -
Total non-audit fees 2,004 -

Fees payable to the Company's auditors in respect of corporate finance services were mainly in connection with the move from AlM
t0 the main list

6 Staff costs
The average monthly number of employees (including Executive Directors) was

2007 2006
Number Number
Directors 4 4
Adrministratson and techrical 217 87
Operations 194 49
415 140
5000 5000

Therr aggregate remuneration comprnised
Wages and salaries 13,468 5725
Social secunty costs 1,441 633
IFRS 2 option cost {note 28) 2,086 938

16,995 7,296

Included i staff costs 1s US$6 02 million {2006 US$T 28 million) which has been capitalised as part of exploration and evaluation assets
as these costs are directly attnbutable to exploration and evaluation activities Details of Directors' remuneration are provided in the
Remuneration Report
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7 Investment revenue

B

2007 2006
5000 5000
Interest on bank deposits 760 630
Interest on cash and cash equivalents 414 3,801
1174 4,431
8 Other gains and losses
2007 2006
$000 $000
Other foreign exchange losses 2,318 3,534
9 Finance costs
2007 2006
$000 5000
Interest on bank overdrafts and loans 10,361 -
Interest on convertible loan notes 533 -
Total interest expense 10,894 -
Less amount included in the cost of qualifying assets (5,059) -
1,835 -

A portion of the borrowing costs incurred dunng 2007 (US$2 1 million) has been capitalised to the cost of gualifying assets in
accordance with the Group's accounting policy (2006 nil)

10 Tax
a} Analysis of the tax charge in the penod
The tax charge comprises

2007 2006

$000 5000
Current tax
UK corporation tax _ _
Overseas taxation 757 328
Total current tax 757 328
Deferred tax
UK corporation tax - -
Overseas taxation (209} -
Total deferred tax (209) -
Total tax charge 548 328
b) Factors affecting the tax charge in the penod

2007 2006

5000 5000
Loss on ordinary activities before tax (41,953} (14,261
Tax at the applicable corporation tax rate of 24% (2006 24%}) {10,069) (3.422)
Effect of tax rates in foreign junsdictions (762} 82
Tax effect of expenses that are not deductible in determining taxable profit 6,721 1,575
Income not taxable 4 &
Current year tax losses not utilised 4,050 2,262
Profits on controlled foreign entities less creditable tax 1,177 -
Short-term timing differences {180} -
Utihsation of losses brought forward (385) -

548 328
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10 Tax continued

The Group's operations are conducted primanly outside the UK The most appropriate tax rate for the Group 1s considered to be 24%,
the rate of profits tax in Russia which 1s the primary source of revenue to the Group The Group also operates in jurisdictions where the
tax rate differs from that in Russia, which affects the overalt tax rate

11 Loss per share
The calculation of the basic and diluted loss per share 1s based on the following data

Loss
2007 2006
$000 5000
Loss for the purposes of basic loss per share being net profit atinbutable to eguity holders of the parent (42,373} (14470
Effect of dilutive potenuial Ordinary Shares
Share-based payment charge - -
Loss for the purposes of diluted loss per share (42,373} (14,470)
Number Number
Number of shares
Weighted average number of Ordinary Shares for the purposes of basic loss per share 50,632,290 45,401,314
Effect of dilutive potential Ordinary Shares
Share opticns - -
Weighted average number of Ordinary Shares for the purposes of diluted loss per share 50,632,290 45401314

Share options have not been taken into account In calculating the number of shares for diluted loss per share as this would reduce the
reported loss per share

12 Intangible assets

Expicration

and

avaluation

assets

$000

Cost and carrying amount

At 1 January 2006 91,841
Additions 119,555
Adjustments to the income staternent in respect of test production (3129
Exchange movements 2,593
At 31 December 2006 216,860
Additions 214,749
Adjustments to the income statement in respect of test production (4,949
Transfers to property, plant and equipment (198.992)
Exchange movements 20,477

At 31 December 2007 252,043




13 Property, plant and equipment
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Development
and Fixtures
Landand  production  fittings and Motor
buildings assels  eguipment vehicles Total
5000 S000 3000 $000 $000

Cost
AL 1 January 2006 - - 449 283 732
Additions 668 6,074 2,002 1918 10,662
Exchange differences - - 28 25 53
At 31 December 2006 668 6,074 2479 2226 11,447
Additions 2488 209,496 4972 3697 220653
Disposals - - (7) - @)
Transfers - 200410 {1.418) - 198992
Exchange differences 49 - 163 159 3N
At 31 December 2007 3205 425,857 6,189 6,082 431456
Accumulated depreciation
At 1 January 2006 - - 51 13 64
Charge for the year 33 - 338 13 502
Exchange differences - - g 1 10
At 31 December 2006 33 - 398 145 576
Charge for the year 87 2,362 518 622 3,585
Disposals - - {5) - 5)
Transfers - - {210) - 210}
Exchange differences 3 - 2 10 34
At 31 December 2007 123 2,362 722 777 3,084
Carrying amount
At 31 December 2007 3082 423495 5467 5305 427472
At 31 December 2006 635 6,074 2,081 2,081 10,871
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14 Investments
The subs:dianes of the Group are as follows

