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Cairn UK Holdings Limited

Report of the Directors

The Directors submit their Report and Financial Statements for the year ended 31 December 2067 The comparative figures
cover the peniod from the Company’s mcorporation as Cain UK Holdings Limited on 26 June 2006 to 31 December 2006

Principal Activities and Business Review
The Company’s principal activity 1s that of a holding company The Company holds an mvestment i Cain India Limited
(“CIL”), which 1s listed on the Bombay Stock Exchange and Nattonal Stock Exchange of India

During the year the Company made a profit of $48 9m (2006 $2,589 9m) A dividend of $1,217 6m (2006 $mi) has been
paid during the year ended 31 December 2007

During the penod, an additional gain of $47 8m has been recognised as part of the transaction between the Company and
CIL in 2006 The gan represents additional consideration recerved from CIL under the sale and purchase agreement dated
12 October 2006 whereby CIL acquired the entire share capital of Cairn India Holdings Limited from the Company The
additional consideration arose as a result of the price stabilisation mechamsm which required the 1ssue by CIL of 13 Im
new shares There was a consequent reduction 1n the Company’s percentage holding of CIL from 69 5% to 69%

Financial Risk Management Policy
For detail of the Company’s financial nsk management policy see note 13

Principal Risks and uncertamties
The Company 1s subject to a varety of nisks which denve from the nature of the o1l and gas exploration business

The Company’s future depends significantly npon its subsidiartes success mn finding or acquinng and developing o1l and
gas reserves 1f 1t subsidianes are unsuccessful, 1t would adversely affect the resnits of ms operations and financial
condition

Post Balance Sheet Event

On 16 April 2008 CIL entered an agreement with Petronas and Orient Global Tamarind Fund Pte Limited, further to which
the investors agreed to purchase a total of 113 million shares in CIL at Rs 224 30 per share This reduced the Company’s
holding 1n CIL by 4 12%

Share option exercises under the Cairn India Senior Management Plan farther reduced the Company’s percentage holdg
m CIL At 30 June 2008, the Company retained a holding of 64 76% in CIL

Directors
The Directors who held office duning the year and subsequently are as follows

W B B Gammell

Dr M ] Watts

M § Thoms

J M Brown (appointed 16 October 2008)
S J Thomson (appownted 16 October 2008)

Charitable Donations
The Company did not make any chartable contributions during the year (2006 $ml)

Creditors Payment Policy
It 15 the Company’s payment policy to ensure settlement of suppliers’ services m accordance with the terms of the
applicable contracts In most circumstances, scttlement terms are agreed prior to business taking place




Cairn UK Holdings Limited

Report of the Directors (continued)

Disclosure of Infermation to Auditors

The directors of the Company who held office at 31 December 2007 confirm, as far as they are aware, there 1s no relevant
audit mformation of which the Company’s auditors are unaware In making thus confirmation, the directors have taken
appropriate steps to make themselves aware of the relevant audit information and that the Company’s auditors are aware of
this information

By Order of the Board

Anocn INooe|

Secretary

50 Lothian Road
Edmburgh EH3 9BY
24 October 2008




Cairn UK Holdings Limited

Directors’ Responsibility Statement

The directors are responsible for preparing the Company financial statements m accordance with applicable laws and
regulations

UK company law requires the directors to prepare Company financial statements for each financial year Under such law
the directors are required to prepare the Company financial statements in accordance with IFRS (as adopted by the EU)

The Company financial statements are required by law and TFRS (as adopted by the EU) to present fairly the financtal
posttion and performance of the Company, the Companies Act provides in relation to such financial statements that
references 1n the relevant part of the Companies Act to financial statements giving a true and fair view, are references to
their achieving a fair presentation

In prepanng the Company financial statements, the directors are required to

select suitable accounting policies and apply them consistently,

make judgements and estimates that are reasonable and prudent,

state whether they have been prepared in accordance with IFRS (as adopted by the EU), and

prepare the financial statements on the going concern basis unless 1t 18 nappropriate to assume that the Company wall
continue n business

The directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any time the
financial position of the Company and enable them to ensure that 1its financial statements comply with the Companies Act
They have a general responstbility for taking such steps as are reasonably open to them to safeguard the assets of the
Company and to prevent and detect frand and other irregularities

