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CHAIRMAN’S REPORT 
 
The year has been a very busy one from a technical and business point of view.  We 
have finished reviewing the lessons from the Wellington well. We applied for 5 new 
blocks in the 24th round, which were subsequently awarded, and we continued to work 
up our principal objectives in basement rock as well as conventional reservoirs to 
bring them up to drilling status as soon as possible. 
 
We ended the year with £5.7 million of cash in the balance sheet, which is more than 
enough for us to continue to work on all our existing prospects to bring them to drill-
ready status. 
 
Current prospects 
At the time of writing we are working on three large-scale exploration targets, each 
one of which would be a ‘company maker’ if a commercial discovery is made.  We 
also have two other significant prospects, which are being evaluated. 
 
Our intention is to have at least two prospects ready to drill from a technical point of 
view in 2009 and a further two in 2010. 
 
Accordingly your Board is now focusing on the best way to get these opportunities 
drilled and in the first calendar quarter of 2008 we are having independent consultants 
look at our own technical analysis in preparation for either a capital raising event, or a 
farm out, or a combination of the two. 
 
Your Board continues to be pleased with the prospectivity of our acreage and we have 
developed a major position in the West of Shetland, an area which is currently 
attracting a lot of interest from the industry. 
 
 
 
Charles Good 
 
31 January 2008 
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CHIEF EXECUTIVE’S REPORT 
 
Current year’s operations. 
 
The focus of our technical work during the period has been the completion of our 
review of the 23rd Round licence blocks (P1368) prior to our obligatory 
relinquishment of 75% of the licence which was required by the DTI (now BERR) at 
the end of the calendar year 2007. We have also instigated our geological evaluation 
of the 24th Round Licence (P1485) which we were awarded in March. During the 
summer of 2007 the remainder of our 2D seismic acquisition was also completed. 
 
 
Summary of operations Licence P1368 (23rd Round award). 
 
As part of the process of our geological review of this licence we have not only 
arrived at a good understanding of the acreage that we consider most prospective but 
also reduced our geological risk on our main prospect, such that the well planning 
process is now underway with the objective of acquiring a site survey in 2008. The 
aim of this process is to put us in a position to propose the drilling of an exploration 
well in 2009. 
 
In tandem with planning for drilling in 2009 two robust leads will be further evaluated 
during 2008. The stratigraphic trapping nature of these leads requires specialist 
seismic processing to raise them from lead status to prospect status. However 
preliminary specialist analysis has identified areas with a real possibility of  in place 
hydrocarbons, and consequently more detailed hydrocarbon mapping studies have 
been initiated for completion in the first quarter of 2008.  
 
We have also completed our studies of the stranded Strathmore accumulation and it is 
evident that there are significant volumes of oil in place on our licence. However, the 
challenge remains to extract value from this accumulation as the oil is relatively high 
viscosity. 
 
 
Summary of operations Licence P1485 (24th Round). 
 
Since the award of a further five blocks in March 2007 geological evaluation has 
concentrated on delineating a drillable prospect.  This ongoing work has already 
reduced geological risk such that several well locations are currently under review.  
We are preparing to have two sites ready from a technical point of view for drilling in 
2009/10. 
 
Further work related to a number of leads is being undertaken on the remainder of the 
24th Round blocks. This work is related to the reprocessing and interpretation of a 
specific 3D seismic volume and should be completed during the course of 2008.  
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CHIEF EXECUTIVE’S REPORT _ Continued 
 
Current focus 
 
The West of Shetlands remains an area of industry interest with more than thirty 
companies working towards a potential forty new wells. Hurricane Exploration 
remains well placed in this area of interest having established a major position with 
respect to our prime play objective, the testing of which is targeted for 2009.  
 
We are also looking at other onshore and offshore opportunities in proven petroleum 
basins outside of our current licence areas, where we believe the technical experience 
and specialised skills of the Hurricane team can be put to best use. This includes 
opportunities on offer in the UKCS 25th Seaward Licensing Round and the UK 13th 
Onshore Round and elsewhere.  None of this activity on longer range opportunities 
will deflect us from our prime purpose of delivering drilling during 2009 and 2010 on 
our existing blocks, which we view with considerable optimism. 
 