Country of Percentage
Name INCOrpGration holding Nature of business
impenat Energy Limned* Great Britain 100% imermedsate holding company
Impenal Energy Kostanal Limited Great Britain 100% Intermediate holding company
Rus Impenal Corporation PLC Great Britain 100% Intermediate holding company
Rus Impernal Limited Great Britain 100% Intermediate holding company
Impenal Energy Tomsk Limited Cyprus 85% Intermediate holding company
impenal Energy (Cyprus) Linnited Cyprus 100% Intermediate holding company
impenal Energy Nord Limited Cyprus 100% Intermediate holding company
RK Impenal Energy (Kostanary Limited Cyprus 100% Intermediate holding company
Imperial Energy LLC Russia 100% Ol exploration
Sibinterneft LLC** Russia 475% Ol expleration
LLC Alhanceneftegaz Russia 100% Ol exploration
Nord Impenal LLC Russia 100% Qill exploration
LLP North-Kazakhstan Geologo-Analytical Company Sevkazgra — Kazakhstan 75% Qil exploration
Freshspring investrnents Limited Cyprus 100% Intermediate holding company
EFFY LLC Russia 100% Qil exploration
Nefsilius Holdings Limited Cyprus 100% Intermediate holding company
Biancus Holdings Limited Cyprus 100% Financing company
Redcliffe Holdings Limited Cyprus 100% Intermediate hotding company
LLC Rus Impenal Group Russia 100% Drithing company
San Agio Investrments Limited Cyprus 100% Intermediate holding company
LLC Stratum Russia 100% Ol exploration
Impenal Energy Trading AG Switzerland 100% Ol trading
Imperial Energy Gas Limited Cyprus 100% Intermediate holding company
Imperal Frac (Cyprus) Limited Cyprus 100% Intermediate holding company
LLC Imperial Frac Service Russia 50% Fraccing company
Imperial Energy Finance (Jersey) Limited® Jersey 100% Financing company

" Diect holdings All other investments are held indirectly

** 559% of Sibinterneft LLC 15 held by Imperizl Energy Tomsk Limited hence the Group has effective control over the Company and the results are included in the

consalidated accounts

15 Inventones

2007 2006
$000 5000

Raw matenials and consumables 4,562 17,233
Workn progress 516 -
Crude oi stocks 2,023 -
7101 17,233

Raw materials and consumables are held for the construction of exploration and evaluation, and exploration and production assets
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16 Trade and other receivables

2007 2006
$000 $000
Trade recewables 1,985 460
QOther debtors 5748 702
VAT recevable 23,097 11,388
Prepayments 2,596 451

33426 13,001

The majonty of ol sales are prepaid, for non-prepaid sales, proceeds are recevable with 1n 15 days of delivery of the goods to
customers

The VAT recetvable amount principally compnses VAT incurred in Russia As described in note 5, whilst the recoverability of these
amounts has histencally been uncertain the Directors have recognised provisions against the net VAT recoverable in respect of prior
years, the Group s currently receiving cash refunds in this respect within 90 days of incurning the expenditure

The Directors consider that the carrying amount of trade and other receivables approximates therr fair value

17 Bank deposits

2007 2006
$000 $000
Bank deposits - 18,600
There were no deposits greater than three months as at 31 December 2007
The Directors consider that the carrying amount of the deposits approximates therr fair value
18 Cash and cash equivalents
2007 2006
5000 $000
(ash at bank 15,383 37744
Short-term deposits 116,294 37984

131,677 75,728

19 Berrowings

2007 2006
$000 $000

Secured Borrowing at amortised cost

Bank loans - US5 denominated 200,760 -

Other loans - US$ denominated 15,094 -

Total borrowings
Amount due for settlement within 12 months 215,854 -
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19 Borrowings continued
The pnincipal features of the Group’s borrowings are as follows

(1 Debt finance facility of US5200 million {2006 USSnil) The facility 1s available for drawing until one month prior to the final matunty
date of 3 Novernber 2008 when all amounts drawn under the facility and which are stilt outstanding at that time are required to
be repaid The facility 15 secured by a pledge over shares of certain of the Group's subsidiary companies Interest on the faclity was
325% + ¥ month Libor for the first six months, 3 75% + 1 month Libor for the next six months, and 4 75% + 1 month Libor for the
rermainder The margin was 1% higher until the completion date which was 12 February 2008

(1) Loan of US$15 mulhion (2006 USS nil) from Vitol S A This loan 1s secured aganst future oil sales and due for repayment in full on
5 August 2008 This lean carmes a variable interest rate at monthly Libor + 4% (2006 nil)

The weighted average interest rates paid dunng the year were as follows

2007 2006

% %

Bank loans 969 -
Other loans 860 -

Undrawn borrowing facilities
At 31 December 2007, the Group had availlable no undrawn committed borrowing facilities in respect of which all conditions
precedent had been met (2006 USSnil)

20 Convertible bonds

On 18 December 2007 US5191 3 million 595% convertible bonds were ssued by impenal Energy Finance (fersey} Limited (1EFJL) at
an issue price of £18 19 per note with a fixed rate of US$ GBP 20624 The bonds are first convertible into exchangeable redeemable
Preference Shares 1o be 1ssued by [EFIL, which will then be automatically exchanged for Ordinary Shares of the Company

Onissue, the loan notes were convertible at 5,099,286 shares per foan note The conversion prce 1s at a 45% premium over the volume
weighted average share price of the Ordinary Shares at the date the convertible loan nates were 1ssued

If the notes have not been converted, they may be redeemed at any ime on or after 2 January 2013 at par Interest of 595% will be
pad semi-annually up untd that settlement date

The net proceeds receved from the 1ssue of the convertible loan notes have been sphit between the liability elerent and an equity
component, representing the fair value of the embedded option to convert the liability into equity of the Company, as follows

$000
Nomnal value of convertible bonds issued net of 1ssue costs 186,675
Equity component (34,300)
Liabilty compenent at date of issue 152,375
Interest and amortisation of 1ssue costs 533
Coupon interest (G

Liability component at 31 December 2007 152,497
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20 Convertible bonds continued
The equity component of U5534 3 million has been credited to equity reserve {see consolidated statements of changes in equity)

