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Our business is strong.

Our company is soundly managed.
Our people are determined to be
the best in their field...
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Building quality businesses...
using our existing strengths

Premier has made significant strides in
meeting its strategic targets... we look
forward to the future with confidence.

\\

‘ ‘ 2010 was a year of exploration
success and development project
progress. 2011 has already seen
further progress towards meeting
our future growth targets.”

_/

Simon Lockett, Chief Executive




Targeting further growth...
across three regions

‘ ‘ Each of our three business units has production,
development and exploration opportunities. In total
we manage a growing reserve and resource base

of 488 mmboe.”
\
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Consistent growth across our businesses

Production Reserves and resources Operating cash flow Profit after tax
2008-2012 2006-2010 2006-2010 2006-2010

Operational highlights

2010 producticn of 42.8 kboepd (2009: 44.2 kboepd); on target for 75 kboepd in 2012

Material progress on cperated Chim Sao and Gajah Baru fields, due on-stream in 2017,
Huntington on track with first cil and gas expected within 12 months

Portfolio of develepment projects approaching project sanction which will contribute towards
production of around 100 kboepd by 2014

Eight out of 14 exploration and appraisal wells drilled in 2010 were successful, including the
discoveries in the Catcher area in the UK

Proven and probable reserves increased to 261 mmboe (2009: 255 mmboe), a reserve replacement
ratio of 138 per cent. Reserves and resources increased to 488 mmboe (2009: 468 mmboe)

Financial highlights

Record profit after tax of US$129.8 million {2009: US$113.0 million)
Operating cash flow of US$436.0 million (2009: US$347.7 millicn), an increase of 25 per cent
US$1,100 million of UK tax allowances mitigating impact of propesed UK tax changes

Rising cash flows and increased funding in place 1o cover ongoing development and growing
exploration programme. Debt facilities expanded and maturities extenced

Net debt was US$405.7 million (2009: US$315.6 million), representing gearing of 36 per cent.
Cash and undrawn bank facilities (including letter of credit facilities) of US$1,202 million at
year-end (2009: US$&49 million)

trom left 1o right:

Tony Durrant, Finance Director

Neil Hawkings, Operations Director

Andrew Lodge, Exploration Director

Stephen Huddle, Company Secretary

Robin Allan, Director - Asia

Nigal Wilson, North $ea and West Africa Regional Manager
Tom Clarence-Smith, Middle East-Pakistan Regional Manager




CatCher (Premier 35.00 per cent}

Premier acquired its 35 per cent interest in Block 28/ in the UK
North Sea as pant of the Oilexco acquisition in 2009. The block
is located on the western margin of the Central North Sea rift
basin. The 28/9-1 well, drilled in May 2010, encountered a good
quality reservoir with estimated net oil pay of 80 feet. Follow-up
side-tracks also encountered quality oil-bearing sandstones and a
common prassure regime. A further exploration and appraisal
programme is currently under way with oil and gas discoveries
already made at the Varadero, Burgman and Catcher North
locations.

¢ The Catcher Block has the potential to be the
largest UK oil discovery for a number of years

*+  Pre-development work for the block is already
under way

Gajah Baru premier 26.67 per cony

The project is the first of a number of fields to be
developed by Premier to supply additional gas to
Singapore and Batam {{ndonesia) under three gas sales
agreements signed in 2008. Fabrication of the wellhead
platform was completed and installation successfully
achieved during 2010, allowing the five-well development
drilling programme to proceed, completing during the
first quarter of 2011, Fabrication of the central processing
platform continues in Batam and is scheduled to be
installed during the second gquarter of 2011,

*  First gas is scheduled for October 2011
»  Contract gas sales will be 140 mmscfd (gross)

Chim S30 (Premier53.125 per cent)

The project is the first oil development in the Narn Con
Son Basin of Vietnam. The platform jacket and topsides
were installed during 2010 and an associated gas pipeline
tied back 1o the Nam Con Son gas export infrastructure.
Conversion of the FPSO for the project is ¢lose to
completion in Singapore and development drilling isin
progress.

»  First oil is scheduled for July 2011

+ Development of the nearby Dua field is expected
to follow Chim Séo first il

*  An active exploration programme continues in
the area

Kadanwari (Premier 15.79 per cent)

The Kadanwari gas field in Pakistan has seen increased
production of 40 per cent in 2010 through the tie-in of
new development wells (K-21, K-23 and K-24} and
successful step-out exploration {K-18 side-track and K-19).
Further exploration and development wells are planned
for 2011 to maintain current levels of production.

¢ 2010 production from the field averaged
62 mmscfd (gross)
¢ The Kadanwari production lease runs until 2022

Catcher photo courtesy of Transocean Corporate Communications




Utilising our strong
development and Stratooy

s We seek 1o develop the full potential of our operated position in
p rOJeCt m a na g eme nt the Natuna Sea and Nam Con Son Basin bringing relationships,

. . knowledge and technical skills to bear and developing new
Skl I 'S I n PR business opportunities in related technical or geographical areas.

.
AS I a 2010 highlights and achievements

*  Record gas sales from Natuna Sea Block A, significantly
exceeding contractual share in the Singapore market

s Chim S50 and Gajah Baru development projects remain
on target and on schedule

»  20-year PSC extension signed for Block A Aceh, facilitating
the gas development project on the block

! Outlook
Robin Allan *  First il in Vietnam and first gas from the Gajah Baru project
/' Dicector - Asia in Indonesia expected during the second half of 2011

*  Programme of six exploration and appraisal wells scheduled

‘ ‘ Qur development projects ar-e on for 2011, focused on the Natuna Sea and Nam Con Son Basin
schedule and on budget, a tribute

to the skills and tenacity of our
teams in Vietnam and Indonesia.
We look forward to first oil and
gas during 2011 and the transition
to the next generation of projects
in the region.”




Extending our
footprint across Stategy

th We seek to maximise the value of our Pakistan producing gas
e es e fields and extend our technical skills to new regional opportunities.

®
M I d d I e 2010 highlights and achievements

»  Successful pregress in implementing new compression
E t P k. Sta n projects at Qadirpur, Zamzama and Bhit gas fields
-
a S a I ¢ Increased production from the Kadanwari field following new
development wells and step-out exploration success

*  Award (awaiting ratification) of the South Darag Block and
. w farm-in to the Northern Red Sea Block builds Egyptian

exploration position

Outlock

¢ Planned record levels of production from Pakistan gas fields
in 2011

Tom Clarence-Smith

! Middle East-Pakistan ¢ Play-opening Northern Red Sea well scheduled for the first
Nl " Regional Manager half of 2011
Performance from our producing +  Focus on acquisition opportunities, including with our regional
\ . . . rt Il
‘ ‘ fields in Pakistan remains strong. partner Petromal (EIIC)

We continue to build on our
exploration portfolio in areas of
existing geological skills. Using
both existing and new relationships
in the region, we are looking to
build our presence.”




L ] L
Building on a
-
growing asset sustoy
: ' We seek to maximise output from our current production base and
base I n th e see commercialise undeveloped discoveries already held in the
portfolio. We will build on cur existing position in the North Sea

through an active exploration programme in Norway and the UK,
o rt e a participation in new licensing rounds and acquisition of additional

assets in the areas which we know well,

. 2010 highlights and achievements

¢  Huntington field development project received joint venture
partner and DECC approval

e Catcher discoveries promise to be one of the largest
new oil accurmulations in the UK for a number of years

*  Additional exploration success was achieved with the West

Nigel Wilsan Rochelle well in the UK North Sea and the Blabaer discovery
/ North Sea and West Africa in Norway
Regional Manager
¢  Premier captured interests in nine new blocks in the UK 26th
‘ Following on from the Qilexco Licence Round and two new licences in the Norwegian 2010
acquisition in 2009, we have built APA Round

further on our UK asset base
through development and
exploration success. Our
discovered reserve base in *  Huntington project on schedule for first oil early in 2012
Norway is moving into the
development phase.”

Outleck

¢ Anticipated progress on portfolio of future development
projects in both the UK and Norway

¢ Full evaluation of the potential of the Catcher Block and
transition into development planning phase




Behind the success...
Great People work for Premier

‘ ‘ Premiers growth and success is a direct consequence of the
values we all subscribe to, namely dynamism, professionalism,
creativity, tenacity and respect. Our people thrive on new
challenges and ideas, and the relationships they inspire are
the foundation of the business.”

44 Andrew Jack, Production Operations 4 Ficna Mulvihill, Receptionist
4 Shaqeeq Baluch, Systems and Procurement Administrator + Christephar Sinelsir, Production Operations




a4 Donnyanto T Abram, Senior Authorised Electrical Engineer
# Xuan, Luu Thi Anh, Accounting Managar

+ Phil MacLaurin, Viztnam - Country Manager
+ - Dadang Sudarya, Field Mainzenance Supervisor

Premier seeks to be the employer of choice...

in all areas of operation, Premier prides itself on a diverse, high-
achieving workforce, which is currently expanding rapidly to reflect
Premier’s growing operational presence. The company will continue
to evolve its employment practices and policies to attract and retain
the best talent and to develop all staff to their full potential.




Continued
growth through

commitment and
responsibility...

Premier is committed to applying the high ethical standards
necessary to maintain our reputation as a world-class operator
in oil and gas. Our reputation for doing the right thing enables
us to access new licences, enter new countries, build lasting
relationships with local communities and ultimately secure

the licence to operate. We have policies and proceduras in
place to ensure that our investment and operational decisions
take appropriate account of the impacts that might arise from
our activities. This last year saw the implementation and
communication of a new health, safety and environment policy
at all Premier operations worldwide.

We have a responsibility to ensure
our operations cause no harm to
people or the environment. This
remains a priority equal to our
other key business cbjectives.”

Simon Lockett
Chief kxecutive

Highlights in 2010

It is cur policy to support social investment that contributes
to the sustainable development goals of the communities
and countries where we cperate. In 2010, Premier spent
US$800,000 on community investment in the vicinity of our
operations and joint ventures in Indonesia, Pakistan, the UK
North Sea and Vietnam mainly in the areas of impreving local
infrastructure and disaster relief

Premier has been certified to OHSAS 18001 and ISC 14001
since 2004 for global drilling and since 2006 for our Indonesian
production operations. With our Balmoral operation recently
achieving OHSAS 18001, all of our operated activities are now
certified to both standards

Our opearated greenhouse gas emissions intensity in 2010 was
185 tonnes per thousand tonnes of production. This is a slight
increase from 2009 due to the inclusion of our UK North Sea
assets for the first full calendar year

Average oil in produced water declined significantly from
19 parts per million (ppm) in 2009 to 11 ppm in 2010. This
reduction is attributed to improverments in the treatment
process that lead to increased removal of ail from produced
water before discharge

We have taken additional steps to strengthen our process
for preventing and responding to il spills. This includes
regular pollution prevention audits and an independent
review of our Anoa oil spill contingency plan. We maintain
oil spill contingency plans for each of our operations and
have ongoing contracts with cil spill response specialists to
provide support in the unlikely event of a major incident
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Premier is a leading FTSE 250 independent
exploration and production company

with oil and gas interests in the North Sea,
Asia and in the Middle East-Pakistan regions.

Our strategy is to add significant value for shareholders through exploration and appraisal
success, astute commercial deals and optimal asset management.
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Highlights

Operational
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2010 production of 42.8 kboepd (2009: 44.2 kboepd); on target for 75 kboepd
in 2012

Material progress on operated Chim Sao and Gajah Baru fields, due on-stream
in 2011; Huntington on track with first oil and gas expected within 12 months

Portfolic of development projects approaching project sanction which will
contribute towards production of around 100 kboepd by 2014

Eight out of 14 exploration and appraisal wells drilled in 2010 were successful,
including the discoveries in the Catcher area in the UK

Proven and probable reserves increased to 261 mmboe (2009: 255 mmboe),
a reserve replacement ratio of 138 per cent. Reserves and resources increased
to 488 mmboe (2009: 468 mmboe)

Financial

-n::-

o}

Record profit after tax of US$129.8 million (2009: US$113.0 million)

Operating cash flow of US$436.0 million (2009: US$347.7 million), an increase
of 25 per cent

US$1,100 million of UK tax allowances mitigating impact of proposed UK tax
changes

Rising cash flows and increased funding in place tc cover ongoing
development and growing exploration programme. Debt facilities expanded
and maturities extendad

Net debt was US$405.7 million (2009: US$315.6 million), representing gearing
of 36 per cent. Cash and undrawn bank facilities (including letter of credit
facilities) of US$1,202 million at year-end (2009: US$649 million)

Outlock

-"i.\-

New projects on-stream will push first quarter 2012 production run-rate to
around 75 kboepd

Development drilling on Gajah Baru successfully completed during the first
quarter, Chim Sao development drilling continues well and Huntington
development drilling programme will commence in the second guarter

Final development sanction for several projects expected during the year.
Agreement reached to acquire a 60 per centinterest in the Solar fild

Pre-development planning for the Catcher area under way to follow
suceessful completion of exploration programme

Planned 20 exploration wells in 2011 programme targeting 400 mmboe of
unrisked potential; encouraging start with first quarter 2011 wells; currently
crilling in the UK, Egypt and Vietnam
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Chairman’s Statement

Our business envirenment

The prospects of recovery in the world economy, led by
stronger energy demand in Asia, pushed cil and gas prices
higher during the course of 2010. In response to the recession,
governments around the world maintained interest rates at
historically low levels providing a favourable financing
environment for companies with access to the debt capital
markets. Though there are concemns about future inflation,
the oil industry benefitted during 201G from a period of
comparative cost stability. Against this positive economic
background, the industry was reminded of the inherent
dangers it faces as the task of finding large quantities of oil
and gas becomes more complex. Preservation of our natural
environment relies on strict adherence to safety standards.
Politically, there are considerable uncertainties in a number of
countries in which we are seeking to grow. This instability is
mitigated by our spread of activities areund the world and we
expeact our industry to continue to address these challenges in
all its operations.