The directors confirm that, to the best of their knowledge and belief

e the financial statements have been prepared mn accordance with the standards summansed above, give a true and fair
view of the assets, habilities and financial position of the Company’s affairs as at 31 December 2007 and of 1ts profit
for the year then ended, and

+ the Directors Report mcludes a fair review of the development and performance of the Company’s business and a
description of the principal risks and uncertainties that 1t faces




Independent Auditors’ Report
To the members of Cairn UK Holdings Limited

We have audited the financial statements of Cairn Energy UK Holdings Limited for the year ended 31 December 2007
which comprise the Income Statement, the Balance Sheet, the Statement of Cash Flows, the Statement of Recognised
Income and Expense and the related notes 1 to 17 These financial statements have been prepared under the accounting
policies set out therein

This report 1s made solely to the company's members, as a body, 1n accordance with Section 235 of the Compames Act
1985 Our audit work has been undertaken so that we might state to the company's members those matters we are
required to state to them 1n an auditors’ report and for no other purpose To the fullest extent permaitted 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 responsibihties of directors and auditors

The directors’ responsibilities for preparing the financial statements m accordance with applicable Umted Kingdom law
and International Financial Reperting Standards (IFRSs) as adopted by the European Union are set out in the Statement of
Directors’ Responsibilities

Our responsibility 1s to andit the financial staterents m accordance with relevant legal and regulatory requirements and
International Standards on Audrting (UK and Ireland)

We report to you our opinion as to whether the financial statements give a true and fair view and are properly prepared m
accordance with the Companies Act 1985 We also report to you whether the information given in the directors’ report 1s
consistent with the financial statements

In addition we report to you if, in our opinion, the company has not kept proper accounting records, 1f we have not
recetved all the mnformation and explanations we require for our audit, or if nformation specified by law regarding
directors’ remuneration and other transactions 1s not disclosed

We read the directors’ report and consider the mmplications for our repert if we become aware of any apparent
misstatements within it

Basis of audit opimon

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) 1ssued by the Auditing
Practices Board An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures m
the financial statements It also includes an assessment of the sigmificant estimates and judgments made by the directors
in the preparation of the financial statements, and of whether the accounting policies are apprepnate to the company’s
circumstances, consistently applied and adequately disclosed

We planned and performed our audit so as to obtan all the mformation and explanations which we considered necessary
in order to provide us with sufficient evidence 1o give reasonable assurance that the financial statements are free from
matenal misstatement, whether caused by fraud or other wregulanty or error In forming our opimon we also evaluated
the overall adequacy of the presentation of information 1n the financial statements

Opmion
In our opinion
the financial statements give a true and fair view, 1n accordance with IFRSs as adopted by the European Union,
of the state of the company's affairs as at 31 December 2007 and of 1ts profit for the year then ended,
. the financial statements have been properly prepared 1n accordance with the Companies Act 1985, and
the information given mn the directors’ report 1s consistent with the financial statements

Enct *U’CUO; wr

Ernst & Young LLP
Registered Auditor
Aberdeen

Z}October 2008




Cairn UK Holdings Limited

Income Statement
For the year ended 31 December 2007

12 months to 6 months to
31 December 31 December
2007 2006
Continumng operations Notes $°000 $°000
Administrative expenses 23)
Gaimn on sale of mvestments 47,785 2,599,326
Operating profit 2 47,762 2,599,326
Finance mcome 4 9,249 547
Finance costs 5 (8,119 {9,944)
Profit before tax 48,892 2,589,929
Taxation
Profit for the year attributable to the equuty holders 12 48,892 2,589,929




Cairn UK Holdings Limited

Statement of Recognised Income and Expenses
For the year ended 31 December 2007

12 months to 6 months to

31 December 31 December

2007 2006

Notes 5000 $'000

Profit for the year 12 48,892 2,589,929
Forgign currency translation differences 12 245,564 55,105
Total recogmised expense for the year 294,456 2,645,034