The interest charged for the year 1s calculated by applying an effective interest rate of 10 15% to the hability component for the 13 day
penod since the loan notes were 1ssued The hiability companent 1s measured at amortised cost The difference between the carrying

amount of the hability component at the date of 1ssue and the amount reported in the balance sheet at 31 December 2007 represents
the effective interest rate less interest paid to that date

The nghts 1ssue announced in Apnl 2008 has no adverse impact upon the nghts of the holders of the convertible loan notes

The nghtsissue announced on 2 Apnl 2008 (see note 30) has no impact upen the nghits of the holders of the convertible loan notes
as under the terms of the Convertible Bonds, adjustments will be made to take account of the number of Ordinary Shares to be 1ssued
on conversion of the Convertible Bonds to take account of the nghts 1ssue

21 Dernvative financial instruments

Currency denvatives

In 2006, the Group entered Into a vanaty of foreign currency forward contracts and options in the management of its exchange rate
exposures The instruments purchased were prirarily denominated in the currencies of the Group's principal markets There were no
new derivatives entered into by the Group in 2007

2007 2006

$000 $000

Far Fair

value value

Forward foreign currency contracts — current asset - 183
Forward foreign currency contracts — current lability - {2,547)

Forward exchange contracts are valued by discounting the contractual forward price and deducting the current spot rate

An overview of the objectives, policies and procedures pursued by the Group in relation to financiat instruments is provided in the
Financial Review and note 29

22 Deferred tax

Differences between IFRS and statutory tax rules (in Russia, the UK or elsewhere) give nise to temporary differences between the
carrying values of certain assets and labiliwes for financial reporting purposes and for income tax purposes The following are the
principal deferred tax assets and liabilities recognised by the Group and movements thereon during the current reporting periods

2007 Charge/ 2006
$000 (credi) 000
Acquisition of subsidianes 2,993 (209) 3,202
Other short-term timing differences 7471 5712 1,759
Russian tax losses (7.471) (5712) (1,759
Deferred tax habilty 2,993 (209) 3,202

At the balance sheet date, the Group has addiional deferred tax assets of US$3 6 mithon (2006 US$2 4 mullion) in respect of Russian
tax losses, USS2 0 million (2006 USS2 19 milhon} in respect of UK tax losses and USS1 8 midlion (2006 US50 6 million) in respect of UK
temporary differences in relation to share-based payment transactions No deferred tax asset has been recognised in respect of these
amounts due to the unpredictabibity of future profit streams
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23 Trade and other payables

2007 2006
Group 5000 5000
Trade payables and accruals 48,293 8,462
Interest payable on convertible loan notes M -
Other payables 8,232 672

56,936 9134

Trade payables and accruals principally comprise amounts outstanding for trade purchases and ongoing costs The average credit
period taken for Group trade purchases s 15 days

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

24 Provisions
Total

5000
At 1 January 2007 382
Addimonal provision in the year 59101
At 31 December 2007 59483

The provision for decommissioning is based on the net present value of the Group's share of the expenditure which 1s expected to be
incurred at the end of the producing Iife of each field {currentty estimated to be 24 years) in the removal and decommussioning of the
facilities currently in place

25 Share capital

2007 2006
£000 £000
Authorised 200 million Ordinary Shares of 2 5p each 5.000 5,000
2007 2006
£000 £000

Issued and fully paid
51,121,161 Ordinary Shares of 2 5p each 2,431 2,376
(2006 50,031,161 Ordinary Shares of 2 5p each)

The following share movements occurred during the year
On 23 January 2007, 50,000 Orcinary Shares of 2 5p each were 1ssued upon the exercise of certain share options of 2 5p per share
On 21 March 2007, 493,000 Ordinary Shares of 2 5p each were 1ssued upon the exercise of certain warrants at 500p per share

On 11 September 2007, 547,000 Ordinary Shares of 2 5p each were 1ssued upon the exercise of certain warrants at 500p per share
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26 Commitments and contingencies

{a) Licence commitments

The Group has capital commitments in Russia to complete 1,750 kmn? of seismic acguisition and to dnll nine exploration wells over the
remaming term of 115 exploration icences Fulilling these commitrents 1s expected to cost US$69 8 million

In Kazakhstan, the Group has a capital commitment of USS5 million of capital expendsture

{b) Equipment acquisitions
At 31 December 2007 the Group had entered into contractual comrmtments for the acquisition of property, plant and equipment
amouniing to US5192 4 million (2006 US$140 2 million}

{c) Options far future acquisitions

The Company has the option to acquire up to a further 191% of LLC Sibinterneft which can be trniggered as and when proven reserves
of greater than 100 million barrels of oil equivalent are registered with the Ministry of Natural Resources The cost of such acquisition is
fixed at $7 per tonne (@pproximately 51 per barrel) of proven ol

There are no material contingent liabilities within the Group

27 Operating lease arrangements
The Group as a lessee

2007 7006
$000 5000
Minimum lease payments under operating leases recognised in income for the year 767 152

At the balance sheet date, the Group had cutstanding commitmenis for future minirnum lease payments under non-cancetlable
operating leases, which fall due as follows

2007 2006
Land and buldings 5000 5000
Within one year 266 377
In the second to hfth years inclusive - 941
After five years - -
266 1,318

28 Share-based payments

Equity-settled share option scheme

The Company has a share option scheme for certain key employees of the Group Options are exercisable at a pnice equal to the par
value of the Company’s shares on the date of grant The vesting penod 1s typically three years, although initial awards have a vesting
pertod of two years If the options remain unexercised after a penod of five years from the date of grant, the options expire Options
are forferted if the employee leaves the Group before the options vest

Detalls of the share options outstanding during the year are as follows

2007 2006

Weighted Weighted

average average

Number exercise Number exercise

of share price of share price

options (in £) options (nf)