 
 
Robert Trice 
31 January 2008 
 
 
 
 
 
 
 
 
 
FINANCE DIRECTOR’S REPORT 
 
The results for the year show an operating loss of £1,227,970 (2006: loss £3,938,660), 
before interest received on our cash deposits in the year of £297,046 (2006: 
£265,886), giving an overall loss of £1,099,804 (2006: loss £3,672,774).  Of the 
operating loss, £913,498 (2006: £3,480,336) related to our share of exploration 
expenditure on the licence blocks, the balance of £314,472 (2006: £437,924) being the 
costs of running Hurricane for the year. 
 
By the end of the calendar year 2007 Hurricane had completed all its obligations 
under Licence P1368 and started 2008 with cash resources of £5.3 million. 
 
 
 
 
 
Nicholas Mardon Taylor 
31 January 2008 
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DIRECTORS’ REPORT 
 
The directors present their report and the financial statements for the year ended 31 August 
2007. 
 
Activities 
 
The principal activity of the Company is oil and gas exploration. 
 
Review of business 
 
During the year the Company’s acreage position West of Shetlands was further enhanced by 
the award of an additional five blocks under the 24th Seaward Licensing Round. Combined 
with the nine blocks awarded in the previous licensing round the award gives the Company a 
strong position in its principal area of interest.   
 
Fixed overhead costs continue to be kept as low as possible; the substantial progress made in 
the year has been achieved with only five executive members of staff, two of whom are part 
time.  The Company’s policy is to maintain tight controls on recurring expenditure, accessing 
the best talent in the industry on an ad hoc basis when required.  
 
Future developments 
 
The Company is reviewing a number of new exploration opportunities that show potential for 
expanding its exploration portfolio. Such opportunities include acreage on offer in the UKCS 
25th Seaward Licence Round and UK 13th Onshore Licensing Round. These acreage areas are 
also being compared in terms of exploration potential to two areas of interest in proven 
petroleum basins outside of the UKCS. 
 
Results for the year and dividends 
 
The loss for the year after taxation was £1,099,804 (2006: loss of £3,672,774).  The directors 
do not recommend the payment of a dividend.  
 
Directors and their interests 
 
The following directors have held office since 1 September 2006,  
 
R C Trice  
N J Mardon Taylor  
C A Good   
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DIRECTORS’ REPORT 
 
Policy on payment of creditors 
 
The Company’s policy for all suppliers is to fix terms of payment when entering into a 
business transaction, ensure that the supplier is aware of those terms and to abide by the 
agreed terms of payment. 
 
The number of trade creditor days for the year ended 31 August 2007 was 8 (2006: 85). The 
2006 figure, which has been calculated under the methodology in the Companies Act, is 
distorted as the majority of purchases in the year were made in July and August. All trade 
creditors as at 31 August 2006 had been settled by 30 September 2006. 
 
Financial instruments 
 
The main risks arising from the Company’s financial instruments are set out in note 16 to the 
financial statements. 
 
Key performance indicators 
 
Given the early stage nature of the Company’s development activities, the Company’s 
Directors are of the opinion that analysis using Key Performance Indicators is not necessary 
for an understanding of the nature of development, performance or position of the business. 
 
Statement of Directors’ responsibilities  
 
The Directors are responsible for preparing the annual report and the financial statements in 
accordance with applicable law and United Kingdom Generally Accepted Accounting 
Practice. 
 
Company law requires the Directors to prepare financial statements for each financial year 
which give a true and fair view of the state of affairs of the company and of the profit or loss 
of the Company for that period.  In preparing those financial statements, the Directors are 
required to: 
 

• Select suitable accounting policies and then apply them consistently; 
• Make judgements and estimates that are reasonable and prudent; 
• State whether applicable accounting standards have been followed, subject to any 

material departure disclosed and explained in the financial statements; 
• Prepare the financial statements on the going concern basis unless it is inappropriate 

to presume that the company will continue in business. 
 
The Directors are responsible for keeping proper accounting records which disclose with 
reasonable accuracy at any time the financial position of the Company and to enable them to 
ensure that the financial statements comply with the Companies Act 1985.  They are also 
responsible for safeguarding the assets of the Company and hence for taking reasonable steps 
for the prevention and detection of fraud and other irregularities. 
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DIRECTORS’ REPORT 
 
 
Disclosure of information to the auditors 
 
In the case of each person who was a Director at the time this report was approved: 
 

• so far as that Director was aware there was no relevant information of which the 
company’s auditors were unaware; and 

• that Director  had taken all steps that the director ought to have  taken as a director to 
make himself or herself aware of any relevant audit information and to establish that 
the  company’s auditors were aware of that information. 