Cairn UK Holdings Limited

Balance Sheet
As at 31 December 2007

2007 2006
Notes $°000 $°000
Non current assets
Investments 7 2,054,541 1,828,940
2,054,541 1,828,940
Current assets
Trade and other receivables 8 692,679
Cash and cash equivalents 9 26 632,060
26 1,324,739
Total assets 2,054,567 3,153,679
Current habilities
Trade and other payables 10 41,942
Total habihties 41,942
Net assets 2,054,567 3,111,737
Equity
Called up share capatal 11 337,834 466,703
Foreign currency translation 12 295,507 55,105
Retained earnings 12 1,421,226 2,589,929
Total equity attributable to the equaty holders 2,054,567 3,111,737

Signed on behalf of the Board on 24 October 2008

b

Dhrectdr




Cairn UK Holdings Limited

Statement of Cash Flows
For the year ended 31 December 2007

12 months to 6 months to
31 December 31 December
2007 2006
Notes $°000 $:000
Cash flows from operating activities
Profit for year 48,892 2,589,929
Exceptional gam on sale of mvestments (47,785) (2,599,326)
Finance income . (9,249) (547)
Finance costs 8,119 9,944
Debtors movement 691,944
Creditors movement (41,626) 32,258
Foreign exchange differences 4,784 473)
Net cash generated from operating activities 655,079 31,785
Cash flows from 1investing activihies
Expenditure on mvestments {1,596,851)
Proceeds on disposal of mvestment 47,785 2,197,128
Interest received 9,249 269
Net cash from mvesting activities 57,034 600,546
Cash flows from financing activities
Purchase of own shares {(128,869)
Dividends paid (1,217,595)
Bank charges (143) (271)
Net cash flows used 1 financing activities (1,346,607) (271)
Net increase/(decrease) in cash and cash equivalents (634,494) 632,060
Exchange movements on cash and cash equivalents 2,460
Opening cash and cash equivalents at beginning of vear 632,060

Closing cash and cash equivalents 9 26 632,060




Cairn UK Holdings Limited

Notes to the Accounts
For the year ended 31 December 2007

1
)

b)

d)

Accounting Polictes

Basis of preparation

The Company prepares its accounts on a historical cost basis Where there are assets and habilities calculated on a
different basis, this fact 1s disclosed 1n the relevant accounting policy The accounts prepared are separate financial
statements of the Company Group accounts are not submitted as the Company 1s exempt from the obligation to
prepare Group accounts under Section 228(1) of the Companies Act 1985 The results of subsidiary and associated
undertakings are dealt with in the consohdated accounts of the ultimate parent undertaking, Cairn Energy PLC, a
company registered in Scotland

Accounting standards
The Company prepares 1ts accounts mn accordance with applicable International Fimnancial Reporting Standards
(IFRS) as adopted by the EU

Relevant new standards and interpretations issued by the IASB, but not yet effective and not applied i these
financial statements, are as follows

Date of
adoption by
Title Change to accounting policy Cairn Impact on iitial apphication
Effective date from I January 2009
Revised IAS 1 No changes to current accounting 1 Jan 2009 Presentation and disclosure
‘Presentation of policy requirements for certan items
Fmancial Statements’ in the Income Statement

No other IFRS as 1ssued by the IASB which are not yet effective are expected to have an impact on the Company’s
financial statements

During the year, the Company adopted amendment to IAS 1 ‘Presentation of Financial Statements — Capatal
Disclosures’, and IFRS 7 ‘Fmancial Instruments Disclosures’, amendment to IAS 32 ‘Financial Instruments
Disclosure and Presentation’

Presentational currency

The functional currency of Cain UK Holdings Limited 1s India Rupees These accounts have been presented in US
Dollars (“$*) This 1s a change from prior periods when the accounts were presented n Sterling It 1s deemed to be
more appropnate to present the financial statements in line with the presentational currency of the rest of the Cain
Energy PLC Group The Company’s policy on foreign currencies 1s detailed i note 1(h)

Other income
Interest income 18 recognised using the effective mnterest method on an accruals basis and 15 recognised within
‘Finance Income’ in the Income Statement

Investments

The Company's mvestments i subsidiaries are carred at cost less provisions resulting from impairment The
recoverable value of investments 1s the fair value less costs to sell Fair value 1s determined with reference to the
market price, as quoted n an active market