Outstanding at beginning of year 740,000 25p - -
Granted during the year 1,481,000 25p 890,000 25p
Forfeted during the year (250,000} 25p  (100000) 25p
Exercised dunng the year (50,000} 25p (50,000 25p
Qurstanding at the end of the year 1,921,000 25p 740000 25p

Exercisabie at the end of the year - 25p 50,000 25p

59
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28 Share-based payments continued

The weighted average share price at the date of exercise for share options exercised during the penod was 720p The options
outstanding at 31 December 2007 had a weighted average exercise price of 2 5p, and a weighted average remaining contractual ife
of 1 88 years In 2007, 50,000 optians were exercised on 23 January 2007 The aggregate of the estimated fair value of the options
exercised on this date (s 720p per share

The total charged for the year against equity was U556,022,000 Of this amount U5%3,936,000 was capitalised (2006 USSnily and
US$2,086,000 (2006 US$938,000) was charged to the income statement charge in relation to the fair value of the awards granted
under the share options scheme measured at grant date using a stochastc model

The inputs inte the stochastic modet are as follows

2007 2007 2006 2006

May January 2 yeat 3 year

Grant Grant options options

Weighted average share pnce 1295p 637p 690 5p 690 5p
Weighted average exercise price 25p 25p 25p 25p
Expected volatility 36 9% 390% 36% 35%
Expected life 3 years 3 years 2 years 3years
Risk-free rate 55% 51% 44% 45%
Expected dividends 0% 0% 0% 0%

Expected volatility 1s usually determined by calculating the historical volatiity of the Company's share price over the previous two
years The Company’s Ordinary Shares commenced trading on 2 Apn! 2004, giving nearly three years’ worth of histonc share price
data at the time of the grant This data gives an histeric share price volatility of 88 4% and 74 4% for January 2007 and May 2007 awards
respectively (57 5% for 2006 awards) However, this includes the penod immediately post flotatron when a company's share pnce 1s
Iikely to be more volatile than 1ts longer term average (iIndeed the Company's volatility had fallen to 52% over the last six months prior
to the January grant) In these crcumstances, IFRS 2 parmits cansideration of the historic volatility of other similar entities for which
more trading activity 1s avallable The Directors therefore considered at the volatlities of other companies in the FTSE Ot and Gas
producers sector over penods commensurate with the expected terms of the awards (e two and three years) This showed that the
average volatlity of these comparues is around 390% and 36 9% in the three years to January 2007 and May 2007 respectively
Therefore the valuations were performed using this proxy volatility based on other similar companies

The expected hfe used 1n the model has been adjusted, based on the Directors’ best estimate, for the effects of non-transferabifity,
exercise restrictions, and behavioural considerations

Nord Impenal option agreements

By option agreements dated 18 October 2005 and 24 October 2005 and for a nominal consideration of £1, each of the vendors under
the Nord Impenal assignment agreements (under which the Group acquired the remaining 20% of Nord Impernial which it did not
already own) were granted options to subscribe for an aggregate of 1,100,000 Ordinary Shares at a subscription price of 540p per
Ordinary Share The options were exercisable from 1 May 2006 until 1 Nevember 2007

The far value at issue of these options of U552 1 million has been charged to the cost of acquisition of Nord Impenal included in the
exploratton and evaluation assets

The far value was calculated using a Black-Scholes model, the inputs into which were

Share price 4575p
Exercise pnce 500p
Expected volatility 40%
Risk free rate 6%
Expected dividend yeld nil

Dunng 2007, 1,040,000 (2006 60,000) of these options were exercised at 500p As at 31 December 2007 no options were outstanding
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29 Financial instruments

Capital nsk management

The Group manages Its capital to ensure that entities In the Group will be able to continue as going concerns while maximsing the
return 1o stakeholders through the optrmisation of the debt and equity balance The capital structure of the Group consists of debt,
which ncludes the borrowings and convertible bonds disclosed in notes 19 and 20, cash and cash equivalents and equity attnbutable
ta equity holders of the parent, compnising issued capital, reserves and retained earnings as disclosed in the consolidated statement
of changes in equity

Gearing ratio
The Board penodically reviews the capital structure of the Group As part of this review, the Board considers the cost of capital and the
rnsks associated with each class of capital

The geanng ratio at the year end was as follows

2007 2006

$000 5000
Debt 368,351 -
Cash and cash equivalents (131,677) 95,325
Net debt 236,674 n/a
Net debt to equity ratic 651% n/a

Debt 1s defined as long- and short-term borrowings, as detaled in notes 19 and 20
Equity ncludes all capital and reserves of the Group attnbutable to equity holders of the parent

Externally imposed capital requirement
The Group 1s not subject to externally imposed capital requirements

Significant accounting policies

Details of the significant accounting pohicies and methods adopted, including the critena for recognition, the basis of measurement
and the basis on which income and expenses are recognised, n respect of each class of inancial asset, financial hability and equity
instrument are disclosed In note 2 to the financial statements

Categories of financial instruments

Carrying value
2007 2006
5000 5000
Financial assets
tLoans and recevables (ncluding bank deposits and cash and cash equivalents) 133,662 95,788
Dervative inancial instruments - 183
Financaial habilities
Borrowings and payables (262,343) (7,682
Denvauve financial instruments - (2,547)

Convertible bond at amortised cost {152,497) -
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29 Financial instruments continued

Finanoial nsk management objectives

The Group's Corporate Treasury function provides services to the business, coordinates access to domestic and international financial
markets, moritors and manages the financial nsks relating to the operattons of the Group through internal sk reports which analyse
exposures by degree and magmitude of nsks These risks inctude currency nisk, fair value interest rate nisk, commodity price nisk, credit
nisk and hiquidity risk

The use of financial derivatives ts governed by the Group's policies and 15 approved by the Board The Group does not enter into
or trade financial instruments, Including denvative financial instruments, for speculative purposes