 
This information is given and should be interpreted in accordance with the provision of 
S234Z of the Companies Act 1985. 
 
Auditors 
 
In accordance with section 385 of the Companies Act 1985, a resolution to re-appoint Nexia 
Smith & Williamson will be proposed at the next Annual General Meeting. 
 
Approved by the Board of Directors 
and signed on behalf of the Board 
 
 
N J Mardon Taylor 
Director 
 
 
31 January 2008 
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Independent auditors’ report to the shareholders of Hurricane Exploration Plc 

We have audited the financial statements of Hurricane Exploration Plc for the year ended 31 August 
2007 which comprise the Profit and Loss Account, the Balance Sheet, the Cash Flow Statement and the 
related notes 1 to 17.  These financial statements have been prepared under the accounting policies set 
out therein. 
 
This report is made solely to the company’s members, as a body, in accordance with Section 235 of the 
Companies 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 in an auditors’ report and for no other purpose.   
To the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than 
the company and the company’s members as a body, for our audit work, for this report, or for the 
opinions we have formed. 
 
Respective responsibilities of directors and auditors 
As described in the Statement of Directors’ Responsibilities the company’s directors are responsible for 
the preparation of the financial statements in accordance with applicable law and United Kingdom 
Accounting Standards (United Kingdom Generally Accepted Accounting Practice). 
 
Our responsibility is to audit the financial statements in accordance with relevant legal and regulatory 
requirements and International Standards on Auditing (UK and Ireland).  
 
We read the Directors’ Report and consider the implications for our report if we become aware of any 
apparent misstatements within it.  Our responsibility does not extend to any other information. 
 
We report to you our opinion as to whether the financial statements give a true and fair view and are 
properly prepared in accordance with the Companies Act 1985.  We state in our report whether in our 
opinion the information given in the Directors’ Report is consistent with the financial statements. We 
also report to you if, in our opinion, the company has not kept proper accounting records, if we have 
not received all the information and explanations we require for our audit, or if the information 
specified by law regarding directors’ remuneration and transactions with the company is not disclosed. 
 
Basis of audit opinion 
We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) 
issued by the Auditing Practices Board.  An audit includes examination, on a test basis, of evidence 
relevant to the amounts and disclosures in the financial statements.  It also includes an assessment of 
the significant estimates and judgements made by the directors in the preparation of the financial 
statements, and of whether the accounting policies are appropriate to the 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 are free from material misstatement, whether caused by fraud or other 
irregularity or error.  In forming our opinion we also evaluated the overall adequacy of the presentation 
of information in the financial statements. 
 
Opinion 
In our opinion: the financial statements give a true and fair view, in accordance with United Kingdom 
Generally Accepted Accounting Practice, of the state of the company’s affairs as at 31 August 2007 
and of its loss for the year then ended; the financial statements have been properly prepared in 
accordance with the Companies Act 1985, and the information given in the Directors’ Report is 
consistent with the financial statements. 
 
 
Nexia Smith & Williamson     1 Bishops Wharf 
Chartered Accountants      Walnut Tree Close 
Registered Auditors      Guildford 

GU1 4RA 
4 February 2008 
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PROFIT AND LOSS ACCOUNT for the year ended 31 AUGUST 2007 
 
 Notes 2007  2006

as restated
  £  £
    
Turnover 2 4,000  -
    
Cost of sales  -  -
    
Gross profit  4,000  -
    
Administrative expenses  (1,231,970)  (3,938,660)
    
    
Operating loss  (1,227,970)  (3,938,660)
    
Interest receivable and similar income  297,046  265,886
    
    
Loss on ordinary activities before taxation 3 (930,924)  (3,672,774)
    
Tax on loss on ordinary activities 6 (168,880)  -
    
    
Retained loss for the financial year 12, 13 (1,099,804)  (3,672,774)
    
    
 
 
 
STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES 
    
Loss for the financial year  (1,099,804)  (3,672,774)
Prior year adjustment 17 (20,400)  -
    
    
  (1,120,204)  (3,672,774)
    
 
 
All of the Company’s operations are classed as continuing. 
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BALANCE SHEET as at 31 AUGUST 2007  
 