Financial instruments
A financial mstrument 1s any contract that gives nise to a financial asset of one entity and a financial hability or
equity instrument of another

Fmancial assets are categorised as financial assets held at fair value through profit or loss, held to maturity
investments, loans and receivables and available for sale financial assets The Company holds financial assets which
are classified as loans and receivables




Cairn UK Holdings Limited

Notes to the Accounts (continued)
For the year ended 31 December 2007

g)

h)

1 Accounting Policies (continued)

Financial instruments (contmued)

Financial labilities generally substantiate claims for repayment in cash or another financial asset Fimancial
liabilities are categonsed as esther fair value through profit or loss or held at amortised cost  All of the Company’s
financial habihties are held at amortised cost

Financial instruments are generally recognised as soon as the Company becomes party to the contractual regulations
of the financ:al instrument

L.oans and other receivables

Trade receivables, loans and other receivables that have fixed or determiable payment that are not quoted on an
active market are classified as ‘loans and receivables’ Loans and receivables are measured at amortised cost using
the effective interest method less any impairment Trade and other receivables are recogmsed when mvoiced
Interest ncome 15 recogmised by applying the effective interest rate, except for short term receivables where the
recognition of interest would be immatenal

The carrying amounts of loans and other receivables are tested at each reporting date to determine whether there 15
objective matenal evidence of impawrment, for example overdue trade debt Any impairment losses are recognised
through the use of an allowance account When a trade receivable 1s uncollectible, 1t 1s wntten off agamnst the
allowance account Subsequent recoveries of amounts previously wniten off are credited agamst the allowance
account Changes n the carrying amount of the allowance account are recogmsed in the Income Statement or
Balance Sheet n accordance with where the original receivable was recogmsed

Cash and cash equivalents
Cash and cash equivalents compnse cash at bank and short term deposits with an original maturity of three months
or less

For the purpose of the Statement of Cash Flows, cash and cash equivalents consist of cash and cash equivalents as
defined above, net of outstanding bank overdrafis

Trade payables and other non derivative financial habihities
Trade payables and other creditors are non interest bearing and are measured at cost

Equity
Equity instruments 1ssued by the Company are recorded at the proceeds received, net of direct 1ssue costs, allocated
between share capital and share premum

Foreign currencies

The Company translates foreign currency transactions into the functional currency, India Rupee’s, at the rate of
exchange prevailing at the transaction date Monetary assets and hablities denommated 1n foreign currency are
translated mto the functional currency at the rate of exchange prevaihing at the Balance Sheet date Exchange
differences ansing are taken to the Income Statement except for those incurred on borrowings specifically allocable
to development projects, which are capitalised as part of the cost of the asset

Taxation
The tax expense represents the sum of current tax and deferred tax

The current tax 1s based on taxable profit/ (loss) for the year Taxable profit/(loss) differs from net profit/(loss) as
reported 1n the Income Statement because 1t excludes items of mcome or expense that are taxable or deductible in
other years and 1t further excludes items that are never taxable or deductible The Company’s hability for current
tax 15 calculated using tax rates that have been enacted or substantively enacted by the Balance Sheet date

Deferred tax 1s the tax expected to be pavable or recoverable on differences between the carrying amounts of assets
and habilities m the financial statements and the corresponding tax bases used n the computation of taxable profit/
(loss)




Cairn UK Holdings Limited

Notes to the Accounts (continued)
For the year ended 31 December 2007

N

Accounting Policies (continued)

Taxation (continued)

Deferred income tax habilities are recognised for all taxable temporary differences except i respect of taxable
temporary differences associated with investments m subsidianes, associates and nterests i Joint Ventures where
the timing of the reversal of the temporary difference can be controlled and 1t 15 probable that the temporary
difference will not reverse n the foreseeable future A deferred income tax habality 1s not recognised if a temporary
difference arises on mutial recognition of an asset or lrability 1n a transaction that is not a business combination and,
at the time of the transaction, affects neither the accounting profit nor taxable profit or loss