The Group's financial instruments comprise cash depasits, bank loans, convertible bonds and other borrowings

(&) Foreign exchange nsk management

The Group undertakes certain transactions denocminated in foreign currencies Hence, exposures 10 exchange rate fluctuations arse
Exchange rate exposures are managed within approved policy parameters utilising forward exchange contracts where appropnate
The carrying amounts of the Greup’s foreign currency denorminated monetary assets and monetary hzbilities at the reparting date are

as follows
Liabilties Assets
2007 2006 2007 2006
3000 $000 5000 5000
UK sterling (1,721} (330 133 58,578
Us dollars {15,094) - - -
Kazakhstan tenge - - 93 74

At the year end 31 December 2007, the Group had no outstanding forward exchange contracts

Foreign currency sensitivity analysis

The Group 1s mainly exposed to the currencies of UK sterling, US dollar, Russian rouble and Kazakhstan tenge The Group has an exposure
to US dollars because the functional currency of its Russian subsidiaries in Russian roubles A change in the US dollar Russian rouble
exchange rate will therefore result in a foreign exchange gain or loss on the US dollar denominated balances i these subsidianes

In accordance with IFRS 7, the impact of foreign currencies has been determined based on the balances of financial assets and
liabilities at 31 December 2007 The sensitivity analysis includes only outstanding foreign currency denominated monetary items
largely result from trade payables and recevables, and adjusts their translation at the penod end for a 10% change in foreign currency
rates A posittve number below indtcates an increase in profit and other equity where the US dollar strengthens 10% against the
relevant currency For a 10% weakening of the US dollar against the relevant currency, there would be an equal and oppostte impact
on the profit and other equity, and the balances below would be negative

If the US dollar had gained/(lost) 10% against all currencies significant to the Group at 31 December 2007 income would have been
USS1 7 million higher/liower) (2006 US$5 8 million lower/(higher)) There 1s no matenal effect on equity reserve other than those
relating directly to movements in the income staterment

(b} Interest rate nsk management
The Group 1s exposed 1o nterest risk as entities in the Group borrow funds at both fixed and floating interest rates

Deposits earn interest by reference to Libor The Group’s exposure to interest rates on financaal assets and financial labilities are
detailed in the hquidity nsk management section of this note

Interest rate sensitivity analysis

The sensitivity analyses below have been determined based on the exposure to interest rates for non-derivative instruments at the
balance sheet date For floating rate habilities, the analysis 1s prepared assuming the amount of liability outstanding at balance sheet
date was outstanding for the whole year A 0 5% increase or decrease 1s used for internal reparting to management of the assessment
of the reasonably possible change in interest rates
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29 Financial instruments continued

If interest rates had been 0 5% basis points higher/lower and all other variables were held constant, the Group's loss for the year ended
31 December 2007 would increase/decrease by US$167,000 (2006 decrease/increase by US5191,000) This s wholly attnibutable to the
Group's exposure to interest rate on 1ts vanable rate net cash and borrowings

() Credit sk management

Credit nisk refers to the nisk that a counterparty will default on its contractual obligations resutting in financial loss to the Group
The Group feels that it has mitigated the risk of inancial loss as the majonty of oil sales are prepaid, whereas as non prepaid sales
are receivable within 15 days of delivery of goods to the counterparty

The Group does not have any significant credit nsk exposure to any single counterparty or any group of counterparties having similar
charactenstics The Group defines counterparties as having similar charactenstics if they are connected entities

The Group's financial assets comprise trade receivables and bank deposits The credit nsk on bank deposits and cash and cash
equivalents is imited because the counterparties are banks with high credit-ratings assigned by international credit-rating agencies

{d) Liguidity sk management

Liquidity risk 1s the nisk that the Group will not have sufficient funds to meet habilities Ultimate responstbility for liquidity risk
management rests with the Board of Directors, which has built an appropriate hquidity risk management framework for the
management of the Group's short-, medium- and long-term funding and liguidity management requirements The Group manages
iquidity nisk by maintaiming adequate reserves, banking faciities and reserve borrowing facihities by continuously monitoring forecast
and actual cash flows and matching the maturity profiles of financial assets and habilities Cash forecasts are regularly produced to
identifying the hquidity requirements of the Group

To date, the Group has relied on shareholder funding, bank loans and convertible bonds to finance its operations The Group has no
undrawn borrowing facilities at 31 December 2007

The following tables detail the Group's remaining contractual matunity for its non-denvative finarcal labilities The tables have been
drawn up based on the undiscounted cash flows of financial labiiues based on the earliest date on which the Group can be required
to pay The table includes both interest and principal cash flows

Weighted
average
effective 3 manths
nterest rate to 1 year 5+ years Total
% 5000 5000 5000
2007
Convertible bonds 595 - 191300 191,300
Vanable interest rate borrowing 86 15,094 - 15,094
Vanable interest rate bank loans 969 200760 ~ 200,760

215854 191,300 407354

There were no non-denvative financial habilities at the year ended 31 December 2006
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29 Finanaalinstruments continued

The following table detatls the Group's expected matunty for its non-derivative inancial assets The tables below have been drawn up
based on the undiscounted contractual matunties of the financial assets including interest that will be earned on those assets except
where the Group anticipates that the cash flow will occur in a different pencd

Wweighted
average
effective Less than 3months
interest rate 1 month to 1 year Total
% $000 $000 5000
2007
Cash and cash equivalents 513 131,677 - 11,677
131,677 - 131,677
2006
Cash and cash equivalents 481 75,728 75,728
Bank deposits 473 - 16,600 19600