 Notes 2007  2006

as restated
  £  £
    
Fixed assets    
Intangible assets 7 58,572  166,351
    

    
Current assets    
Debtors 8 285,858  305,026
Cash at bank and in hand  5,736,249  9,511,353
    
    
  6,022,107  9,816,379
Creditors: amounts falling due within one 
year 

 
9 

 
(317,389) 

  
(3,160,436)

    
    
Net current assets  5,704,718  6,655,943
    
    
Total assets less current liabilities  5,763,290  6,822,294
    
    
Net assets  5,763,290  6,822,294
    
    
Capital and reserves    
Called up share capital  10 155,033  155,033
Share premium 12 10,314,311  10,314,311
Profit and loss account 12 (4,767,254)  (3,667,450)
Share option reserve  61,200  20,400
    
    
Shareholders’ funds 13 5,763,290  6,822,294
    
 
The financial statements were approved by the Board of Directors on 31 January 2008                   
and were signed on its behalf by: 
 
 
 
 
 
 
 
R C Trice                                                                                         N J Mardon Taylor 
Director  Director 
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CASH FLOW STATEMENT for the year ended 31 AUGUST 2007  
 
 Notes 2007  2006
  £  £
    
Net cash outflow from operating activities 1 (348,339)  (165,520)
    
    
Returns on investments and servicing of 
finance 

   

    
Interest received  308,223  236,819
    
    
Net cash inflow from returns on 
investments and servicing of finance  308,223  236,819
    
    
Taxation    
    
Corporation tax paid  -  -
    
    
Capital expenditure and financial 
investment 

   

    
Payments to acquire intangible fixed assets  (3,734,988)  (602,847)
    
    
Net cash outflow for capital expenditure 
and financial investment  (3,734,988)  (602,847)
    
    
Cash outflow before financing  (3,775,104)  (531,548)
    
Financing    
Issue of ordinary share capital  -  3,300,000
Expenses paid in connection with share issue  -  (13,500)
    
    
Net cash inflow from financing  -  3,286,500
    
    
(Decrease)/increase in cash in the year 2, 3 (3,775,104)  2,754,952
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NOTES TO THE CASH FLOW STATEMENT for the year ended 31 AUGUST 2007 
 
1. Reconciliation of operating profit to net cash 

outflow from operating activities 
2007  2006

as restated
  £ £
  
 Operating loss (1,227,970) (3,938,660)
 Decrease in debtors 7,991 113,287
 (Decrease)/increase in creditors (82,658) 159,117
 Amount written off intangible fixed assets 913,498 3,480,336
 Non cash share based payments 40,800 20,400
   
   
 Net cash outflow from operating activities (348,339) (165,520)
  
    
 
2. Analysis of net funds 1 September 

2006
Cash flow 31 August

 2007
  £  £ £
 Net cash:     
 Cash at bank and in hand, 

including restricted amounts 
held on deposit against letter 
of credit 

 
 
 

9,511,353 

  
 
 

(3,775,104) 5,736,249
      
    
 
  
3. Reconciliation of net cash flow to movement in 

net funds 
2007 2006

  £  £
  
 (Decrease)/increase in cash in the year (3,775,104) 2,754,952
  
  
 Movement in net funds in the year (3,775,104) 2,754,952
   
 Opening net funds 9,511,353 6,756,401
   
   
 Closing net funds  5,736,249 9,511,353
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NOTES TO THE FINANCIAL STATEMENTS for the year ended 31 AUGUST 2007  
 
1. Accounting policies 
  
 Accounting convention 

The financial statements are prepared under the historical cost convention, in 
accordance with applicable Accounting Standards and the Statement of Recommended 
Practice: Accounting for Oil and Gas Exploration, Development, Production and 
Decommissioning Activities published by the Institute of Petroleum on behalf of the 
U.K. Oil Industry Accounting Committee (“the SORP”). 
 
Turnover 
Turnover represents amounts receivable for consultancy services net of VAT and trade 
discounts and is recognised as the goods and services are provided. 
 

 Consortium accounting 
The Company’s exploration and development activities are generally conducted as co-
licensee in joint operation with other companies.  The financial statements reflect the 
relevant proportions of capital expenditure and operating costs applicable to the 
Company’s interest. 
 

 Intangible oil and gas assets 
Intangible oil and gas assets comprise the directly attributable licence acquisition, 
exploration and appraisal costs relating to unevaluated properties or properties awaiting 
evaluation. 
 