Premier’s performance

2010 was a strong year for Premier resulting in considerable
added value for its shareholders. Rising oil and gas prices,
combined with stable production, generated record revenues
and profits for the group. At the same time, great progress in
our development projects and success in our North Sea
exploration programme validated our growth targets and
ambitions. We expect to see first production from our three
most advanced oil and gas developments within the next 12
months. Further forward, we can see a clear path to attaining
100,000 boepd of production by 2014. We continue to have
good access to the debt capital markets to finance our
investments and, from cur rising cash flows, we are able to
fund a growing exploration programme. As a result, we are
confident of not just replacing reserves but adding to our
resource base which will form the basis for future growth
beyond 2014.
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2010 was a strong year for Premier resulting in
considerable added value for its shareholders. We
expect to see first production from our three most
advanced oil and gas developments within the next
12 months. Further forward, we can see a clear path
to attaining 100,000 boepd of production by 2014.”

Governance and the Board

Your Board is fully committed to the principles of good corporate governance and
responsibility. As Premier’s business has expanded, the need to become more sophisticated
in the analysis of risk and performance has become more critical. Assessmenit of risk factors,
actions to mitigate risk and the measurement of performance against key indicators are
updated and reported to the Board on a monthly basis. Premier’s performance in the area
of health, safety and environmental management has, over a number of years, significantly
improved and the Board continues to focus on this critical area.

In line with the recommendations of the Combined Code, the Board used external advisors
this year to review its effectiveness. The conclusions of this review confirmed the Board to
be an effective body. Recommendations were made to enhance the performance and
effectiveness of the Board and a process of continuous improvement is now under way.

I would like to pay particular thanks to Premier's senior independent director, John Orange,
who after 14 years on the Board has decided not to seek re-election at the Annual General
Meeting in May 2011. John's experience at Board leve!, his chairmanship of the Remuneration
Committee and his detailed knowledge of the company have been invaluable. | am particularly
grateful for his advice and support on my arrival as Chairman during 2009. | am pleased to
report that the Board has asked Joe Darby, who jeined the Premier Board in 2007, to take on
the role of senior independent director.

In August 2010, we were pleased to report that Jane Hinkley, who has extensive experience
at management and board level in both the shipping and oil and gas sectors, jeined the
Board. Jane has also agreed to chair the Remuneration Committee after John's retirement.

Shareholder returns

Premier's share price increased by 76 per cent during 2010, providing sharehalders with very
significant returns on the rights issue proceeds subscribed in May 2009 to fund the Qilexco
North Sea Ltd {Oilexco)} acquisition. Over the five-year period to 31 December 2010,
Premier's share price, adjusting for the rights issue, has increased by 193 per cent. | would
like to pay tribute to the hard work and skills of cur employees, partners and suppliers as we
look forward together to continued growth and success.

Mike Welton
Chairman




Simon Lockett
Chief Executive
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Chief Executive’s Review

Strategy and targets

Premier's business model is to achieve continuous growth in
our production and development pertfolio, whilst offering
shareholders material upside through cur exploration
programme.

Cur business is organised in three regional units. We seek
to grow and improve the quality of each of these businesses
through investment in the full range of exploration,
development and production activities.

In 2009, following the successful acquisition of Qilexco,

we established a production target of 75,000 karrels of oil
equivalent per day {boepd) for 2012 It is pleasing to report
that, with strong progress on aur three principal develapment
projects in Vietnam, Indonesia and the UK, we are an track

to meet that target. Beyond those three projects, we have a
pertfolio of raserves and resources around the world which will
form the next generation of developments. As a result of the
progress made on many of these projects we are confident
that we will reach an average of 100,000 boepd by 2014,

The pre-development work carried out during 2010 in the UK
on the future Catcher and Solan cil fields and in Indonesia on
the Pelikan and Naga gas fields are examples of the good
progress made on these projects.

QOver and above our existing reserves and resources position,
we have set out a plan to add 200 million barrels of ail
equivalent {mmboe) from our exploration efforts. This is
targeted to increase the overall level of reserves to at least
400 mmboe, capable of sustaining production growth beyond
100,000 boepd. As a result of the exploration success achieved
during the year, we are also on track to achieve this ambitious
target. We expect to increase expenditure on exploration over
time and our new venture teams are working hard to secure
new high-quality acreage.

Critical to achieving our growth objectives is the maintenance
of a strang balance sheet and good liquidity. This funds our
existing development assets, pre-funds future projects and
also gives us the capability to add to the portfolio where we
see good quality acquisition opportunities.

Qverriding all of our corporate growth targets is an absolute
commitment to operating responsibly and meeting our health,
safety and environmental standards. We are pleased to report
that all of our operations have been awarded or have retained
OHSAS 18001 and ISO 14001 certifications, Qur operated
greenhouse gas emissions intensity now shows a consistent
downwards trend and average oil in produced water declined
significantly. Additional steps have been taken to prevent
hydrocarbon spills including the strengthening of our pollution
prevention audit process.
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2010 was an excellent year for the group with exploration success
and development project progress. We have added significant

value for our shareholders and are on track to meet our ambitious
production growth targets. 2011 has already built on progress made
with development drilling complete, further exploration successes
and new licences awarded across our three regional businesses.”

2010 financial and operating performance

Brent oil prices averaged US$79.5 per barrel {pbl) in 2010, seme 29 per cent higher than the average
of US$41.7/bbl in 2009. Gas prices realised in the Singapore market, which are directly linked to
High Sulphur Fuel Oil (HSFO) prices, averaged US$13.9 per thousand standard cubic feet (mscf), a
26 per cent increase on 2009. Combined with continuing strong demand for our gas in Singapore,
higher prices generated record sales revenues for the group of US$763.6 million (2009: US$621.1 million).
Though overall production remained stable at 42.8 kboepd (2009: 44.2 kboepd), profits after tax of
US$129.8 million (2009: US$113.0 rillion) alse reached record levels.

Cperating cash flow after tax was US$436.0 million (2009: US$347.7 million), an increase of 25 per
cent. Strong cash flows helped to fund the significant investment programme undertaken during
2010, which will drive an increase in production levels during 2011 and 2012. Development
expenditure was US$347.1 million (2009: US$192.5 million). We also increased our exploration and
appraisal programme, drilling a total of 14 wells at a cost, including seismic and other exploration
activity, of US$164.7 million (2009: US$107.5 million). We remained active in the capital markets with
two increases in bank facilities during the course of the year, providing capacity not just for current
investrment but for continuing expansicn. At year-end, total debt facilities stood at US$1,822 million,
with cash and undrawn bank and letter of credit facilities of US$1,202 million.

Qur investment programmes continue to expand our reserves and resources base. Oil and gas
proven and probable reserves increased to 261 mmboe {200%: 255 mmboe). Reserves and resources
increased to 488 mmboe (2009: 468 mmboe), the principal addition being our discoveries in the
Catcher area in the UK Nerth Sea.

Our exploration and appraisal programme in 2010 delivered eight discoveries from 14 wells, most
notably with four successful wells in Block 28/7 in the UK, the Catcher area. This series of wells and
the ongoing exploration programme across this block are likely to result in the largest new ol
project in the UK sector of the North Sea for a number of years. Elsewhere in the North Sea, we also
had successful discaveries at West Rochelle in the UK and at Bldbaer in Norway.

We continue to build on our acreage position in areas in which we have a good understanding of

the geclogy and a database of subsurface information. We acguired interests in nine new blocks in
the 26th Licensing Round in the UK Central North Sea and a further two licences in the most recent
round in Norway. Building on our knowledge of rift plays in several parts of the world, we have taken
an interest in the northern Red Sea block south of the Gulf of Suez and were recently awarded, subject
to negotiation of terms, two licences offshare Kenya, further south within the African rift play fairway.

2011 outlock

Our project execution teams in Asia and the North Sea remain focused on delivering our principal
development projects on schedule during the coming months. Completion of construction and
upgrade work in yards and the development drilling programmes offshore are progressing well.

There is also much focus on future development projects which bring together the full range of
subsurface, engineering, project management, business development and financing skills within the
group. We anticipate the achievement of further significant milestones on many of these projects
during 2011.

Our exploration programme for the year targets 20 wells with unrisked resource potential of around
400 mmboe. We have already discovered further oil and gas in the Catcher area in the UK. The data
acquired is now being integrated with our existing knowledge from pricr wells on this block. We
look forward to the outcome of the ongoing programmes in Egypt, Vietnam, Indonesia, Norway and
the UK and to the continuing efforts of our new venture teams to add future drilling opportunities to
the portfolio.
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Chief Executive’s Review (continued)

-\ OPERATIONS REVIEW

Production, development and reserves

Average working interest production for the full-year was 42.8
kboepd (2009 44.2 kboepd). This was lower than that achieved
in 2009 due to unplanned maintenance requirements on UK
North Sea fields in the Balmoral, Scott and Wytch Farm areas
and due to some flooding-related downtime at the Zamzama
field in Pakistan. Production in other areas remained steadly,
with strong gas demand and good preduction performance
in both Pakistan and Indonesia.

Working interest Entitlement
Production (boepd) 2010 2009 2010 2009
Asia 11,650 11,056 7,300 7,300
Middle East-Pakistan 14,900 16,000 14,900 15,850
North Sea 15,500 16,200 15,500 16,200
West Africa 700 250 600 800
Total 42,750 44200 38300 40150

Neil Hawkings
Operations Director
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Significant progress continued to be made
on our operated development projects.
Both Chim 540 and Gajah Baru projects

| remain on track to deliver first oil and gas
i on schedule in 2011."

Significant progress continued to be made on our operated development projects. Both
Chim Sao and Gajah Baru projects remain on track to deliver first oil and gas on schedlule in
2011. On Gajah Bary, fabrication of the wellhead platform was completed and successfully
installed. Development drilling is in progress and fabrication of the processing platform is on
schedule, On Chim Séo, the platform jacket, topsides and in-field pipelines were installed,
while the floating production, storage and offtake vessel (FPSO) conversion was 87 per cent
complete at year-end. Development drilling has been progressing well.

The Huntington field in the UK North Sea achieved final project sanction in November 2010
with the Department of Energy and Climate Change (DECC) approving the field development
plan {FDP). The FPSQ charter party agreement was executed and upgrade work on the
FPSO has commenced. A drilling rig contract has been awarded and development drilling is
planned to commence in April 2011. First oil is planned for early 2012. On the non-operated
Block A Aceh (previously known as North Sumatra Block A) in Indonesia, a fully termed
extension to the production sharing contract (PSC) was executed and the principal gas sales
agreement {GSA) became unconditional. Issuance of engineering, procurement, construction
and installation {EPCI) tender documents for the processing facilities is expected in 2011 with
first gas planned for mid-2013.

As at 31 December 2010 proven and probable reserves, on a working interest basis, were
261 mmboe (2009: 255 mmbaoe).

Proven and 2P reserves and 2C

probable (2F) reserves contingent resources

{mmboe) {mmboe)

Start of 2010 255 468
Praduction (16 (16)
Net additions and revisions 22 3%
End of 2010 261 488

At year-end, the percentage of liquids in total reserves increased from 32 per cent at the end
of 2009 to 35 per cent. The equivalent volume of 2P reserves on an entitlement basis
amounted to 222 mmboe (2009 229 mmboe) based on a price assumption of US$75/bhbl
(2009: US$75/bhki).