75,728 19,600 95,328

The Group has no undrawn bank loan facilities at the balance sheet date, 31 December 2007 The Group expects to meet Its other
obhgations from operating cash flows and an approprniate mix of avallable funds, equity instruments and debt financing The Group
further mingates hiquidity risk by maintaining an insurance programme to minimise exposure to insurable Josses

The Group expects to finance its operations through to early 2010 by way of the nghts ssue and the associated equity bridge
announced in April 2008

The Group has no denvative financial instruments at year end 31 December 2007

30 Events after the balance sheet date

On 2 Aprl 2008, the Group announced it had entered into an agreement with Hoare Govett Limited and Merall Lynch International

{the 'Underwniters’) for a standby equity underwiting agreement pursuant to which the Company was granted the nght to require

the Underwrtters to underwnite a nghts issue to raise up to an aggregate amount of USS600 million at a price 1o be agreed between
the Company and the Underwriters The obligation to provide such underwnting pursuant to the agreement expires on 1 July 2008

On 8 April 2008, the facility agreement with Vitol S A was increased from US$15 milhion (note 19) 1o US540 million

In conjunction with the proposed nghts issue, the Group entered into a short-term facility agreement with amongst others, ABN
AMRO Bank NV and Mernll Lynch, as the arrangers and onginal lenders, and ABN AMRO Bank NV as security trustee, pursuant to which
a short-term credit facility of approximately tJ5595 mithon was provided to the Group

Both of the above facilities are intended to be repaid once the funds from the proposed rights 1ssue are receved

31 Related party transactions

Transactions between the Group and its subsidianes, which are related parties, have been elimmated on consolidation and
are not disclesed in this note Transactions between the Company and its subsidiaries are disclosed in the Company's separate
financial staterments

Trading transactions
P M Levine ceased being Non-Executive Chairman and having any beneficial other interest in PLLG Internattonal on 31 March 2006
As aresult, fiom 1 Apnl 2006, PLLG International is no longer a related party of the Group

The remuneratton of the Directors who are the key management personnel of the Group 1s disclosed in the Director’s
Remuneration Report
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2007 2007 2006 2006
Nate 5000 $000 S000 S000
Non-current assets
Property, plant and equipment 3 - 94 - 123
Investments 34 - 4,390 - -
4,484 123
Current assets
Trade and other receivables 35 829 - 44 -
Loans from other Group entities 3 478,822 - 266,718 -
Bank deposits 37 - - 19,600 -
Cash and cash equivalents 8 63,028 - 65442 -
Denvative financial mstruments 21 - - 183 -
542,679 352,357
Total assets 547,163 352,480
Current labihues
Trade and other payables 39 4,435 - (1,047 -
Borrowings 40 152,908 - - -
Dervative financial instruments 21 - - (2,547) -
- (3,5949) -
157343 -
Total hiabilities 157,343 (3,994)
Net assets 389,820 348886
Equity
Share capital 25 2,431 2,376
Shares to be 1ssued 42 6,690 2919
Share prermium account 358,612 348,335
Convertible bond reserve 34178 -
Retained losses (12,091) {4,744)
Equity attributable to equity holders of the parent 389,820 348,886

The financial statements were approved by the Board and authorsed to 1ssue on 15 Apnl 2008

J AHamilton
Group Finance Director
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Company Statement of Changes
in Equity

for year ended 31 December 2007

Convernible
Share Shares to Share bond Retained Total
capial be i1ssued premium reserve losses equity
$000 5000 $000 $000 $000 $000
At 1 January 2006 1,875 2,095 149,739 - (2,734} 150975
Loss for the year - - - - {2,124} (2,124
Total recognised income and expense - - - - (2,124) (2,124}
New share capital subscnbed 501 (114) 204,646 - 114 205,147
Expenses of issue of equity shares - - (6,050) - - (6,050)
IFRS 2 option cost (notes 5, 28, 42) - 938 - - - 938
At 31 December 2006 2,376 2919 348335 - (4,744) 348,886
Loss for the year (9450 (9,450)
Total recognised income and expense - - - - (9,450) (9450
New share capital subscnbed 55 (1981 10,277 - 1,981 10,332
Convertible bond issued - - - 34300 34,300
Convertible bond transfer - - - (122) 122 -
IFRS 2 option cost (notes 5, 28, 42) - 6,022 - - - 6,022

At 31 December 2007 2,431 6,960 358,612 34,178 {12,091} 389,820
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Company Cash Flow Statement

for year ended 31 December 2007
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2007 2006
Note $000 5000

Operating actiities
Operating loss from continuing activities {21,905) (8,277
IFRS 2 charge 8 42 1,362 G938
Depreciation 144 7
Operating cash outflows before movement in working capital {20,399) (7.268)
{Increase)/decrease in trade and other recevables 415} 62
Increase/(decrease) In trade and other payables 1,340 (2,535)
Net cash inflow/{outflow) from operating activities (19,474) 5,741}
Investing activities
Purchases of property, plant and equipment Ex) {117} {4
Proceeds on disposal of property, plant and equipment EE} 2 -
Loans granted to other Group companies (214,060} (154,048
Movement in funds on bank deposit 19,600 (19,600)
Interest receved 14,671 4,349
Net cash used in investing activities 179904  (169413)
Financing activities
Proceeds from loans 186,675 -
Proceeds on 1ssue of shares 10,332 199,097
Net cash from finanaing activities 197,007 199,097
Net {decrease)/increase in cash and cash equivalents {2,377) 19543
Cash and cash equivalents at beginning of year 65,442 40,689
Effect of foreign exchange rate changes (43) 4,810
Cash and cash equivalents at end of year 63,028 65,442
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32 Significant accounting policies

The separate financial statements of the Company are presented as required by the Companies Act 1985 As permitted by the
Act the separate financial statements have been prepared in accordance with International Financial Reporting Standards, under
the accounting policies set cut In note 2 to the Greup financial statements