Deferred income tax assets are recognised for all deductible temporary differences, carry forward of unused tax
assets and unused tax losses, to the extent that 1t 15 probable that taxable profits will be available agamst which the
deductible temporary differences, carry forward of unused tax assets and unused tax losses can be utilised, except
where the deferred mcome tax asset relating to the deductible temporary timing difference arises from the mitial
recogmtion of an asset or hiability m a transaction that 1s not a business combnation and, at the time of the
transaction, affects neither the accountmg profit nor taxable profit or loss In respect of deductible temporary
chfferences associated with investments in subsidianes, associates and interests in Joint Ventures, deferred tax assets
are only recognised to the extent that it 1s probable that the temporary differences will reverse 1n the foreseeable
future and taxable profits will be available agamst which the temporary differences can be utilised

The carrying amount of deferred mcome tax assets are 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 deferred
income tax asset to be utihsed

Deferred tax assets and liabihities are measured at the tax rates that are expected to apply in the periods mn which the
asset 1s realised or the hability 1s settled, based on tax rates and laws enacted or substantively enacted at the Balance
Sheet date

Deferred tax assets and habilities are only offset where they arise within the same tax junsdiction and the Company
ntends erther to settle on a net basis, or to realise the asset and settle the hability simultaneously

Operating Profit
Operating profit 1s stated after crediting
12 months to 6 months to
31 December 31 December
2007 2006
$000 $'000
Gain on sale of iInvestments 47,785 2,599,326

Auditors’ remuneration of $6,300 (2006 $6,000) has been borne by the ultimate holding company, Cairn Energy PLC
The Company has a policy in place for the award of non audit work to the auditors which, 1n certain circumstances,

requires Audit Commuttee approval Auditors’ remuneration for other services 1s disclosed m the financial statements
of Cairn Energy PLC, the ultimate parent undertaking

Directors’ Emoluments

No remuneration was paid to any director for services to this Company during the year (2006 $mil)



Cairn UK Holdings Limited

Notes to the Accounts (continued)
For the year ended 31 December 2007

4 Finance Income

12 months to 6 months to

31 December 31 December

2007 2006

$7000 $°000

Bank interest 9,249 269
Reahsed exchange gamn 278
9,249 547

5 Finance Costs

12 months to 6 months to

31 December 31 December

2007 2006

$°000 $:000

Bank charges 143 271

Other finance costs — currency exchange option 1,469 9,673

Realised exchange loss 6,507
8,119 9,944

6 Taxation

A reconcihation of the income tax expense apphicable to the profit before income tax at the applicable tax rate, to the

Income tax expense at the Company’s effective tax rate, 1s as follows

12 months to 6 months to
31 December 31 December
2007 2006
$°000 $°000
Profit before taxation 48.892 2,589,929
Tax at the UK corporation tax rate of 30% (2006 30%) 14,668 776,979
Effects of
Deferred tax not recognised 87 2,741
Non taxable income/non deductible expenses (14,335) (779,719)
Change of UK tax rate to 28% on deferred tax 202
Impact of fluctuations 1n rate of exchange (622) (1)

Tax expense

There 15 a deferred tax asset of $2,828,244 as at 31 December 2007 (2006 $2,741,323) 1n relation to tax losses
This asset has not been recognised as there 1s msufficient evidence that it will reverse mn the foreseeable future This
asset will be recoverable if the company generates sufficient taxable mcome 1n the future




Cairn UK Holdings Limited

Notes to the Accounts (continued)
For the year ended 31 December 2007

7 Investments

Total

$°000
At date of incorporation
Additions 2,346,671
Disposals (483,948)
Exchange differences ansing (33,783)
At 31 December 2006 1,828,940
Exchange differences ansing 225,601
At 31 December 2007 2,054,541

In the opumon of the directors, the value of shares in the Company’s subsidiary undertakings 1s not less than the
amounts at which these are shown n the balance sheet

Details of the Company’s principal subsicharies at 31 December 2007 are as follows

Company

Direct holdings
Cairn India Limited

Indirect holdings

Cairn India Holdings Limited

Cairn Energy Holdings Limited

Caimn Energy Hydrocarbons Limited
Cain Energy Australia Pty Limited
Cairn Energy India Pty Limited

Caimn Energy Netherlands Holdings B V
Cairn Energy Group Holdings B V
Cairn Energy India Holdings B V
Cairn Energy India West Holdings B V
Cairn Energy Cambay Holdings BV
Cairn Energy Gujarat Holdings B V
Cain Energy India West BV