Bocoked reserve additions were mainly due to the exploration successes of Catcher and
Varadero in the UK North Sea. Other reserves additions included increases to the Pakistan
portfolio following on from explaration successes at Kadanwari, Contingent resources at
year-end increased to 227 mmboe (2009: 213 mmboe). Increases in contingent resources
included tight gas volumes at Kadanwari, along with discovered volumes at Blabaer and
West Rochelle in the North Sea.

Asia

In Indonesia we continued to develop the full potential of our Natuna Sea and Block A Aceh
gas positions with the accelerated development of new fields in Natuna Sea Block A to
capture additional gas market demand and with the execution of the Block A Aceh PSC
extension. In Vietnam, while the Chim Sao development progresses well, we are seeking to
grow our prasence with work continuing to define the Dua and Ca Rdng £ (CRD)
accumulations as well as by undertaking new exploration activities,
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Chief Executive’s Review (ontinued)

Indonesia

During 2010, the Premier-operated Natuna Sea Block A sold an overall average of 180 billion
British thermal units per day (BBtud) (gross) (2009: 153 BBiud) from its gas export facility,
whilst the non-operated Kakap Block contributed a further 54 BBtud (gross) {(2009: 42 BBtud).
Gross liquids production from the Block A Anoa field averaged 1,758 barrels of oil per day
(bopd) (2009: 1,920 bopd) and 2,993 bopd {2009 3,540 bopd) from Kakap. The Kakap field
experienced downtime during the year as a result of change out of the FPSO vessel. Overall,
net production from Indonesia amounted to 11,650 boepd (2009: 11,050 boepd) on a
working interest basis.

Significant progress continued to be made on the Gajah Baru project which remains on track
to deliver first gas on schedule and within budget in October 2011, Gajah Baru is the first of
a number of fields to be developed to supply additional gas to Singapore and to Batam
Island, in Indonesia, under three new GSAs signed in 2008 and reported previously.
Fabrication of the wellhead platform was completed and installation successfully achieved to
suppart the start of development drilling in September, with the drilling rig on location
during this period. Three of the first phase of five wells have been drilled, logged and tested
with results that exceeded expectations. Meanwhile fabrication of the central processing
platform at Batam continues as planned. The overall EPCl contract was 75 per cent complete
at year-end. The central processing platferm and export pipeline are due to be installed
during the second quarter of 2011 and detailed hook-up and commissioning planning is
being progressed.

Also on the operated Natuna Sea Block A PSC, accelerated development work on the Pelikan
and Naga fields is in progress in order to be able to take on additional GSA market share
from 2014. The project passed through the concept selection gate, front end engineering
and design (FEED) is in progress and final project sanction is expected in 2011.

On the non-operated Bleck A Aceh, a fully termed extension to the Block A Aceh PSC was
executed with the Government of Indonesia and the provincial Government of Aceh on

28 October 2010, with the extended PSC being effective from 1 September 2011. Sales
agreements with the principal buyers of gas from the field have been completed and work
continues towards optimising the project prior to the issuing of EPCl tender documents for
the processing facilities in 2011. First gas is expected in mid-2013. Preparations also
commenced for the drilling of the Matang exploration well during 2011,

Vietnam

Progress on the Chim $ao development remained on schedule for first oit during July 2011,
In 2010, the platform jacket, topsides and in-field pipelines were installed, and the Chim Séo
assaciated gas export pipeline was tied into the Nam Con Son pipeline. The conversion of the
FPSO at Keppel's yard in Singapore was 87 per cent complete at year-end. Development
drilling commenced in June and is on schedule to deliver the wells required for first oil.

All cost elements of the development remain in line with budget.

Detailed subsurface and facilities work was undertaken to define the development plan for
the Dua field, a tie-in to the Chim Sao FPSO. FEED is in progress and a final project decision
is targeted for the second half of 2011.

India
No progress has been made in 2010 with the Government of India in signing the Ratna
licence and Premier has closed its representative office in Delhi.
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North Sea and West Africa

Building upon the acquisition of Qilexco in 2009, Premier has passed significant milestones
in growing its North Sea business. These included achieving project sanction on Huntington,
the successful Catcher and Varadero exploration wells (Premier 35 per cent), which discovered
a significant quantity of high-quality il reserves, and the West Rochelle boundary well which
confirmed the extension of the Rochelle discovery into Block 15/26b. We continue to pursue
actively new assets that are capable of delivering near-term production in the North Sea.

UK

Total UK production in 2010 was 15,500 boepd (2009: 16,200 boepd). This included 7,100 beoepd
(2009: 5,000 boepd) from our fields which utilise the Balmoral facilities and other material
contributions from the Scott/Telford, Kyle and Wytch Farm fields.

The lower overall production in 2010 was largely due te unplanned maintenance requirements
on the Baimoral, Scott and Wytch Farm areas, although oil revenues increased due to the
higher oil price which averaged US$79/bbl across all fields. 2010 average production was
also affected by the earlier than planned permanent cessation of production on the Shelley
field. However, there was notable production success in the Scott field from the J39 infiil well
drilled in January, successful workavers of wells J33 and J24 in March, and the re-perforation
of well J37Y in June.

Premier commissioned a gas compression upgrade on the Balmoral floating production
vessel (FPV) in February to facilitate the production performance of Premier-operated oil
fields Brenda and Nicol. These fields and the non-operated Kyle field delivered strong
consistent production throughout the year.

| The Burghley field was successfully tied back to the Balmoral FPV in October. The Burghley
third party oil production will contribute pro rata to the FPV shared operating costs, which
will lower the costs allocated to the Premier oil fields that are tied back to the vessel.

Premier completed the purchase of an additional 0.80 per cent in the Telford field on
23 December, thereby increasing our equity in Telford to 1.59 per cent. The Telford operator
successiully completed two infill wells which will start up in 2011,

The Huntington field (Premier 40 per cent) progressed to the development phase following
joint venture and DECC approval of the Huntington FDP. The FPSO charter party agreement
has been executed and upgrade work on the FPSO has commenced at the yard in Norway.
Long lead items for the topsides and key subsea equipment are on order. A drilling rig
contract has been awarded and development drilling is planned to commence in April 2011,
Installation activities are planned for summer 2011, with the FPSO due to arrive in the field late
in the third quarter or early in the fourth quarter. First oil is planned for early 2012,

Reservoir modelling and pre-development engineering conceptual studies were funded
during 2010 for the Ptarmigan and Caledonia fields. Economic screening has indicated that
it may be commercially feasible to develop Caledonia North by subsea tie-back to the
Premier-operated Balmoral FPV. The Caledenia redevelopment opportunity may be
enhanced by the Premieroperated Bluebell prospect, which will be drilled in 2011,
Ptarmigan concept studies have been completed based on a subseas tie-back to the
Balmoral FPV and are currently being evaluated.
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Chief Executive’s Review (coniinued)

Premier actively pursued business development opportunities in 2010 {eading to two new
potential field developments: the Solan and Fyne fields. Premier paid US$1.5 million to
Chrysacr Ltd to fund pre-development conceptual studies for the Solan field in exchange
for an option to farm-in to a portion of Chrysaor's 100 per cent equity. The field is located

in the west of Shetlands in Block 205/26a, to the south of the Schiehallion field. Post year-end,
a conditional agreement has been signed with Chrysaor for Premier to take a 80 per cent
working interest in the development, in exchange for funding Chrysaor's share of development
costs. Premier will also pay US$20 million in consideration. Full development sanction for the
Solan field is anticipated for mid-2011. Premier paid US$2 million to Antrim Energy to fund
pre-development conceptual studies for the Fyne field in exchange for an option to farm-in
to acquire 40 per cent of the Fyne area on Block 21/28a. Antrim currently owns 75 per cent
equity and operates the block. Work continues on reviewing field development options in
the area.

Norway

In Norway, Premier has made further progress on two significant pre-development assets:
Fray (Premier 50 per cent) and Bream (Premier 20 per cent). At Blabaer (Premier 15 per cent),
hydracarbons were discovered in the Lower Jurassic Cook formation; this discovery has the
potential to tie-back to the adjoining Jordbaer development.

On the Frey field, the joint venture has continued to mature a stand-alone coneept for
development. In particular, the joint venture has evaluated an improved drainage strategy
with use of water and gas injection. Further studies carried out in the second half of 2010
looked at three third party fields in the Fray area as potential tie-back volumes. The results
of these studies indicate that the tie-backs are feasible, though further work is required to
complete viable commercial amangements. Given successful outcomes from the current
work programme, the joint venture will be in a position to achieve project sanction later

in 2011,

The Bream field development has been advanced during 2010, with a tender exerdse for an
FPSO being completed and a contractor/vessel being shortlisted. Work on the FPSO and
subsea well concept has progressed well, and a project sanction decision is expected to be
taken during the second half of 2011.

Mauritania

In Mauritania, 2010 working interest production from the Chinguetti field averaged 700 boepd
{2009: 950 boepd), higher than earlier expectations. The operator continues to assess and
optimise production performance from the field.

The joint venture partnerships continue discussions with the Mauritanian Government to
extend the existing PSCs covering the remaining potential in the area, with the aim of
concluding these discussions in 2011. Partners have been undertaking gas development
studies for the Banda and Tevet fields, whilst in parallel they have been evaluating the further
exploration potential of the areas.
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Middle East-Pakistan

Cur Middle East-Pakistan business unit continues to focus on enhancing the value of our
Pakistan preducing assets by maximising production through exploration and development
within the existing fields. We are seeking to extend our presence to new areas in the Middle
East through new exploration and by evaluating acquisition opportunities.

Pakistan

Average production was 14,900 boepd (200%: 15,720 boepd). This was mainly attributed to
natural depletion of our gas fields and to seme interruptions at the Zamzama field caused by
the significant flooding suffered in August 2010. Looking forward, preduction will be boosted
by implementing ongoing front end compressicn projects, full utilisation of all production
facilities, and increased production from the successful exploration and development wells
drilled at the Kadanwari field during 2010,

The Qadirpur gas fieid average production in 2010 was 3,550 boepd {200%: 4,150 boepd).
The decrease in 2010 production of 14 per cent was due to natural decline in reservoir pressure.
However, after the completion of the installation of front end compressors in October 2010,
gas production has been increased from around 480 million standard cubic feet per day (mmscfd)
to 600 mmscid {gross) and this level is expected to be maintained with the installation of
additional compressors by the end of 2011. Two production wells (QP-40 and QP-41) were
drilled and tied in during the year. Supply of 60 mmscfd permeate gas (a side stream of low
heating value gas from process facilities) 1o local power plants commenced in February 2010
as planned, with the added benefit of simultaneously reducing gas flaring/venting from

the facilities.

The Kadanwari gas field average production in 2010 was 1,750 boepd (2009: 1,250 boepd).
This increase of 40 per cent was achieved by the drilling and tie-in of two development wells,
K-21 and K-23, and two successful exploration wells, K-19 and K-24. Further development
and explaration wells are planned for 2011 to maintain production.

The Zamzama gas field average production in 2010 was 6,050 boepd (2009: 4,890 boepd).
The lower production was due to natural dedline in reservoir pressure, as well as two
production wells having to be shut in from September through December 2010 due to the
exceptional floods in the area. In order to mitigate natural decline, the major front end
compression project (gross capex of US8145 million) is making good progress and is
scheduled for completion in June 2011,

The Bhit/Badhra gas fields average production in 2010 was 3,550 boepd (2009: 3,430 boepd).
The wellhead compression project, which commenced in 200%, remained on schedule and
by the end of 2010 all wells in Bhit were connected to compression.

Field development at Zarghun South was delayed following higher than expected facilities
bids. The joint venture now awaits the passing of the impending “Tight Gas Policy”
(presently under approval process by the government) to take advantage of higher gas
prices. All costs pertaining to Premier’s 3.75 per cent interest are carried by the operator.
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Andrew Lodge
Exploration Director

EXPLORATION REVIEW

Our exploration strategy, first set out in 2009, envisaged the
addition of 200 mmboe of net 2P reserves by 2015. This will be
achieved by focusing on geographies and geological themes
in which Premier has demonstrable skills and expertise. These
are the exploration of rift basins in Asia, North Sea and North
Africa, and onshore frontal fold belt provinces as exemplified
by our asset base in Pakistan and certain areas of Indonesia.
Since 2009, reserves and resources amounting to 56 mmboe
have been added towards the 200 mmboe target. With further
evaluation and appraisal, we estimate that this could rise to
over 100 mmboe of additions.