The Company has taken advantage of the exemption allowed under section 230 of the Companies Act 1985 and has not
presented its own income statement In these financial staternents The Company’s loss for the year after tax was US$9 5 million
(2006 US5212 million)

33 Property, plant and equipment

Fixtures,
fittings and Mator
equipment vehicles Total
$000 $000 5000

Cost
At 1 January 2006 109 - 109
Additions 77 38 15
Disposals (3) - (3
At 31 December 2006 183 38 221
Additions 17 - nz
Disposals (7} - (7}
At 31 December 2007 293 38 331
Accumulated depreciation
At 1 January 2006 29 - 29
Charge for the year 58 13 71
Disposals @ - @
At 31 December 2006 85 13 98
Charge for the year 129 15 144
Disposals 5 - {5
At 31 December 2007 209 28 237
Carrying amount 84 10 94
At 31 December 2007
At 31 December 2006 98 25 123

34 Investments
The Company holds 100% of the 1ssued share capital Impernal Energy Limited The subsidiaries of the Company are detailed in note 14

The investrments balance at 31 December 2007 includes an amount of US$4 39 million (2006 nil) in respect of IFRS 2 charges borne by
the Company on behalf of its subsidiaries
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35 Trade and other receivables

B

2007 2006

$000 $000
Other debiors 161 12
VAT recevable 298 131
Prepayments 370 271

829 414
The Directors consider that the carrying amount of trade and other recevables approximates therr farr value
36 Loan recewvables from other Group entities

2007 2006

5000 $000
Impenal Energy Limited 478,822 266,718

478,822 266718

Amounts receivable from Impenal Energy Limited are denominated in US doliars carry interest ranging from 3 5% to Libor + 4 85%
(2006 Libor + 0 75%) per annum charged on the outstanding foan balances

The weighted average interest rates on paid duning the year was 4 31% (2006 6 C7%)

37 Bank deposits

2007 2006
5000 5000
Bank deposits - 19,600

The deposit classified under bank deposits in the prior year was placed on depostt for a penod of greater than three months Such
deposits matured on 22 January 2007

The Directors constder that the carrying amount of the deposits approximates their fair value

38 Cash and cash equivalents

2007 2006
$000 $000
Cash at bank 53 27458
Short-term deposits 62,975 37984

63,028 65,442

39 Trade and other payables

2007 2006

S000 $000

Trade payables and accruals 4,240 1,014
Other payables 196 33
4,436 1,047

Trade payables and accruals principally comprise amounts outstanding for trade purchases and ongoing costs The average credit
perniod taken for Company trade purchasess 15 days

The Directors consider that the carrying amount of trade and other payables approximates to thew far value
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40 Borrowings

2007 2006
5000 $000

Current borrowings
Loans from subsidiary (note 41) USS denominated 152,908 -
152,908 -

During the year ended 31 December 2007, the Company subsidiary Impenal Energy {Jersey) Finance Limited (IEJFL) 1ssued $1913
million 595% convertible bonds Further detalls of the convertible bonds are provided in note 20

The weighted average interest rate during the year was 1015% (2006 nil)

41 Related party transactions
Intra Group loans outstanding were as follows

2007 2006
5000 5000
Imperial Energy Lirnited 478,822 266718
Imperial Energy Finance (Jersey) Limited (152,908) -

325914 266,718

Payments to Directors are detailed in the remuneration report

42 Share-based payments
Valuation and details of the Company's share-based payments can be found in note 28

43 Financial instruments
Capital nsk management
The Company follows same pohcy as the Group 1o manage capital and financial nsk Detaits are innote 29

Externally imposed capital requirement
The Company 1s not subject to externally imposed capital requirements

Gearnng ratio
The Board reviews the capital structure of the Company As part of this review, the Board considers the cost of capital and the nsks
associated with each class of capital

The geanng ratio at the year end is as follows

2007 2006

$000 5000
Debt 152,908 -
Cash and cash equivatents {63,028) (65442
Loans to Group entities (478,822) -
Net debt n/a n/a
Net debt to equity ratio n/a n/a

Debt 1s defined as long- and short-term borrowings, as detalled in note 40

Equity includes all capital and reserves of the Group attributable to equity holders of the parent
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43 Finanoal instruments continued

Significant accounting policies

Detalls of the sigruficant accounting polictes and methods adopted, including the critena for recogrition, the basis of measurement
and the basis on which iIncome and expenses are recognused, in respect of each class of financial asset, financial lability and equity
instrument are disclosed in note 2 to the financial statements

Categories of financial instruments

|71

Carrying value
2007 2006
$000 5000
Financial assets
Loans and recevables (including cash and cash equivalents) 542,679 352,174
Derivative inancial instruments - 183
Financial habilities
Borrowings and payables (157,343) (1,047)
Dervative inancial instruments - (2,547)

Financial risk management objectives
The Company's financial nsk management objectives are described in note 29

The Company's inancial Instruments as at 31 December 2007 compnse cash deposits and related party foans

Foreign exchange nsk management

The Company undertakes certain transactions denorminated in foreign currencies Hence, exposures to exchange rate
fluctuations anse Exchange rate exposures are managed within approved policy parameters utilising forward exchange
contracts where appropriate

The carrying amounts of the Group's foreign currency denominated monetary assets and monetary habilities at the reporting
date are a3 follows

Liabilities Assels
2007 2006 2007 2006
5000 5000 $000 5000
UK sterling (1,721) (330) 70 58,578

At the year end 31 December 2007, the Group had ne cutstanding forward exchange contracts

Foreign currency sensitivity analysis
The Company 15 mainly exposed to the currencies of UK sterling