Cairn Encrgy Cambay B V

Cairn Energy Guarat B V

Cairn Energy Discovery Limited
Cairn Energy Gujarat Block 1 Limited
Cairn Energy Exploration (No 2)
Limited

Cairn Energy Exploration (No 4)
Limited

Cairn Energy Exploration (No 6)
Limited

Caim Energy Exploration (No 7)
Limited

Principal activity

Holding company

Holding company
Holding company

Exploration & production

Holding company

Exploration & production

Holding company
Holding company
Holding company
Holding company
Holding company
Holding company

Exploration & production
Exploration & production
Exploration & production

Exploration
Exploration

Exploration
Exploration
Exploration

Exploration

Country of
mcorporation

India

Jersey

Scotland
Scotland
Australia
Austraha

The Netherlands
The Netherlands
The Netherlands
The Netherlands
The Netherlands
The Netherlands
The Netherlands
The Netherlands
The Netherlands
Scotland
Scotland

Scotland
Scotland
Scotland

Scotland

Country ef
operation

India

Jersey

Scotland

India

Australia

Inda

The Netherlands
The Netherlands
The Netherlands
The Netherlands
The Netherlands
The Netherlands
India

Indha

Indha

India

India

India
India
India

India

Proportion
of voting
rights and
ordmary
shares

69%

69%
69%
69%
69%
69%
69%
69%
69%
69%
69%
69%
69%
69%
69%
69%
69%

69%
69%
69%

69%




Cairn UK Holdings Limited

Notes to the Accounts (continued)
For the year ended 31 December 2607

8 Trade and Qther Receivables

2007 2006

5000 $000

Amounts owed by subsidiary undertakmgs 692,410
Other debtors and prepayments 269
692,679

All trade and other receivables at 31 December 2007 and 2006 were current and unimpaired

9 Cash and Cash Equivalents

At 1 January Exchange At 31 December
2007 Cash flow movements 2007
$°000 $£°000 %000 $'000
Cash at bank 632,060 (634,454) 2,460 26
Cash and cash equivalents 632,060 {634,494) 2,460 26
At date of Exchange At 3! December
mcorporation Cash flow movements 2006
$°000 $°000 $:000 $°000
Cash at bank 632,060
Cash and cash eqmivalents 632,060
10 Trade and Other Payables
2007 2006
$'000 $°000
Amounts owed to Parent undertakings 32,258
Other creditors and accruals 9,684

41,942




Cairn UK Holdings Limited

Notes to the Accounts (continued)
For the year ended 31 December 2007

11 Share Capital

£1 Ordinary
Number
Authonised ordinary shares
On mcorporation 100
Increase n authonsed ordinary shares 251,499 900
At 31 December 2006 251,500,000
At 31 December 2007 251,500,000
Number £1 Ordnary
£1 Ordinary $7000
Allotted, 1ssued and fully paid
ordinary shares
Issued on incorporation 1
New shares ssued 251,453,182 466,703
At 31 December 2006 251,453,183 466,703
Repurchase of shares (64,921,232) (128,869)
At 31 December 2007 186,531,951 337,834

The company was incorporated on 26 June 2006 with one 1ssued £1 ordinary share

On 30 June 2006 the Company’s authorised share capital was mcreased to 221,500,000 £1 ordmary shares and the
Company 1ssued 221,444,034 £1 ordinary shares at par to Cain Energy PLC, the Company’s parent company,
pursuant to a group reorganmsation of Cairn Energy PLC

On 1 September 2006 the Company’s authorised share capital was further mcreased to 251,500,000 £1 ordmary
shares The Company subsequently tssued 29,780,710 £1 ordinary shares at par on 1 September 2006 and 228,438 £1
ordinary shares at par on 20 December 2006 to Cain Energy PLC on conversion of intercompany loan balances

On 31 December 2007 the Company repurchased 64,921,232 £1 ordinary shares from Cairn Energy PLC under the
Share Repurchase Agreement, in accordance with s171 to s174 of the Compames Act 2006