In 2010, Premier participated in 14 exploration and appraisal
wells, of which eight were successtul, a success rate of 57 per
cent. The most notable successes in 2010 were the three
Catcher discoveries in UK Block 28/9, on the western margin of
the Central North Sea rift basin. These play-opening successes
were followed up by the Varaderc discovery at the end of the
year. Further wells are planned to test the play in 2011.

In addition to play-cpening wells, Premier continues to
explore for low risk opportunities adjacent to existing or
planned infrastructure, and notable successes were achieved
at West Rochelle, near the Scott/Telford facilities in the UX,
at Kadanwari in Pakistan and Blabaer in Norway.

During the year, Fremier captured 3,022km? of net new acreage
in the UK (eight licences) and 9,445km?in Egypt (one licence).
Post year-end, two new licences were awarded in Norway.
The Egyptian licence, a frontier play in deeper water, is a step
change for Premier, but consistent with our rift basin theme.
The exploration well in water depth of 700m commenced in
December 2010 with the results expected in the second
quarter of 2011,

New business activity in central and northeast Africa resulted in
the commencement of negotiations for two production sharing
agreements offshore Kenya {Blocks L10A and L10B). Premier
will have an average 22.5 per cent interest in these blocks.

Premier continues to acqguire high-quality datasets in support
of explaration and appraisat drilling and in 2010 1,910km? of

3D seismic data were acquired to advance the interpretation

in preparation for 2012 drilling in Vietnam and the UK.

20 exploration and appraisal wells are planned for 2011,
inclusive of important play tests in Vietnam, Indonesia
and Egypt.
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Since 2009, reserves and resources
amounting t6 56 mmboe have been added
towards the 200 mmboe target. With further
evaluation and appraisal, we estimate that
this could rise to over 100 mmboe of
additions.”

Asia

Indonesia

On the Premier-operated Tuna Block, final plans were completed for the drilling of two
exploration wells, Gajah Laut Utara and Belut Laut, in the first half of 2011. These wells will
follow on from the nearby Cé Rong D4 (CRD) appraisal well in the neighbouring Vietnamese
block as part of a three weli pregramme using the same drilling rig.

On Natuna Sea Block A, plans were completed for the drilling of twe near-field exploration
wells, Anoa Deep and Biawak Besar, scheduled for drilling in the third and fourth quarters of
2011. A review is in progress to refine the remaining prospective rescurce potential of the
entire block, This study is set for completion in the first half of 2011, for incorperation into a
five-year exploration plan on the block.

On Block A Aceh, plans were completed for the drilling of ene exploration well, Matang,
scheduled for drilling in the third quarter of 2011.

Elsewhere, on the Buton Black in Sulawesi, plans were finalised for an explaration well,
Benteng, now expected to be drilled in the second half of 2011.

Vietnam

Following the 2009 exploration success at CRD in Block 07/03, Premier integrated the well
results into the new 3D seismic data and then sought and obtained Government of Vietnam
approval for an appraisal glan for CRD. The first appraisal well on CRD was spudded in
February 2011, Continued activity elsewhere on Block 07/03 included the acquisition of
S00km? of new 3D seismic data over the southern part of the block. Interpretation of these
data and of the previously acquired data in the east of the block will allow selection of
prospects for exploration drilling in 2012,

In Block 104-109/05, offshore northern Vietnam, 445km? of new 3D seismic data and
reconnaissance 2D lines were acquired and interpreted to aid the final selection of the
location for an exploration well, planned for the third quarter of 2011,

North Sea and West Africa

UK

in April, the Bugle North well was drillad as a jaint appraisal well on the boundary of Blocks
15/23c and 15/23d. Premier effectively paid 37 per cent of the joint well cost to earn a

50 per cent equity in 15/23d. The well was targeting the northern extension of the Bugle
oil discovery and encountered minor quantities of hydrocarkzon, but these are considered
insufficient to support a Bugle development at this time.

In May, the Catcher exploration discovery well 28/9-1 (Premier 35 per cent) encountered

80 feet of high-quality oil in the Cromarty reservoir. Catcher East was drilled as a side-track
to the main well, approximately 0.5km to the east. This well found hydrocarbens in younger
Tay sands which are in communication with the initial discovery in the Cromarty sand. A core
recovered 44 feet of net oil-bearing Tay sand with an average porosity of 34 per cent.

A second side-track, Catcher South West, encountered 68 feet of net hydrocarbon pay and
a common oil water contact with the Catcher main well.
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Phase 2 of the Catcher area explaration began with the drilling of the Varadero well. The
initial analysis indicated 84 feet of net hydrocarbon pay in the main Tay sandstones, plus
a further 22 feet of net pay in thinner sands above the main Tay sands. The oil is of similar
good quality to the Catcher discovery well. Further drilling of the bleck is planned for the
first half of 2011.

Premier concluded drilling operations on the Cates farm-in wel! 22/19¢-6 in August, but
logging from the Forties target indicated that no hydrocarbons were present. The well was
plugged and abandoned. Premier acquired a 50 per cent equity in 22/19¢ from the farm-in
well. Remaining prospectivity on the block is being evaluated in light of the well result.

In October, Nexen aperated the drilling of the joint exploration boundary well between West
Rochelle Block 15/26¢ {100 per cent Endeavour) and 15/26b {Premier 50 per cent). Premier
earned 25 per cent of 15/26c by promoting part of the joint well. The well confirmed oil and
gas pay in excellent quality Kopervik sandstone reservoir and was subsequently side-tracked
up dip. The side-track confirmed the presence of gas-bearing Kopervik sands. The contacts
and fluids seen in the West Rochelle primary welt and side-track are the same as the Rochelle
discovery, suggesting a single field. The Rochelle fields will be tied back to the Scott
production facility in which Premier has a 21.83 per cent interest. The first phase of the
Rochelle development received government approval in early 2011.

In Octcber, Premier received five licence awards across nine blocks in the UK 24th Round
including two as operator. The awards were:

Block Mo. Premier % Comment

14/30b 50 West Rochelle/Kildare extension
15/9, 15/10, 15/14, 15/15 50 Fladen Ground Spur margin
15/23g* 50 Blackhorse extension

21/7b~ 70 Typhoon prospect

22/26¢, 22/21c (part) 30 Two Jurassic prospects

¥ Premier-cperated

Premier was also awarded exploration acreage in the West Crkney Basin in May, following
a UK 25th Round application.

In December, Premier paid US$2.8 millien, funding 50 per cent of the cost of a seismic
acquisition on the Eagle prospect {licence P1212, Block 15/13b) to earn a 50 per cent interest
in the black.

Norway

The Greater Luno extension well 14/4-5 on licence PL359 {Premier 20 per cent) completed
drilling operations in March. The well objective was to test tha hydrocarbon potential in
Jurassic age sediments and fractured basement. The well was plugged and abandened as
a dry hole. The joint venture has been granted a two-year licence extension to investigate
additional prospectivity on PL359.

The Blabaer PL3745 exploration well 34/5-15 (Premier 15 per cent) was drilled in the first
quarter of 2010 on an adjacent block to the third party Jordbaer discovery. The well
successfully discovered hydrocarbons in the Cook formation and was side-tracked across a
bounding fault to test an adjacent fault compartment that was water wet. The well results are
being integrated into the regional understanding and a potential appraisal campaign,

as part of a tie-back to the neighbouring Jordbaer development, is being evaluated.
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The Gnatcatcher PL378 exploration well 35/12-3 commenced on 24 December. The well was
drilled to test the Upper Jurassic Segnefjord formation. The well encountered minor
hydrocarbon shows and was plugged and abandoned as a dry hole. The joint venture plans
to appraise the Grosbeak discovery on this licence in 2011.

Premier was awarded two licences in January 2011, one operated, in response to two
applications made in the Norwegian 2010 APA Licence Round. The non-operated licence is
an extension of the PL378 licence. The operated licence, Block 2/6 in the southern part of
the Norwegian North Sea, contains the Freki prospect.

Congo

Following the evaluation of the Frida well results {drilled in 2009), and having integrated this
with the regional play understanding, the decision was taken at the end of 2010 to withdraw
from the Congo Marine IX licence. Premier is currently working with the remaining partners
and the Congolese Government to facilitate Premier's withdrawal from the licence.

SADR
This area remains in force majeure and we await recondiliation of the political situation
before progressing further technical evaluation.

Middle East-Pakistan

Pakistan

In the first quarter of 2010, the Pirkoh-1 exploration well was drilled in Qadirpur to test the
potential of the shallow Pirkoh limestone formation. Logging results showed high water
saturation and the well was plugged and abandoned.

Testing of the K-19 step-out well in the Kadanwari area was carried out in January and tied
in 1o the system in March 2010, This well is currently producing around 40 mmscfd and has
helped in substantially boosting field production during the year.

In the second half of 2010, a step-out appraisal well, K-25, encountered gas. The dedision
was taken to side-track the well, which targets the reserveir area outside of the K-25 drilled
compartment.

The K18-ST exploration well tested gas at a flow rate of 18 mmscfd with a 42/64" choke at
1,9800si wellhead pressure. Tie-in operations of the K18-5T well have commenced, with gas
expected on-stream in the first quarter of 2011.

Egypt
The award of the Seuth Darag Block in the Gulf of Suez (Premier 100 per cent) awaits formal
government approvals.

Premier farmed into the North Red Sea Block 1 in December 2010, taking a 20 per cent
interest, and will contribute to the cost of the NRS-2 (Cherry) exploration well. The well will
be the first test of a significant deep water play in the northern Red Sea. The drilling of the
well commenced in December 2010, with results expected in the second quarter.

Eisewhere in Egypt, Premier continues to review new venture opportunities, consistent with
its exploration rift basin theme.
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Economic background

Oil prices strengthened during the course of 2010 as hopes
rose of economic recovery, particularly in Asia. Brent crude
prices averaged USE79.5/bbl for the year, against US$61.7/bbl
in 2009. Premier’s portfolio of crudes sells at an average of

20 cents premium to Brent and, taking into account the timing
of our erude oll liftings, average actual realisations for the year
were USS79.7/blsl (2009: US$66.3/bbl).

Stronger economic conditions in South and South East Asia
provided a positive backdrop for our gas operations in these
regions. Total gas demand in Singapore, driven by increasing
population and new industrial developments, mainly on
Jurong Isfand, rose from 814 BBtud in 2009 to 872 BBtud in
2010. According to independent analysts, it is expected to
continue to rise over the next few years, allowing our gas sales
to steadily increase above current contracted levels. Though
LNG import facilities are now under construction in Singapore,
there continues to be good prospects for additional pipeline
gas sales in the future. Offtake under our existing gas sales
contracts in 2010 averaged 160 BBtud (2009: 153 BBtud) with
the share of the Premier-cperated Block A rising from 41 per
cent to 45 per cent, due to strong production performance
from the Anoa field.

In Pakistan, gas remains a critical component of the country's
energy needs, meeting around 45 per cent of total energy
requirement. Total domestic gas production has remained

at around 4 billion cubic feet (bcf) per day and with demand
continuing to grow at around 10 per cent per annum, an
increasing production shortfall is likely to arise in the coming
years. With significant gas reserves remaining, we are well
placed to maintain or increase production through additional
compression facilities and development drilling.

Income statement

Production levels in 2010, on a working interest basis, averaged
42 .8 kboepd (2009: 44.2 kboepd). On an entitlement basis,
which under the terms of our PSCs allows for additional
government take at higher oil prices, production was 38.3
kboepd (2007: 40.2 kboepd). Working interest gas production
averaged 156 mmscfd (2009: 156 mmscfd) during the year, or
approximately 63 per cent of total production. Average gas
prices for the group were US$6.26/mscef (2009 USE5.18/mscd).
Gas prices in Singapore, which are linked to HSFO pricing, in
turn dosely linked to crude oil pricing, averaged US$13.9/mscf
{2009: US$11.0/mscf) for the year.
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‘ ‘ | Profit after tax is a record US$129.8 million.
| Cash flow from operating activities increased
i by 25 per cent to US$436.0 million. Qur
| balance sheet and liquidity position
i remain strong.”

Production Total sales revenue from all operations reached record jevels of US$763.6 million {2009: US$621.1 million)

2008-2012 driven by the higher commodity prices. Cost of sales was US$530.5 million (2009: US$361.4 million).
Unit operating costs were LiS$13.9 per barrel of oil equivalent (boe) (2009: US$12.2/boe) reflecting
higher unit costs in the UK sector as production levels declined.

The tie-in in October 2010 of the Burghley field to our Balmoral facility in the UK North Sea will have
a positive impact on unit costs during 2011 and beyond as Balmoral complex costs will now be
shared pro rata to production levels.