On appraisal, where commercial reserves are found the net capitalised costs incurred in 
discovering the field are transferred into a single field cost centre. Where no 
commercial reserves are found, capitalised costs are considered abortive and are written 
off on completion of a well. 
 
An impairment test is carried out where circumstances indicate that the net book value 
of the capitalised costs in each cost centre is not covered by the associated recoverable 
amount, as outlined in Financial Reporting Standard 11 “Impairment of fixed assets and 
goodwill”.  Impairment losses are recognised in the profit and loss account. 
 
Exploration and development expenditure 
The Company follows the successful efforts method of accounting for oil and gas 
exploration and development activities under which exploration expenditure which is 
either general in nature or relates to unsuccessful drilling operations is written off.  
Only costs which relate directly to the discovery and development of specific 
commercial oil and gas reserves are capitalised and depreciated over the lives of those 
reserves.  The success or failure of each exploration effort is judged on a well by well 
basis as each potentially hydro-carbon bearing structure is identified and tested. 
 
Deferred taxation 
Deferred taxation is provided on a full provision basis on all timing differences which 
have arisen but not reversed at the balance sheet date.  A deferred tax asset is not 
recognised to the extent that the transfer of economic benefit in the future is uncertain.  
Any assets and liabilities recognised have not been discounted. 
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NOTES TO THE FINANCIAL STATEMENTS for the year ended 31 AUGUST 2007  
 
1. Accounting policies (continued) 

 
 

Foreign currencies 
Transactions denominated in a foreign currency are translated into sterling at the rate of 
exchange ruling at the date of the transaction.  At the balance sheet date, monetary 
assets and liabilities denominated in foreign currency are translated at the rate ruling at 
that date.  All exchange differences are dealt with in the profit and loss account. 
 
Operating leases 
Rentals under operating leases are charged on a straight line basis over the lease term, 
even if the payments are not made on such a basis. 
 
Share based payments 
The cost of share-based employee compensation arrangements, whereby employees 
receive remuneration in the form of shares or share options, is recognised as an 
employee benefit expense in the profit and loss account. 
 
The total expense to be apportioned over the vesting period of the benefit is determined 
by reference to the fair value (excluding the effect of non market-based vesting 
conditions) at the date of grant.  The assumptions underlying the number of awards 
expected to vest are subsequently adjusted for the effects of non market-based vesting 
to reflect the conditions prevailing at the balance sheet date.  Fair value is measured by 
the use of a binominal model.  The expected life used in the model has been adjusted, 
based on management’s best estimate, for the effects of the non-transferability, 
exercised restrictions and behavioural considerations. 

 
2. Turnover 

Turnover relates to income from consultancy services provided to third parties; this is 
an adjunct to the principal activity undertaken in the United Kingdom. 

 
3. Loss on ordinary activities before taxation 2007  2006
  £  £
 Operating loss is stated after charging:   
 Operating lease rentals 21,540  16,125
 Amount written off intangible fixed assets 913,498  3,480,336
  
 The analysis of auditors’ remuneration is as follows:   
 Auditors’ remuneration for audit services 11,500  14,000
    
 Auditors’ remuneration for non audit services:   
  - tax services 3,043  2,275
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NOTES TO THE FINANCIAL STATEMENTS for the year ended 31 AUGUST 2007 
 
4. Directors’ emoluments 2007  2006
  £  £
 All directors:   
 Aggregate emoluments 240,117  185,667
    
    
 Highest paid director:   
 Aggregate emoluments 162,154  152,766
    
    
 

Directors share options  
 

Details of directors’ share options at the beginning and end of the year are as follows: 
 
 Tranche As at 1 

September 
2006 

Granted Exercised Lapsed As at 31 
August 

2007 

Exercise 
price 

 R C Trice       
 22/02/06 130,000 - - - 130,000 £1.00 

  
N J Mardon Taylor 

     

 22/02/06 100,000 - - - 100,000 
 

£1.00 

 
The share options of R C Trice include options over 30,000 shares held by his spouse. 