In accordance with [FRS 7, the impact of foreign currencies has been determined based on the balances of financial assets and
habihties at 31 December 2007 The sensitivity analysis Includes only cutstanding foreign currency denominated monetary items
largely resulting from trade payables and receivables, and adjusts therr translation at the penod end for a 10% change in foreign
currency rates A positive number below indicates an increase in profit and other equity where the US dollar strengthens 10% against
the relevant currency For a 10% weakening of the US dollar against the relevant currency, there would be an equal and opposite
impact on the profit and other equity, and the balances below would be negative

If the US$ had gained/(lost) 10% agamnst all currencies significant to the Group at 31 December 2007 income would have been
USS0 2 milhon higher/{lower) {2006 US$5 8 millkion lower/(tugher)} There 1s no matenal effect on equity reserve other than those
relating directly to movements in the Income statement
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43 Financial instruments continued

Interest rate risk

The barrowings bear fixed weighted effective interest rate at 1015% All cash deposits and loans to Group entities bear interest
rates linked to Libor and consequently are exposed to cash flow interest rate risk

The Company's exposure to interest rates on financial assets and financial habilities are detalled in the below hquidities nsk
management

Sensitivity — a 50 base point increase in interest rate would increase the Company profit before taxation by USS$1 mudlion
(2006 USS$17 milkon)

Liquidity risk management
Liquicity nisk1s the nisk that the Company will not have the sufficient funds to meet labiities Cash forecasts identifying the hquidity
requirements of the Company regularly produced

The fallowing tables detall the Company’s remaining interest-bearing financial assets and liabilities at the balance sheet date at
31 December 2007

Weighted
average
effective
ntarest Less than 3 months
rale 1 month to | year Total
% $000 5000 5000
2007
Financial assets
Cash and cash equivalents 505 63,028 - 63,028
Loans to Group entities (a) 431 - 478822 478,822
Financial habihties
Borrowings - debt portion of convertibte loan 1015 - {152,908) (152,908)
63,028 325194 388,242
2006
Financial assets
Bank deposits 473 - 18600 19,600
Cash and cash equivalents 477 65442 - 65,442
Loans to Group entities* 607 - 265,718 266,718
Financial habilities
Borrowings - - -

65442 286318 351,760

*(n 2007 amounts receivable to related parties of the Group carry interest ranging from 3 5% fixed rate to float rate at Libor + 4 85% (2006 Libor + 1%) per annum
charged on the cutstanding loan balances The weighted average interest rate recewved during the year was 4 31% (2006 6 07%)

At the end of 31 December 2007, the Company has no outstanding foreign currency contracts

44 Events after the balance sheet date
See note 30
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Glossary

2D, 3D
two (three} dimensional (in relation to seismic surveys}

AlM
Alternative Investment Market

APSS
Annual Profit Shanng Scheme

bbl
barrel of oil

boe
barrel of ol equivalent

bopd
barrels of oIl per day

boed
barrels of ol equivalent per day

Ci

C1 category (Russtan reserve system) represents the reserves of a
deposit (or of a portion thereof) whose ol or natural gas content
has been determined on the basis of commercial flows of ol or
natural gas obtained in wells {with some of the wells having been
probed by a formation tester} and positive results of geclogical
and geophysical exploration of non-probed wells

C2

Category C2 (Russian reserve system) reserves are preliminary
estimated reserves of a deposit calculated on the basis of
geological and geophysical research of unexplored sections of
deposits adjoring secuions of a field containing reserves of
hugher categones and of untested deposits of explored fields
The shape, size, structure, level, reservoir types, content and
charactenstics of the hydrocarbon deposit are determined in
general terms based on the results of the geological and
geophysical exploration and informanion on the more fully
explored poruons of a deposit Category C2 reserves are used to
determine the development potential of a field and to plan
geological, exploration and production activities

Capex
capital expenditure

Cis
the Commonwealth of Independent States

the Company/the Group
Impenal Energy Corporation plc

D&M or DeGolyer and MacNaughton
DeGolyer and MacNaughton, a Delaware corporation of the
United States of America

E&E
exploration and evaluation

E&P
exploration and production

EOR
enhanced oll recovery

FTSE
Financial Times Stock Exchange

FSU
former Soviet Union

HSE
health, safety and envtronment

IAS
International Accounting Standards

IFRS
International Financtal Reporting Standards

kb/d
thousand barrels per day

km
kilometre

KPI
key performance indicator

LTIP
Long Term Incentive Plan

m:l
cubic metre

mmbbls
million barrels of oil

mmboe
mullion barrels of ol equivalent

1P

Proved reserves

Proved reserves include reserves that are confirmed with a high
degree of certainty through an analysis of the development
history and/or volume method analysis of the relevant geological
and engineenng data Proved reserves are those that, based

on the avatlable evidence and taking int6 account technical

and economic factors, have a better than 90% chance of

being produced




2P
Proved + Probable Reserves
Probable Reserves

Probable reserves are those reserves in which hydrocarbons have
been located within the geological structure with a lesser degree
of certainty because fewer wells have been drilled and/or certain

operational tests have not been conducted Probable reserves

are those reserves that, on the available ewidence and taking into

account technical and econormuc factors, have a better than 50%
chance of being produced

3P

Proved + Probable + Possible reserves

Possible reserves

Possible reserves are those unproven reserves that, on the
available ewidence and taking into account techmical and
economic factors, have a 10% chance of being produced

SPE
Society of Petroleum Engineers

t
tonne

TSR
Total Shareholder Return

water injection

A techmigque wheteby water 1s pumped INto the reservorr 10
maintain reservorr pressure and enhance oil recovery working
Interest with reference to reserves or production, that share of
the gross amouni to which the Group ss entitted before taking
account of the state share under the terms of the PSA or PSC
(calculated after deduction of initial o1l or gas)

workover

Major reparrs or modifications to a well which restore or enhance

production
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