Amortisation and depreciation includes an impairment charge of US$65.3 million relating to the
Scott and Balmoral fields in the UK (2009; U$$24.0 million for the Chinguetti field in Mauritania)
which mainly arose as a result of a significant increase in estimated future decommissioning costs.
The charge was calculated using a long-term Brent crude oil price of US$75/bbi (2009: US$70/bbl).
Underlying unit amortisation {excluding impairment) rose to U5$12.6/boe (2009: US$? &/bae} largely
as a result of increasing future abandonment provisions.

Exploration expense and pre-licence exploration costs amounted to US$68.2 million (2009: US$57.0

Reserves and resources | . e . . .

2006-2010 million) and U5$18.9 million (2009: US$20.3 million} respectively. This includes the write-off of
exploration wells (Oates, Bugle North, Greater Luno) in the UK and Norway sectors. It also includes
the effect of an impairment charge of US$12.8 million in respect of the Banda field in Mauritania.
Despite extensive discussions with the Mauritanian Government, no agreement has been reached
on the nature or terms of a future gas development and it is felt appropriate to write-off capitalised
costs relating to this asset,

Net administrative costs were stable at US$18.3 million (2009 US$18.3 million).

Operating profits were US$127.7 million (2009: US$16%.7 million). Finance costs and other charges,

net of interest revenue and other gains, were US$45.5 million {2009: US$28.7 million) reflecting lower

levels of interest incomae and higher levels of borrowing costs as borrowings from our capital

investment programmes increased. Also included in finance costs were fees of US$15.6 million

(2009: US$10.5 million) largely relating to the refinancing of US$1.1 billion of Premier’s bank facilities

in November 2010. The charge arising due to the unwinding of the discounted decommissioning
Profit after tax provision increased to US$16.2 million (2009: US$8.7 million) reflecting the increase in total
2006-2010 decommissioning provisions.

Pre-tax profits of US$100.8 million (2009: US$79.9 million) also reflect a positive adjustment of
US$38.6 million in respect of the group’s commedity hedge portfolio (2009: U5361.1 million, charge).
This was driven by the unwinding of prior year provisions in respect of our oil and gas hedges.

The current tax charge for 2010is US861.4 million, an effective tax rate of 48 per cent of operating
profits. This charge is offset by a deferred tax credit of US$90.4 million, resulting in a net tax credit of
US$22.0 million (2009: US$33.1 million, credit). The deferred tax credit arises from the setting up of an
additional deferred tax asset of US$94.7 million, reflecting higher expected utilisation of UK tax losses
in line with generally increased oil prices. As at year-end the group had an estimated US$1,112 million
of carried forward UK atlowances, of which it is anticipated that US$972 million will be utilised in future
years based on a long-term oil price of US875/bbl. This has resulted in recognition of a total deferred
tax asset of US$278.2 million. Profit after tax is therefore a record U5$129.8 million (2009:
US$113.0 miltion) resulting in basic eamings per share of 111.9 cents (2009: US$104.1 cents).

Cash flow
Cash flow from operating activities was U5$436.0 million (2002: US$347.7 million) after accounting
for tax payments of US$67.9 million (2009: US$71.5 million).

Capital expenditure in 2010 totalled US$514.1 million (2009: US$303.1 million).
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Operating cash flow
2006-2010

Capital expenditure ($ million) 2010 2009
Fields/develcpment projects 3471 1925
Exploration 164.7 107.5
Cther 2.3 31
Total 5141 3031

The principal field and development projects were the Chim Sao, Gajah Baru and Huntington
projects, together with the Balmoral field infill well programme and the abandonment of the
UK Shelley field.

Balance sheet position

Net debt at 31 December 2010 amounted to US$405.7 millien (2009: US$315.6 million),
with cash resources of US$299.7 million (200%: U5$250.6 million). Cash of £43.3 million
(US$69.2 million) previously held in an abandonment trust and classified in the balance
sheet under trade and other receivables, was released from the trust in December 2010
and replaced by the equivalent sum in letters of credit.

Net debt ($ million) 2010 2008
Cash and cash equivalents 299.7 2506
Convertible bonds* (220.4) (213.2)
Other long-term debt (485.0) {3530
Total net debt (405.7) (315.6)

* Convertible bonds have a nominal value of US$250 million, an equity conversion price of £13.56 and a final maturity
date of 27 June 2014.

Following a successful refinancing in Nevember 2010, total bank facilities amount to
US$1,572 million. As at year-end, drawn berrowings were US8485 million and issued letters
of credit and performance bonds were US$185 million. Undrawn facilities were therefore
US$F02 million, which, tagether with cash on hand, amounted to US$1,202 million.

Financial risk management

Commodity prices

The Board's commodity pricing and hedging policy continues to be to lock in oil and gas
price floors for a proportion of expected future production at a Jevel which ensures that
investrnent programmes for sanctioned projects are adequately funded. Floars are
purchased for cash or via collars, funded by selting caps at a ceiling price. This policy has
provided sensible downside protection for the company over the peried since 2008 and
going forward to 2012, during which period over US$1 billion will have been invested in new
development projects. The requirement for future hedging for 2013 and beyond will be
considared as new projects are sanctioned, taking into account expected future cash flows
of the group and the size of the relevant investment programme.

Atyear-end, a total of 5.0 million barrels (mmbhbls) of Dated Brent oil were hedged via collars
for the period to end 2012 with an average floor price of US$47/bb| and an average cap of
US$E87/bbl. This volume represents approximately 26 per cent of the group’s expected
liquids production aver the period. 282,000 metric tonnes (mit) of HSFO, which drives our gas
contract pricing in Singapore, was subject to collars covering the period to mid-2013. These
have a cap of USE500/mt (equivalent to arcund US$85/bbl) and represent around 19 per cent
of our expected Indonesian gas production over the same period.

During 2010, oil price cotlars for 3.2 mmbbls and fuel il collars for 120,000 metric tonnes
expired at a cost of US$2.7 million (2009: US$nil). In addition, forward sales of 0.4 mmbhbls,
transacted at the time of the Qilexco acquisition in May 2009, and a further 1.0 mmbbls sold
forward in 2010, also matured, with a cash cost of US$5.4 million. No forward sales were
outstanding at year-end.
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Qil hedges are now incorporated within the pricing terms of physical offtake agreements, avoiding
the requirement to revalue the outstanding hedges. A credit of US$18.2 million (2009: US$8.5 million)
arises in respect of past mark to market provisions for oil hedges which have now expired.

Gas price hedging is still required to be marked to market as the hedges are held by counterparties
independent of physical product sales. A credit of US$20.4 million (2009: US$26.9 million, charge)
arises in respect of such mark to market movements, resulting in a total credit to the income
statement of US$38.6 million in respect of commodity contracts (2009 US$61.1 million, charge).

Foreign exchange

Premier's functional and reporting currency is US dollars. Exchange rate exposures relate only to
local currency receipts and expenditures within individual business units. Local currency needs are
acquired on a short-term basis. The group recorded a loss of US$0.4 million on such short-term
hedging during 2010 {2009: U5$2.8 miliion, gain).

Interest rates

Although the group's borrowing facilities are defined in floating rate terms, substantially all current
drawings effectively have been convented to fixed interest rates using the interest rate swap markets,
given the very low level of fixed interest rates available relative to historical rates. On average, therefore,
the cost of drawn bank funds for the year was 5.2 per cent. Mark to market movements on these
interest rate swaps amounted to US$12.1 million (200%: US$0.8 million), charged to other
comprehensive income.

Cash balances are invested in short-term bank deposits and AAA rated liquidity funds, subject to
Board approved limits and with a view to minimising counterparty risks.

Insurance

The group undertakes a significant insurance programme to reduce the potential impact of the
physical risks associated with its exploration, development and production activities. In addition,
business interruption cover is purchased for a propertion of the cash flow from producing fields.

Going concern

The group monitors its capital position and its liquidity risk regularly throughout the year to ensure
that it has sufficient funds to meet forecast cash requirements. Sensitivities are run to reflect latest
expectations of expenditures, farecast oil and gas prices and other negative economic scenarios in
order to manage the risk of funds shortfalls or covenant breaches and to ensure the group's ability
to continue as a going concern.

Despite economic volatility, the directors consider that the expected operating cash flows of the
group and the headroom provided by the available borrowing facilities gives them confidence that
the group has adequate rescurces to continue as a going concem. As a result, they continue to
adopt the going concern basis in preparing the 2010 Annual Report and Financial Statements.

Business risks

Premier is an international business which has to face a variety of strategic, operational, financial and
external risks. Under these distinct classes, the company has identified certain risks pertinent to its
business including: exploration and reserve risks, loss of key human rescurces, drilling and operating
risks, security risk in area of operations, costs and availability of materials and services, economic
and sovereign risks, market risk, foreign currency risk, loss of or changes to production sharing or
concession agreements, joint venture or related agreements, and volatility of future oil and gas prices.

Effective risk management is critical to achieving our strategic objectives and protecting our assets,
personnel and reputation. Premier manages its risks prudently by maintaining a balanced pertfolic,
through compliance with the terms of its agreements and strict application of appropriate policies
and procedures, and through the recruitment and retention of highly skilled individuals throughout
the organisation, Further, the company has mitigated risks by focusing its activities mainly in known
hydrocarbon basins in jurisdictions that have previously established long-term oil and gas ventures
with foreign oil and gas companies, existing infrastructure of services and cil and gas transportatien
facilities, and reasonable proximity to markets.

A summary of the principal risks facing the company and the way in which these risks are mitigated
is provided on the company’s website (www.premier-oil.com).
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Key Performance Indicators

Premier measures its performance through seven key performance indicators (KPls) that are
aligned with our strategy of achieving continuous growth in the business. Three XPls (LT] and
RWDC frequency, production and cash flow from operations) are linked to the bonus
element of the executive directors’ and management’s remuneration.

Change:

improvement/

2010 2009 (deterioration)

LTI/RWDC frequency® 1.70 055 (1.15)
Production (kboepd) 42.8 44.2 (1.4)
Cash flow from eperatiens (3 million) 436.0 3477 88.3
Operating cost per boe (§) 139 12.2 1.7}
Gearing™ 35.9% 325% (3.4%)
Realised oil price per barrel (§) 79.7 65.3 13.4
Realised gas price per mscf ($) 6.26 5.18 1.08

*  Lost time injuries (LT and restricted workday cases (RWDC) per millien man-hours worked,
** Gearing is net debt divided by net assets.

Lost time injuries {LT1) and restricted workday cases (RWDC)

Historically we have consistently out-performed our annual LTI/RWDC frequency targets.

In 2010, for the first time in seven years, we under-performed against these targets. This was
largely due to an increased number of relatively minor restricted workday cases many of
which were hand injuries. Premier has since introduced a “hands-off loads” initiative on all

of its contracted drilling rigs that prohikits lifting and rigging crews from handling suspended
loads without the use of "push-pull” sticks or tag lines at all times.

Production

Average working interest production for the full-year was 42.8 kboepd (2009: 44.2 kboepd).
This was lower than that achieved in 2002 due to unplanned maintenance requirements
on UK North Sea fields in the Balmoral, Scott and Wytch Farm areas and due to some
floeding-related downtime at the Zamzama field in Pakistan.

Cash flow from operations
Cash flow from operating activities was US$88.3 millien higher at US$436.0 million due to
higher realised oil and gas prices which were partially offset by lower production.

Operating cost
Unit operating costs were US$13.9/boe (2009: US$12.2/boe) reflecting higher unit costs in
the UK sector as production levels declined.

Realised oil and gas prices

Premier's portfolio of crudes was sold at an average of 20 cents premium to Brent and
average actual realisations for the year were US$79.7/bbl (2009: US$66.3/bbl). Realised
average gas prices, a significant pertion of which tracks il price movements, were also
21 per cent higher at US$6.26/mscf (2009: US$5.18/mscf).
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Social Performance Review

Premier is commiited to applying the high ethical standards necessary to maintain our reputation
as a world-class operator in il and gas. QOur reputation for doing the right thing enables us to
access new licences, enter new countries, build lasting relationships with local communities and
ultimately secure the licence to operate. We have policies and procedures in place to ensure that
our investment and operational decisions take appropriate account of the impacts that might arise
from our activities.

Premier carries out independent audits of its palicies to ensure compliance with the requirements
of the following bodies: the Global Reporting Initiative; the International Petroleurn Industry
Environmental Conservation Association {IPIECA) Oil and Gas Industry Guidance on Voluntary
Sustainability Reparting 2010; the Carbon Disclosure Project; FTSE4AGood; and the United Nations
Global Compact (of which Premier is a signatory).