Cairn UK Holdings Limited

Notes to the Accounts (continued)
For the year ended 31 December 2007

12

13

Equity
Equity share  Foreign currency Retamned

capital translation earnings Total
$:000 $r000 $£°000 $'000

On incorporation
Shares 1ssued 466,703 466,703
Currency translation differences 55,105 55,105
Profit for penod 2,589,929 2,589,929
At 1 January 2007 466,703 55,105 2,589,929 3,111,737
Repurchase of shares (128,869) (128,869)
Currency translation differences 240,402 240,402
Dividends paid (1,217,595) (1,217,595)
Profit for year 48,892 48,892
At 31 December 2007 337,834 295,507 1,421,226 2,054,567

Fimancial Risk Management Objectives and Policies

The Company’s primary financial istruments comprise bank loans, cash and short and medium term deposits The
Company’s strategy has been to finance 1ts operations through a mixture of retained profits and bank borrowings
Other alternatives such as equity finance and project finance are reviewed by the Board, when appropnate, to fund
substantial acquisitions or o1l and gas projects

The Company’s treasury function 1s responsible for managimg mvestment and funding requirements including
banking and cash flow monitoring It must also recognise and manage nterest and foreign exchange exposure
whilst ensuring that the Company has adequate liquidity at all times mn order to meet 1ts 1mmediate cash
requirements

The Company may from time to tune copt to use dervative financial instruments to mimimise 1ts exposure to
fluctuations 1n foreign exchange rates, wnterest rates and movements m o1l and gas prices Denvative financial
wstruments have not been used throughout 2006 or 2007 It 15, and has been throughout the year under review, the
Company’s policy that no trading 1n derivative financial instruments shal! be undertaken

The main nsks arising from the Company’s financial instruments are liquichty risk, interest rate risk, foreign
currency risk and credit sk The Board reviews and agrees pelicies for managing each of these risks and these are
summarised below

Liqumdity risk

The Company’s subsidiary, CIL has available an $850m revolving credst facihity to fund Rajasthan developments
The facility was previously held by Caimn Energy PLC and certain of 1ts subsidiaries but an amendment agreement
was entered nto on 22 November 2006 to transfer the facility to CIL Following the IPO of CIL on the Bombay
Stock Exchange and the National Stock Exchange of India, the amendment agreement became fully effective on 31
January 2007

The facility 1s provided by a consortum of ten mternational banks (expiry date 31 December 2011) and the
International Finance Corporation (expiry date 31 December 2015) Interest 1s charged at floating rates determined
by LIBOR plus an apphcable margin The maximum facility amount that can be drawn at any pomt mn time 1s
determined by reference to the net present value of the Rajasthan developments The full $850m facility 1s currently
available to be drawn CIL may cance! and repay the facility at any time

Under the terms of the oniginal agreement, as security under the facility, a share pledge was provided over the shares
in Cain Energy Hydrocarbons Limited (a 100% subsidiary of Cairn India Heldings Limited which holds 50% of the
Group’s 1nterest m Rajasthan)




Cairn UK Holdings Limited

Notes to the Accounts (continued)
For the year ended 31 December 20077

13

Financial Risk Management Objectives and Policies (continued)

Ligumdity risk (eontinued)

In addition, as at 31 December 2007, the Company’s parent Cain Energy PLC has $80m (2006 $65m) of facihities
m place to cover the 1ssue of bank guarantees Fixed rates of mterest apply to these $18 2m was unutihsed at 31
December 2007 (2006 $28 9m)

The Cairn Energy PLC Group currently has surplus cash which 1t has placed in a combmation of money market
hquidity funds and short and medium term deposits, ensuring sufficient hquidity to enable the Company to meet its
short/medium term expenditure requirements

Interest rate nsk
Surplus funds are placed on short/medium term deposit at floating rates It 1s the Company’s policy to deposit funds
with banks or other financial mstitutions that offer the most competitive mterest rate at tme of 15sue

Short/medium term berrowing arrangements are available at floating rates The treasury function may from time to
time opt to manage a proportion of the interest costs on this debt by using dervative financial instruments such as
interest rate swaps At this time, however, there 1s no requirement for such mstruments as there 1s no debt drawn

Foreign currency risk
The Company manages exposures that arise from receipt of revenues mn foreign currencies, by matching receipts and
payments 1n the same currency, and actively managing the residual net position