 
5. Employee information   
    
 The average number of persons, including directors, employed by the company during 

the year was: 
  Number Number
 Exploration 3 3
 Administration 3 2
  
  
  6 5
  
 
  2007 2006

as restated
  £ £
 Staff costs for the above persons were: 
 Wages and salaries 422,000 321,483
 Social security costs 45,280 34,656
  
  
  467,280 356,139
  
  

Wages and salaries include £40,800 (2006: £20,400) in respect of share options as 
detailed in note 11. 
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NOTES TO THE FINANCIAL STATEMENTS for the year ended 31 AUGUST 2007 
 
6. Tax on profit on ordinary activities 2007  2006

as restated
  £  £
(a) UK  corporation tax at 30%    
  Current   
  Current year provision (89,114)  -
  Under-provision in respect of prior year (79,766)  -
    
    
  (168,880)  
  Deferred -  -

    
    
  (168,880)  -
    
(b) Factors affecting tax charge for period   
    
 Loss on ordinary activities before tax (930,924)  (3,672,774)
    
    
 Loss on ordinary activities multiplied by standard 

rate of corporation tax in the UK of 30% 
(2006:19%)  (279,277)  (697,827)

    
 Effects of:   
 Expenses not deductible for tax purposes 347  1,453
 Capital allowances for period in excess of 

depreciation (82,523)  1,324
 Losses carried forward 450,567  695,050
 Adjustment to previous periods 79,766  -
    
    
 Current tax charge for period 168,880  -
    
  
 The company has pre-trading expenses of £5,016,255 (2006: £3,867,441) available for 

carry forward against future trading profits. 
 
No provision has been made in these financial statements for a potential net deferred 
tax asset of £1,504,877 (2006: £1,160,232) resulting from the effect of carry forward 
pre-trading expenses in excess of fixed asset timing differences. 
 
A deferred tax asset would only be recognised where there is reasonable certainty that 
the company will generate suitable taxable profits in the foreseeable future. 
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NOTES TO THE FINANCIAL STATEMENTS for the year ended 31 AUGUST 2007 
 
7. Intangible fixed assets 

 
Exploration 
expenditure

    £
    
 Cost or valuation   
    
 At 1 September 2006   166,351 
 Additions  805,719 
 Disposals  (913,498) 
    
    
 At 31 August 2007   58,572 
    
    
 All exploration expenditure relates to areas covered by the company’s licensed acreage 

West of Shetlands. 
 
The balance of expenditure carried forward relates to the cost of seismic data covering 
currently held licence areas that are still under appraisal. 

 
 The Directors have fully considered and reviewed the potential value of licence 

interests.  The Directors have considered the likely opportunities for realising the 
value of the Company’s licences, either by farm out or by the disposal of the assets 
and have concluded that the likely value is in excess of net book value.  

 
 
8. Debtors 2007  2006 
  £  £ 
     
 Other debtors 174,805  187,596 
 Prepayments 53,163  48,363 
 Accrued income – interest receivable 57,890  69,067 
     
     
  285,858  305,026 
     
 
9. Creditors: amounts falling due within one year 2007 

£ 
 

 2006 
£ 

     
 Trade creditors 25,925  406,221 
 Other taxation and social security 181,926  19,306 
 Other creditors  898  2,497 
 Accruals  108,640  2,732,412 
     
     
  317,389  3,160,436 
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NOTES TO THE FINANCIAL STATEMENTS for the year ended 31 AUGUST 2007 
 
  2007  2006 
  £  £ 
10. Called up share capital    
     
 Authorised    
     
 100,000,000 ordinary shares of 1p each 1,000,000  1,000,000 
     
     
 Allotted, called up and fully paid    
     
 15,503,264 ordinary shares of 1p each  155,033  155,033 
     
     
  

  

11. Share options  
 

On the 22 February 2006 the Company granted share options, under an EMI scheme, 
over 360,000 ordinary 1p shares to employees of the Company at an exercise price of 
£1.00 per share. The options normally vest 3 years after the date of grant and are due 
to lapse 10 years after the date of grant. The options vest early upon either sale, 
restructuring or listing of the Company. Under these circumstances the options must be 
exercised within 3 months of the vesting event. 

 
Details of the share options outstanding during the year are as follows: 
 
  Stock Option plan 
 
Date of Grant  22/02/2006 
 
Number granted  360,000 
 
Contractual Life  10 
 
Vesting conditions  3 years  
 
The options outstanding at 31 August 2007 had a weighted average remaining 
contractual life of 8.5 years (2006: 9.5 years).  In 2006, options were granted on 22 
February 2006.  The aggregate of the estimated fair value of the options granted on 
that date was £122,400. 
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11. Share options - continued 

 
The value of the options is measured by the use of a binomial pricing model. The 
inputs into the binomial model were as follows: 

 
Share price at option date (£) 1.00  
Exercise price (£)  1.00  
Volatility (%)  30% 
Expected life (years)  5  
Risk free rate (%)  4.26% 
 
Expected volatility was determined by calculating the historic volatility of 
comparable listed entities.  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. 
 