Qur last report identified areas for improvement relating to policy statements on political donations,
a global pay and benefits framework, security services and human rights, as well as aspects of
community engagement including prior and informed consultation and the existence of appropriate
| grievance mechanisms. Steps were taken in 2010 to strengthen existing policies and underlying
management systems, as well as our alignment with global standards. Disclosure of our
performance in this area and for all of the commitments made in 2009 is presented in our Social
| Performance Report 2010.

We report below on how we have evolved, applied and delivered on our stated policies in 2010, and
we explain any areas where we have not complied.

Further details on our policies and procedures are available on our website {www.premier-oil.com).

Social responsibility is primarily about how we engage, assess and manage our community and
societal issues and risks. Our corporate social responsibility and human rights policies are applicable
to all Premier-operated entities and may be adapted to address local priorities. Our code of conduct,
business ethics and conduct policy and employment policy are managed through the legal and
human resources functions respectively. All policies are compliant with relevant legislation and take
due account of appropriate initiatives and standards, industry guidance and relevant best practice.

Social responsibility
|
\

Corporate social responsibility policy

We recognise that we have responsibilities to a diverse group of stakeholders including
shareholders, customers, employees, business partners, local communities and society at large,
including special interest groups that represent public interest concerns. Our investment decisions
take account of economic, environmental and social impacts and their management.

In all its operations, Premier will always comply with local faws and regulatory requirements as a
minimum, and make representations to the relevant authorities if we believe that policies and
practices of host governments undermine our policies. We complete environmental and social
impact assessments prior to undertaking any new investment and evaluate these impacts regularly
to ensure that they are responsibly managed on an ongeing basis. We expect aur contractors,
suppliers, joint venture and alliance partners to respect our policies. Their concurrence with the
principles upheld by our palicies is an important factor in our decision to ferm or remain in a
relationship with them.
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Social Performance Review (ontinued)

It is our policy to suppert social investment that contributes to the sustainable development
goals of the communities and countries where we operate. This means working in partnership
with professional social development organisations, government agencies and local non-
governmental organisations to ensure our investment addresses relevant and material issues
in a rigorous manner with positive impacts on society. Our investment focuses mainly on the
delivery of tocal infrastructure, disaster relief and the well-being of local communities.

There were no reported non-compliances with this palicy in the review period.

Human rights policy

Human rights policy is based on the fundamental rights pronounced in the Universal
Declaration of Hurman Rights and is guided by those rights enshrined in the core labour
corventions of the International Labour Organisaticn. These rights are to be protected and
promoted throughout Premier’s business operations and in our relations with both business
and local community partners. The scope of our policy includes the rights of cur employees
- and their health and safety as well as their security arrangements and working conditicns -
and the development rights of eur external stakeholders, in particular local communities.
Where appropriate, we will also use our legitimate influence to promote the protection of
human rights outside of our areas of operation.

There were no reported violations of this policy in the review period.

Employment policy and social justice in the work place

We aim to provide our staff with safe working conditions as well as just and competitive terms
of employment. This means respect for the individual regardless of ethnic origin, creed, age
or gender. We are an equal opportunities employer. We aim to recruit, train and promote
from within the country of operation. We respect the right of individual employees to join a
legitimate trade union. Through training and appraisal we encourage staff to develop their
own professional skills to the mutual advantage of both the individual and the company.

Any employee whe has a concern regarding the application of this policy should make use
of the company’s grievance policy.

All employees must:

* co-operate with any measuras intreduced to ensure equal opportunity;

* report any suspected discriminatory acts or practices;

* notinduce or attempt to induce others to practice unlawful discrimination;

*  notvictimise anyone as a result of thermn having reported or provided evidence of
discrimination;

+ not harass, abuse or intimidate others on account of their race, creed, colour etc; and

* not canvass job applicants in an attempt to discourage them from applying or taking
up & post.

Where there has been a clear breach of the equal employment opportunities policy,
disciplinary procedures will follow. Serious offences will be deait with as gross misconduct.

There were no reported violations of cur employment policy in 2010. There were also no
reported incidents of discrimination or formal grievance procedures reported in 2010.

Our global code of conduct

Integrity, honesty and fairness are fundamental to the way we conduct our business. We are
committed to transparancy in all our dealings. As part of this commitment, we will not
engage in any activities that undermine the legitimate business ernvironment, including
bribery or carruption in any form.

Premier has developed a global code of conduct that supports the existing business ethics
and conduct policy. The new code of conduct continues to be informed by and is compliant
with the Bribery Act 2010 and its evalving guidance in the United Kingdom. It applies to all
employees at every level in the business and all those associated with Premier, all of whom
are required to behave ethically and with personal integrity. This includes adhering to laws
in the countries where we operate, performing our duties in accordance with the code of
conduct and disclosing all potential and actual conflicts between personal interests and
those of Premier.
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The code of conduct covers the following key issue areas:
¢ anti-bribery;

¢ gifts and hospitality;

* charitable and political donations;

* intermediaries; and

¢ facilitation payments.

Premier prohibits bribery and corruption in any form by all employees and by those working for
and/or connected with the business. This indudes facilitation payments. Premier avoids accepting
hospitality or gifts that might place it under an obligation. All business transactions must be properly
recorded and accounted for. We expect the same ethical standards to be applied in all our business
relationships in all areas of operation and we promote our code of canduct and associated anti-
bribery policy with all our business associates. Employees are expected to report bribery or
attempted bribery to their line managers, even if only suspected or attempted.

Premier encourages employees, contractors and agency workers to voice their concerns to line
managers if they feel the company cr anyone working on behalf of the company has not acted in
accordance with our code of conduct and associated policies. Premier provides a confidentiai third
party reporting hotline for employees that feel unable 1o raise concerns in the normal way. This
hotline is available 24 hours a day, seven days a week. No reports were made through this service
in 2010 or at any point over the last three years.

No incidents of corruption or non-compliance with these policies were identified in 2010.

Health, safety and environment policy
Premier is committed to operating responsibly and will never knowingly compromise our health,
safety or environmental standards to meet our operational objectives.

Our goals are to ensure the safety of everyane involved with our operations and to protect the
environment.

To achieve this we will:

* encourage open and honest communication;

+  seck ways to continually improve our performance;

¢ assess and manage risks;

¢ provide appropriate resources;

¢ maintain clean, safe and healthy workplaces;

+ investigate and learn from any incidents;

¢ plan and prepare for potential emergencies;

¢ maintain high-quality documented systems and processes;
¢ seek external certification of key management systems; and
* meet or surpass statutory requirements.

In 2010, Premier implemented and communicated a new health, safety and environment (HSE)
policy at all operations worldwide. This policy was developed as part of our planned review and
continuous improvement process. It is the responsibility of everybody involved in Premier to comply
with our policies and to assist the company in their implementation.

Occupational health and safety performance

In 2010, we worked 8.8 million man-hours (0.7 millien in drilling). This represents a 132 per cent increase
on the previous year (2009: 3.8 million man-hours of which 0.25 million were in drilling) and is mainly
due to the ongoing construction of our Gajah Baru and Chim $ao operations in Indonesia and Vietnam
respectively. Most of these man-hours (7.7 million) were worked by contractors on cur operations.

Key safety paramaters and indicators 2010 2009 2008 2007 2006
Fatalities 1 - - 1 1
Lost time injuries (LT1) 5 2 1 2 3
Restricted warkday cases (RWDC) 9 - - 4 -
LTI/RWDC frequency* 1.70 0.55 0.40 186 1.27
High potential incident frequency* 159 2.10 200 550 3.50
Total recordable injuries frequency (TRIFY* 284 1.10 0.80 340 250

* per miliicn man-hours worked.

Note: All safety statistics include both Premier employees and contractors.
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Social Performance Review (continued)

High potential incidents

This last year saw a net reduction in high potential incidents per million man-hours from
2.10to 1.59. The reduction in frequency, despite a small increase in the number of incidents,
was largely due to the additional man-hours accrued in the construction of our Gajah Baru
and Chim Sao operaticns.

Total recordable injuries

As a group we have consistently out-performed our annual LTVRWDC frequency targets.

In 2010, for the first time in seven years, we under-performed against these targets. This was
largely due to an increased number of relatively minor RWDCs, many of which were hand
injuries. Premier has since introduced a "hands-off loads” initiative on all of its contracted
drilling rigs that prohibits lifting and rigging crews from handling suspended loads without
the use of “push-pull” sticks or tag lines at all times. Armoured gloves were also introduced
on all drilling operations.

There was, however, cne very unfortunate fatality amongst our contracted workforce at the
Chim Séo drilling operations in Vietnam. This represents a totally unacceptable lapse in
perfarmance and we extend cur most sincere condolences to family, friends and colleagues
of the deceased. The fatality was thoroughly investigated by Premier, the contracting
companies as well as the relevant authorities, and analysed to establish both cause and
remedy. All remedial actions are being tracked by our HSE departments with ongoing
reporting on progress to our Executive Committee and the Board.

Premier has been certified to OHSAS 18001 and ISO 14001 since 2004 for global drilling and
since 2006 for our Indonesian production operations. In 2010, we completed a number of
OHSAS 18001 and ISO 14007 surveillance and certification audits on our preduction and
drilling operations. Global drilling and Indonesia production retained their certifications.
Balmoral retained 1SO 140071 and gained OHSAS 18001. Our future praduction operations in
Indonesia (Gajab Baru) and Vietnam (Chim Séo) have completed pre-cperational pre-assessment
audits with a view to being OHSAS 18001 and ISC 14001 compliant when they start producing
in2011.

Process safety performance

Pracess safety focuses on the design and engineering of facilities to prevent fires, explosions
or accidental chemical releases, as well as maintenance and operation. Premier integrates
process safety protocols into the project safety reviews (PSRs) of all its projects. These
reviews provide assurance that material HSE issues have been identified and are being
effectively managed throughout the project fifecycle. A typical project lifecycle will require six
strategic reviews as a project moves from concept to construction and to operation. These
PSRs align closely with our project approval gates, at which time strategic decisions are
made to either progress a project further towards the operations stage or to delay or divest.

Safety cases are in place at Anca in Indonesia and Balmoral in the North Sea as well as at our
assets still in the construction and installation stage, i e. Gajah Baru and Chim Sao. This
safety case regime is aligned with the regulated standards in the United Kingdom. We
believe this represents best practice, and it is our policy to have United Kingdom style safety
cases in place for all our operated production facilities worldwide, even when they are not
required by the local regulatory regime. Safety cases are developed during the project and
become increasingly detailed as a project nears the cperation stage. Safety cases mustbe in
place before production commences.

During 2010, there were no reparted loss of primary containment (LOPC) events of "greater
consequence” (as defined in the IPIECA Oil and Gas Industry Guidance on Voluntary
Sustainability Reperting 2010). Such incidents are characterised as unintended process safety
events with severe consequences. These can include multiple fatalities, widespread
environmental impact and/or significant property damage. There were 18 LOPC events of
“lesser consequence” reported, which includes five gas leaks and 13 minor spills as outlined
below and in our Social Performance Review 2010.
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Environmental performance

Environmental assessment, management and reporting forms a major part of Premier's HSE risk
management process. We conduct baseline surveys and environmental and secial impact
assessments for each new operated activity. This involves an assessment of the physical, socio-
economic and biological enwvironments including biodiversity. We measure and review each impact
in turn and gauge both its significance and how it can be reduced to as low as reasonably
practicable (ALARP) by acdopting best available techniques, in fine with our internal environmental
ALARP process. Potential actions to improve environmental performance are screened based on
cost, duration and impact to determine which are reasonably practicable for implementation. We
periodically review these environmental impacts and actions for our existing facilities to ensure we
comply with our policy of continuous improvement.

Environmental indicators and targets

We report our environmental perfarmance in line with the IPIECA Qil and Gas Industry Guidance en
Veluntary Sustainability Reporting 2010. We then benchmark our performance by contributing data
to an industry database compiled and published by the International Association of Oil and Gas
Producers. As an oil company with producticn facilities in the North Sea, we also participate in the
European Union Emissions Trading Scheme and submit an annual, externally-verified report on our
emissions profile to the Department of Energy and Climate Change {DECC).