In order to minmmise the Company’s exposure to foreign currency fluctuations, currency assets are matched with
currency habilities by borrowing or entering into foreign exchange contracts 1 the apphcable currency 1f deemed
appropriate The [oan facilities allow loans denominated m US Dollars, Sterhing, Euro or such other currency as may
be agreed between the lenders and Company from time to time

No forward foreign exchange contracts were entered into during 2007 (2006 $mil) There were no outstanding
foreign exchange contracts at the start of the year or at the end of the year

Credit nisk
With respect to deposit and other treasury arrangements, as a general rule the Board will only approve a bank or
financial institution that has a Moody’s rating for long term deposits of A and above

The Board will continue to assess the Company’s strategies for managing credit nsks At the year end the Company
does not have any significant concentrations of bad debt nisk and overall the exposure to bad debts 15 not considered
to be stgnificant

Capital Management

The Company manages 1ts capital strocture and makes adjustments to 1t, in light of changes to economic conditions
To mamtain or adjust the capital structure, the Company may adjust the dividend payment to the parent, return
capital, 1ssue new shares for cash, repay debt or other such restructuring activities as appropnate

No changes were made 1n the objectives, policies or processes during the penod ended 31 December 2007

As at 31 December 2007 Capital and net debt was made up as follows

2007 2006

000 $000
Amounts owed to Group companies 32,258
Other creditors and accruals 9,684
Less cash and short term deposits (26) {632,060}
Net Debt (26) {550,118)
Equity 2,054,567 3,111,737
Capital and net debt 2,054,541 2,521,619

Gearing ratio
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14  Fmancial Instruments

The Company calculates the fair value of assets and lrabilities by reference to amounts considered to be recervable
or payable on the Balance Sheet date

The Company’s financial assets, together with therr fair values are as follows

Fimancial assets

Carrying amount Fair value
2007 2006 2007 2006
$000 $'000 $000 $000
Cash and cash equivalents 26 632,060 26 632,060
26 632,060 26 632,060

The Company did not have any financial habihities as at 31 December 2007 (2006 $mul)

The followmg table sets out the carrying amount, by maturity, of the Company’s financial mstruments that are
exposed to interest rate nisk

At 31 December 2007
Less than one

year Total
$°000 $r000

Floating rate
Cash assets 26 26
26 26

At 31 December 2006
Less than one

year Total
$000 $°000

Floating rate
Cash assets 632,060 632,060
632,060 632,060

15 Related Party Transactions

The following table provides the total amount of transactions which have been entered mte with Group compames

2007 2006
$’000 $°000

Balances at 31 December
Amounts owed by Group companies 692,410
Amounts owed to Group companies (32,258)
660,152

The amounts outstanding are unsecured, repayable on demand and will be settled 1in cash Interest, where charged,

1s at market rates No guarantees have been given All transactions with other Group companies are carrnied out on
an arms length basis
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16
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Related Party Transactions (continued)

On 31 December 2007 the Company repurchased 64,921,232 £1 ordinary shares from Cain Energy PLC under the
Share Repurchase Agreement, in accordance with 5171 to 5174 of the Companies Act 2006

Remuneration of key management personnel

No remuneration was paid to directors, who are the key management personnel of the Company, for services to this
Company during the year (2006 $nil)

Ultimate Parent Company

The Company 1s a subsidiary of Cain Energy PLC, which s the Company’s ultimate holding company Cairn
Energy PLC 1s registered in Scotland and 1ts principal place of business 1s at 50 Lothian Road, Edinburgh, EH3
9BY

Copies of Cairn Energy PLC’s financial statements are available to the public and may be obtamed from the above
mentioned address

Post Balance Sheet Event

On 16 Apnl 2008 CIL entered an agreement with Petronas and Onent Global Tamarind Fund Pte Limited, further to
which the investors agreed to purchase a total of 113 mllion shares in CIL at Rs 224 30 per share This reduced the

Company’s holding in CIL by 4 12%

Share opticn exercises under the Cairn India Semior Management Plan further reduced the Company’s percentage
holding m CIL At 30 June 2008, the Company retamned a holding of 64 76% n CIL