Details of the share options outstanding during the year are as follows: 
 
  2006   2007 
  Weighted  Weighted 
 Number Average Number Average 
 of exercise of exercise 
 Options price(£) Options price(£) 
 
Outstanding at start of year - - 360,000 1.00 
 
Granted 360,000 1.00 
 
Forfeited - - - - 
 
Exercised - - - - 
 
Outstanding at end of year 360,000 1.00 360,000 1.00 
 
The Company recognised total expenses of £40,800 in respect of share based 
payments in 2007 (2006: £20,400). 
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NOTES TO THE FINANCIAL STATEMENTS for the year ended 31 AUGUST 2007 
 
12. Statement of movements on reserves 
  Share Share Profit 
  option premium and loss  
  reserve account account Total
  £ £ £ £ 
 
 Balance at 1 September 2006  
    as stated - 10,314,311 (3,647,050) 6,667,261 
 
 P 0,400  (2 )  
            

rior year adjustment (note 20) 2 - 0,400 -
         

 Balance at 1 September 2006  
 (as restated) 20,400 10,314,311 (3,667,450) 6,667,261 
 
 Loss for the year - - (1,099,804) (1,099,804) 
 
 S 0,800   40,800 

           
hare option reserve account 4 - -

           
 Balance at 31 August 2007 61,200 10,314,311 (4,767,254) 5,680,257 
          
 

The share option reserve arises as a result of the expense recognised in the profit and 
loss account for the cost of share-based employee compensation arrangements. 

 
13. Reconciliation of movements in 2007  2006  

as restated 
 Shareholders’ funds £  £ 
     
 Loss for the financial year (1,099,804)  (3,672,774)
 New shares issued (net) -  9,860,829 
     
  (1,099,804)  6,188,055 
 Movement on share option reserve 40,800  20,400 
     
 Movement in shareholders’ funds (1,059,004)  6,208,455 
 Opening shareholders’ funds 6,822,294  613,839 
     
     
 Closing shareholders’ funds 5,763,290  6,822,294 
     
 
14. Capital commitments   
  2007  2006 
  £  £
    
 Contracted but not provided for 277,294  508,751 
    
  

On 3 May 2005, the Company entered into a contract to purchase technical consultancy 
services over a three year period commencing on 1 July 2005.  These costs as incurred 
are capitalised as exploration expenditure. The amount disclosed as a capital 
commitment is 50% of the actual contractual commitment. The remaining 50% of the 
contract value is rechargeable to Sunshine Oil plc under a joint operating agreement. 
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NOTES TO THE FINANCIAL STATEMENTS for the year ended 31 AUGUST 2007 
 
15. Financial commitments   
    
 At 31 August 2007 the Company had annual commitments under non-cancellable 

operating leases as follows: 
    
  2007  2006 
  £  £
    
 Land and buildings between 1 and 2 years 21,540  21,500 
    
 
16. Financial assets and liabilities   
  

The activities of the Company are funded out of working capital and do not include the 
use of derivatives or other financial instruments other than cash and term deposits. The 
Company also has financial instruments in the form of short term debtors and creditors 
which arise in the normal course of business and are not discounted, offered as security 
or pledged in any way. 
 
The main risks arising from the Company’s financial instruments are interest rate risk 
and, to an immaterial extent, foreign currency risk. Operations during the year were 
financed through cash resources derived from shareholder subscriptions. 
 
The financial assets of the Company are cash at bank and bank deposits. All of these are 
sterling denominated and attract interest rates that vary with UK bank base rate. 
 

 
17. Prior year adjustment 
 

The application of FRS20: Share Based Payments, which is effective for accounting 
periods commencing on or after 1 January 2006 represents a change of accounting 
policy. 

 
In accordance with the transitional provisions of FRS20, the comparatives have been 
restated to reflect the charge of £20,400 that would have been recorded in the 
financial statements for the year ended 31 August 2006 has FRS20 been adopted 
early. 
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