Key environmental parameters and indicators 2010 2009 2008 2007 2006
Greenhouse gases

(tonnes per thousand tonnes of production) 185 171 167 171 232
Gil spills {tonnes) 1.3 15 - 137 39
Qil in produced water (parts per million) 1 19 23 20 Al
Energy use (gigajoules per tonne of production) 21 1.7 20 1.8 19

Climate change and greenhouse gas emissions

Greenhouse gas emissions associated with hydrocarbon combustion at our operated assets
amounted to 350,000 tonnes in 2010 (2009: 300,000 tonnes). This increase in absolute emissions
from 2009 was largely due to the inclusion of our North Sea assets for the first full calendar year.
These operations {Balmoral and Shelley) were added in May 2009. Shelley ceased production in
mid-July 2010. Our operated emissions intensity increased slightly to 185 tonnes per thousand
tonnes of production (2009: 171 tonnes per thousand tonnes of production).

We calculate our greenhouse gas (CO, equivalent) emissions both for operated assets and on an
equity basis for production across our global portfelio. Greenhouse gas emissions from flaring and
fuel gas combustion associated with our full equity portfolio amounted to 155 tonnes per thousand
tonnes of production (2009: 149 tonnes per thousand tonnes of production).

Spills and discharges

The total volume of produced water discharged from our operations in 2010 amounted to 2,900,000
tonnes (2009: 1,800,000 tonnes). This increase was largely due to the first full-year of accounting

for our North Sea operations. Despite the increase in absolute produced water discharges, the average
oit in produced water declined significantly from 19 parts per million (ppm) in 2009 to 11 ppm in
2010. This reduction in the il concentration of produced water can be attributed to improvements
in the treatment process, which has optimised the performance of the equipment and chemicals
used to remove oil from produced water before discharge.

There were 13 spills {losses of primary containment) in 2010, including seven hydrocarbon spills to
the environment (2009; seven). All of these spills were minor in nature with the total volume
amounting to 1.3 tonnes (2009: 1.5 tonnes). This reflects the additional steps taken to prevent and
respond to oil spills, including regular pollution prevention audits and an independent review of our
Anoa oil spill contingency plan. We maintain cil spill contingency plans for each of our eperations
and have ongoing contracts with oil spill response specialists to provide support in the unlikely
event of a major incident. Six other minor chemical spills occurred in 2010 (total 6.9 tonnes) with the
majority release {6.6 tonnes) being as caldum chloride (salts) discarded into the sea.
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Robin Allan (51), jeined Premier from Burmah Oil in July 1986, working intially as a geologist. After technical and new
venture roles he spent six years in South East Asia, initially maraging Premier’s Asian existing and new venture business
and later becoming Premiers Country Manager in Indenesia. He became a member of the Premier Board in December
2003 as Director of Business Development. Mr Allan returned to Asia in 2009 as Director - Asia, and manages the Asian
portfolio from the Singapore office.

Joe Darby (62), joined Premiers Board as a non-executive director in September 2007. Mr Darby has over 40 years

of experience in the energy sector, including eight years with Shell Petroleum before beceming Managing Director of
Thomson North Sea Ltd. He has held a number of senior roles, including Chief Executive, with LASMO plc. Mr Darby is
a non-executive director of Nordag Energy inc and Alkane Energy ple, and has held non-executive roles at British Nuclear
Fuels ple, Mowlem plc and Centurion Energy Inc. He was Chairman of Mowtem ple (2005-2006) and Faroe Petroleurn ple
{2003-2007). Mr Darby is a member of Premiers Audit and Risk, Remuneration and Nomination Committees.

Tony Durrant (52), joined Premier in June 2005. After qualifying as a chartered accountant with Arthur Andersen,

he joined Lehman Brothers in London, initially as an oil sector analyst. He joined the investment banking division of
Lehman in 1987 and from 1997 was a Managing Director and Head of the European Natural Resources Group. In this
role, he managed both client relationships and numerous transactions for a variety of European and North American
clients. He joined the Premier Board in July 2005 as Finance Director.

Neil Hawkings (4%), joined Premier in May 2005 after more than 20 years with ConocoPhillips where he worked in
a variety of engineering, commercial and management roles around the world, undertaking assignments in the UK,
Dubai and Indenesia, He joined the Premier Board in March 2006 as Operations Director.

Jane Hinkley (60}, joined Premier's Board in September 2010 as a non-executive director. Ms Hinkley is a member

of the Remuneration and Nomination Committees. She is a qualified chartered accountant with executive experience
primarily in international shipping. She has held managing directorships at Navion Shipping AS and Gotaas-Larsen
Shipping Corporation. She has been an independent director on the board of Teekay GP LLC, an international provider
of marine transportation services for LNG, LPG and crude ail, since 2005 and also previously held the position of
non-executive director of Revus Energy ASA, a Norwegian exploration and production company.

David Lindsell (63}, joined Premiers Board in January 2008 as a non-executive director. He was a partner at Ernst &
Young LLP for nearly 30 years and has extensive experience across a range of industry sectors, with a strong knowledge
of the oil and gas sector. Mr Lindsell is currently a non-executive director of Drax Group ple and Gartmore Group Ltd
and is Deputy Chairman of the Financial Reperting Review Panel. Mr Lindsell is the Chairman of Premier’s Audit and Risk
Committee and a member of the Remuneration and Nomination Committees.

Simon Lockett (46), Chief Executive, joined Premier in January 1994 from Shell and has worked in a variety of roles
for Premier, including the management of investor relations, as Commercial Manager in Indonesia and as Country
Manager in Albania. He became a member of the Premier Board in December 2003 as Operations Director. He was
appointed Chief Executive in March 2005. Mr Lockett is a member of Premiers Nomination Committee.

Andrew Lodge (54), has been Exploraticn Director of Premier since April 2009. Prior to joining Premier, Mr Lodge
was Vice President — Exploration at Hess, where he was responsible for Europe, North Africa, Asia and Australia for
nine years. Previously, he was Vice President — Exploration, Asset Manager and Group Exploration Advisor for BHP
Petroleumn, based in London and Australia. Prior to joining BHP Petroleum, Andrew worked for BP as a geophysicist.

Directors’ Report: Governance

John Orange (6B), joined Premier's Beard as a non-executive director in February 1997. He held a variety of senior
international management and legal posts during his 30 years with the BP Group. Mr Orange was Chairman of Exile
Resources Inc from 2009 to 2010 and is currently a director of Vostok Energy, an independent upstream gas and oil
exploration, development and production company. He is Premier’s senior independent non-executive director,
Chairman of the Remuneration Committee and a member of the Audit and Risk and Nomination Committees.

Professor David Roberts (67}, joined Premier in June 2006 as a non-executive director. Professor Roberts has aver

30 years experience in all aspects of exploration worldwide and extensive knowledge of deep water areas, sedimentary
basins, stratigraphy and prospect assessment. He spent 22 years with BP in a number of technical roles, including Global
Exploration Adviser and Distinguished Exploration Adviser. Professor Reberts is a non-executive director of GETECH ple
and Medserv plc and has established his own gecscience consultancy. He is a visiting professer and fellow of Royal
Holloway, University of London, the University of Southampton and IFP Schocl in Paris. Professor Rokerts is a member
of Premier’s Rernuneration and Nomination Committees.

Michel Romieu (71}, joined Premier’s Board as a non-executive director in January 2008. Mr Romieu has over 30 years
experience in the interational energy sector, including 25 years with the Ef Group, where he held several senicr
positions including Chief Executive of £If UK and the group’s gas division. He was elected President of the UK Offshore
Operator’s Association for the year 1995, and held the position of Director for Gas of CRE, the French energy regulator,
from 2000 to 2003. He has established his own consultancy specialising in providing advice to the gas industry, and is a
lecturer at the French Petroleumn Institute. Mr Romieu is also President of Uprigaz. He is a member of Premier’s Audit
and Risk and Nomination Committees.

Mike Welton (64), joined Premiers Board in June 2009 as a non-executive director and became Chairman in October
2009. Mr Welton is also Chairman of Southern Water Services Ltd and a director of Morrison Utility Services and High
Speed Two, the government-owned LLC set up to examine high speed rail connections between London and the West
Midlands. He sits on the advisory board of Montrase Associates. Mr Welton was previously Chairman of Hanson plc
(2005-2007), the Turkish/British Business Council and the UK Government’s Railway Sector Advisory Group. He was also
Chief Executive of Balfour Beatty ple (1999-2004). Mr Welton is the Chairman of Premiers Nomination Committee.
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The rote of our Board and compliance

The overall purpose of the Board is to represent the company’s owners, ensure that the company’s strategic chjectives are
properly pursued and that the major business risks are actively monitored and managed. This goes beyond regulatory
compliance and puts the interests of our sharehclders as the Board's primary focus.

The company has established procedures and policies to ensure compliance with the Combined Cede (the Code}. The company
has complied throughout the accounting period with provisions set out in Section 1 of the Code, except where reported below.
While this is an important exercise, the Board does not believe that good governance can be defined merely in terms of
compliance with a set of rules.

The Board

The Board of Directors comprises the Chairman, Chief Executive, four other executive directors and six independent non-
executive directors. Biographica! details of each, induding membership of Board committees are set cut in the Board of
Directors section of the Annual Report and Financial Statements. Details of the executive directors’ service contracts and the
non-executive directors’ letters of appointment are laid out in the Remuneration Report.

Premier is an international business which has to manage a variety of political, technical and commercial risks. It is therefore
important that the Board contains the appropriate mix of skills and experience to meet these challenges. To this end, the
Nomination Committee reviews the structure, size and composition of the Board and where appropriate, makes
recommendations to the Board with regard to any adjustments that are deemed necessary. In selecting new directors, the
Nomination Committee prepares a description of the role and capabilities required for a particular appointment.

Selection of suitable non-executive directors is a matter for Board approval following recommendations made by the Nomination
Committee, Non-executive diractors are appointed for a specified time of three years subject to re-election and to Companies
Acts provisions relating to the removal of a director. The terms and conditions of their appointment are made available for
inspection. Letters of appointment do not specifically set out expected time commitment as this may vary considerably.
However, all nen-executive directors undertake that they will have sufficient time to meet what is expected of them and any
significant commitments are disclosed to the Board prior to appointment. Changes to such commitments are disclosed to the
Board on an ongoing basis.

The non-executive directars bring independent judgement to bear on issues of strategy, performance and resources, including
key appointments and standards of conduct.

We require that our non-executive directors are free from any relationship or circumstances that could materially interfere with
the exercise of their independent judgement. The Board has determined that each of the non-executive directors, with the
exception of the Chairman, is independent.

New directors to the company receive a full induction to the company. This consists of information covering the operations of the
Board as well as meetings with the Board, Chief Executive and other executive directors, All non-executives have direct contact
with the company’s senior executives between Board meetings and also visit the company’s operations in order to familiarise
themselves with its activities and to meet and engage with staff. Shareholders are given the opportunity to meet with new
directors upon request or at the next Annual General Meeting (AGM) following their appointment.

The company has directors’ and officers’ liability insurance in place, and details of the policy are given to new directors on
appointment.

Matters Reserved for Board Dedision are laid down in writing, including the appointment of the Company Secretary wha is
responsible for ensuring that Board procedures and rules are applied. A copy of the Matters Reserved for Board Decision can be
found on the company's website (www.premier-oil.com). Formal procedures are in place to enable individual Board members to
take independent advice where appropriate.

The Board is respensible for overall group strategy, acquisition and divestment policy, approval of major capital expenditure
projects, the overall group debt and equity structure and consideration of significant financing matters. The Board has continued
1o focus its efforts in 2010 on strategic issues which will create shareholder value, monitoring performance against agreed
objectives and planning future business opportunities.

The Board meets at least eight times each year and in addition a regular update conference call takes place in the manths when
no formal meeting is scheduled. The agenda for each Board meeting is set by the Chairman in consultation with the Chief
Executive and the Company Secretary. Board members receive a monthly report of the company's activities which incorporates
an update on progress against objectives and the managerment of business risks.

Formal procedures are in place to ensure the Board's powers of authorisation of conflicts or potential conflicts of interest of
directors are operated effectively. The Board determined that during 2010 these procedures were enforced and adhered to

appropriately.
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The Chairman

The Chairman’s role is part-time and he is a non-executive director. His key responsibility is the leadership of the Board, ensuring
its effectiveness on all aspects of its role and setting its agenda. Between Board meetings the Chairman is responsible for ensuring
the integrity and effectiveness of the Board/Executive relationship. This is effected through regular contact with the Chief
Executive between Board meetings, as well as contact with other Board members, shareholders, joint venture partners and host
governments. The Chairman and the nen-executive directors meet periodically without the executive directors present and the
non-executive directors meet once a year without the Chairman.

The roles of Chairman and Chief Executive are separate and their responsibilities are clearly established, set out in writing and
agreed by the Board.

Mr M W Welton alsc chairs the board of Southern Water Services Ltd.

Senior independent director
Mr J R W Orange is Chairman of the Remuneration Committee and the company's senior independent non-axecutive director.
He is available to shareholders who have concerns that cannot be resolved through discussion with the Chairman or Chief Executive.

Whilst Mr J R W Orange’s service on the Board exceeds the term of nine years suggested by the Code, the Board considers that
as a result of his experience, his long-term perspective of Premier's business and his independence of spirit and objectivity of
mind, his contributions are of great value as an independent director.

Re-election of directors

The Company’s Articles of Association require those directors who have been appeinted since the last AGM, and those who
have held office at the time of the two preceding AGMs and who did not retire at either of them, to retire at the next AGM.

In addition, any non-executive director having held office for mare than nine years is subject to re-election on an annual basis.
However, in accardance with best practice for FTSE 350 companies as published in the Financial Reporting Council's UK
Corporate Governance Code, directors will stand for annual re-election by shareholders.

Board committees

The Board has established Audit and Risk, Remuneration and Nomination Committees. Each committee has formal terms of
reference approved by the Board which can be found on the company’s website (www.premier-oil.com). The Company Secretary
provides advice and support to the Board and all Board committees. Board committees are authorised to engage the services of
external advisers as they deem necessary.

The numker of meetings of the Board and its committees during 2010, and individual attendance by directors, is shown below:

Audit

Board and Risk Remuneration Nomination
Number of meetings 8 4 7 2
Attendance:
R A Allan 8/8 - - -
J Darby 8/8 4/4 &/7 2/2
ARC Durrant 8/8 - - -
N Hawkings 8/8 - - -
| 4 Hinkley? 3/3 - 2/2 172
D C Lindsell 8/8 4/4 &/7 2/2
S C Lockett 8/8 - - 2/2
A G Lodge 8/8 - - -
JRW QOrange 8/8 a/4 17 2/2
Professor D G Roberts 8/8 - 717 22
M Romieu 8/8 4/4 - 2/2
MW Welton 7/8 - - 212
Notes:

1. There were six scheduled meetings of the Remuneration Committee during the year. The remaining meeting (only attended by Mr J R W Orange and
Professor D G Roberts) was called to approve the detail of arrangements approved in principle by a prior scheduled meeting of the Remuneration
Committee.

2. Ms | J Hinkley was appointed to the Board and the Remuneration and Nomination Committees on 1 September 2010.

Executive Committee

The Board has delegated the day-to-day running of the group to the Chief Executive who has established an Executive Committee
to assist him in this role. The Committee is made up of each of the executive directors and the Company Secretary. The Executive
Committee is chaired by the Chief Executive.
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The responsibilities of the Executive Commitiee indude the development of group strategy for approval by the Board, portfolio
management and the delivery of performance against the targets set by the Board. At its meetings it reviews health, safety,
environmental and security perfermance and operational business performance reports.

Three regional business units ~ North Sea and West Africa, Middle East-Pakistan and Asia — manage the geographical spread of
business in the group. Each business unit is headed by a regional business unit manager whe delivers against specific strategies
and performance targets set by the Executive Committee.

Internal control

The Board is responsible for developing, maintaining, and regularly reviewing the group’s system of internal controls. This system
is designed to meet the particular needs of the group but by their nature can only provide reasonable but not absolute assurance
against material misstatement or loss. The key procedures in the control system have been in place for the year under review and
up to the date of approval of the Annual Report and Financial Statements.

Management of business risks — This is an ongeing process, in accordance with best practice, that identifies, evaluates and
manages risks faced by the group. This is based on each business unit and corporate function producing a risk matrix which
identifies the key business risks, the probability of those risks occurring, theirimpact if they do occur and the actions being taken
o ranage those risks to the desired level. Risk acceptance and reduction objectives are defined with particular attention given
to safety and environmental factors, and applied to ensure that the risks are at a level that is as low as reasonably practicable.

The directors receive assurance directly from the business units and functional management through the completion of annual
declarations confirming compliance with the group’s policies, procedures and risk management processes. These processes are
designed to manage rather than eliminate risk of failure to achieve business objectives.

Monitoring — A business management system (BMS) is in force which regulates a wide range of day-to-day activities both in the
UK and overseas offices, including environmental controls, health and safety regulations and political risks. Part of this BMS is a
documented review and assurance activity, which deals with the risk review and audit processes. The pumose of the risk review
process is to identify the significant risks to the business, rate them consistently, and ensure that mitigating measures are in place
to manage them. The purpose of the audit process is to ensure that the policies and procedures within the BMS are being
adhered to and that a process of continuous improvernent and update ensues. In April 2010, a full-time Group Audit and Risk
Control Manager was appointed internally from the senior management team and has assurned accountability for the overall
running of the process, with the Group Financial Controller remaining specifically responsible for the financial aspects.

The effective operation of intemnal control procedures is reviewed by planned audits. In addition, where we are the operator,
audits of joint venture operations are carried out by aur joint venture partners. Where one of our partners is the operator, we
participate in audits of these joint venture partners.

A process of business control reviews has been developed and implemented across the group. This process is designed, inter alia,
to provide assurance to the Board that Premier is embedding effective risk management inte its operations. Significant findings
from zach review are presented to the Audit and Risk Committee. A rolling three-year plan to cover all operations is in place.

During 2010, a number of financial cantrol and operational reviews were carried out. All recommended actions foliowing these
reviews are being implemented.

During 2010, the key business risks and internal control weaknesses identified were formally discussed by the Executive Committee
and the Board on a periodic basis. This process will continue during 2011.

The Board receives regular reports on any major problems that have occurred and how the risks have changed over the period
under review.

Management structure - The Board has overall responsibility for the group and there is a formal schedule of matters specifically
reserved for decision by the Board. Each executive director has been given responsibility for specific aspects of the group's affairs.
The executive directors together with the Company Secretary constitute the Executive Committee which normally meets weekly.

Delegation of authority — Responsibility levels are communicated throughout the group as part of corporate accounting and through
an authorisation manual which sets out, inter alia, delegated authority levels, segregation of duties and other control precedures.

Quality and integrity of personnel - The integrity and competence of persennel is ensured through high recruitment standards
and subsequent training.

Budgetary process — There is a comprehensive budgeting system with an annual budget approved by the Board covering capital
expenditure, cash flow, the income statement and balance sheat. Monthly results are reported against budget, and revised forecasts
for the year are prepared regularly. Separate approval processes and limits are in place for unbudgeted expenditure iterns.

investment appraisal — The group has clearly defined procedures for capital expenditure. These include authority levels,
commitment records and reporting, annual budget and detailed appraisal and review procedures. The authority of the directors
is required for key treasury matters including changes to equity and loan financing, interest rate and foreign currency policy
including foreign currency hedging, oil price hedging, cheque signatories and opening of bank accounts. Compighensive due
diligence work is carried out if a business or an asset is to be acquired.
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During 2010, the Board reviewed the group’s system of internal controls and is satisfied that all the controls in place are
appropriate to provide reasonable assurance against any material misstaternent or loss. The review is conducted on a regular
basis and changes are made to internal control systems to address any new risks or exposuras arising as a result of changes to
the business or the business environment. '

Board performance evaluation

During the year, an evaluation of the performance of the Board, its committees, the individual directors and the Chairman, was
conducted. The Board and committee evaluations were externally facilitated and comprised a written questionnaire and a series
of one-to-one interviews with all directors. The questionnaire and interviews covered a number of key areas including strategy,
succession planning, Board size and composition, risk management and the relationship between the Board and management.
The results of the reviews were then considered by the Chairman and discussed by the Board as a whole.

The performance of individual non-executive directors was evaluated by the Chairman, with input from the committee chairmen
and the other directors. The performance of the Chief Executive and other executive directors was evaluated by the Chairman
and non-executive directors.

The directors have concluded that, following this evaluation, the Board and its committees operate effectively. Recommendations
were made to further enhance the performance and effectiveness of the Board and a process of continuous improvement is now
being led by the Chairman.

Communication with shareholders

Communication with shareholders is given significant attention. Extensive information about the group’s activities is provided in
the Annual Report and Financial Statements, the Half Yearly Report, Trading Updates and Interim Management Statements, all
of which are available to shareholders. The company has also produced a summary review document in each of the last eight
years highlighting Premier’s capabilities and operations. These documents are available to all shareholders. The company's
website (www.premier-oil.com} also provides detailed information on the group's activities.

In accordance with current regulations, the company uses its website as its default methed of publication for statutory
documents to reduce printing costs and help benefit the environment. The company operates a process of deemed consent;
shareholders are given 28 days to indicate whether they wish to continue receiving hard copies of all statutory documents by
post, before being deemed as consenting to web-based communications. Consenting shareholders are sent notification in the
post each time the company places a statutory document on its website.

All new shareholders receive hard copies of statutory documents until the next deemed consent process is undertaken.

Shareholders can request all future communications te be sent by post, or request a hard copy of a particular document which
has been published on the company’s website fwww.premier-oil.com).

The company prometaes the use of online shareholder services at www.premier-oil-shares.com. On this website, sharehclders are
able to access their shareholding and to update their address or submit queries on their account directly to the company’s
registrars. Shareholders aiso have the ability to vote online prior to the 2011 AGM. The share portal also encourages
shareholders to register to receive communications by e-mail, rather than by post, thus further reducing the number of
documents printed and distributed. Shareholders who have registered receive an e-mail notifying thern when the company has
added a statutory document to its website. For each new registration processed, the company will donate £1 to PURE the Clean
Planet Trust, a UK charity dedicated to combating dimate change.

The company has posted guidelines on its website, advising shareholders of how tc deal with potential scams, where
shareholders may have received unsalicited phone calis concerning investment matters, often where callers have stated they
work for a subsidiary of, or on behalf of, the company. Shareholders are advised to be wary of any unsolicited advice, offers to
buy shares at discount, or offers of free analysis reports, as the company does not retain the services of any such business for
these purposes.

There is regular dialogue with institutional investors, and the Chairman, Chief Executive and Finance Director, who are the
directers responsible for dealing with shareholders, ensure that other members of the Board receive full reports of these
discussions. Enquiries from individuals on matters relating to their shareholding and the business of the group are welcomed and
are dealt with in a timely manner. All shareholders are encouraged to attend the AGM to discuss the progress of the group.

By order of the Board

$ € Huddle
Company Secretary
23 March 2011
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Audit and Risk Committee Report

The Audit and Risk Committee (the Committee) is appointed by the Board from the non-executive directors of the company. The
Committee’s terms of reference include all matters indicated by the Disclosure and Transparency Rule 7.1 and the Combined Code.

The Committee is responsible for:

*  monitoring the integrity of the financial statements of the company and formal announcements relating to the company’s
financial performance and reviewing any significant financial reporting judgements contained therein;

* reviewing the company's internal finandal and operational control and risk management systems, including the results of
business control reviews;

*  overseeing the company's relationship with its external auditors, including making recommendations as to the appointment
or reappointment of the external auditors, reviewing their terms of engagement, monitoring their independence and
develeping and implementing policy governing any engagement of the external auditors to supply non-audit services; and

*  reviewing the effectiveness of the company’s whistleblowing procedures.

The Committee is required to report its findings to the Board, identifying any matters an which it considers that action or
improvement is needed, and make recommendations on the steps to be taken.

Composition of the Audit and Risk Committee

The Committee comprises cnly non-executive directors. Its members are Messrs D C Lindsell (Chairman), J Darby, J R W Orange
and M Romieu. The Company Secretary acts as secretary to the Committee. Mr D C Lindsell is a chartered accountant with
expertise in accounting and auditing. The Board considers all members of the Committee to have the relevant commercial and
financial experience to assess effectively the complex financial reporting, risk and internal control issues relevant to the company.

The Committee may engage the services of external advisers as it deems necessary in the furtherance of its duties, at the
company's expense. No external advisers materially assisted the Committee during the year.

Meetings
The Committee is required to meet at least three times per year and has an agenda linked to events in the company's financial
calendar.

Minutes of Committee meetings are distributed te all Board members and the Committee Chairman reports to the Board on
each Committee meeting and matters arising from it.

The Committee is satisfied that it receives sufficient, reliable and timely infermation from management in order to enable it to
fulfil its responsibilities.

Overview of the actions taken by the Audit and Risk Committee to discharge its duties

The Committee met four times in 2010. In January it considered accounting and reporting issues relating to the full-year results
in March. In March it reviewad the full.year rasults, the Annual Report and Financial Statements and its annual assessment of the
effectiveness of intemal controls to enable the Board to make its statement on internal control in the Corporate Governance
Repart. In July it considered the accounting and reporting issues relating to the half-year results, and in August it reviewed the
half-year results. At each meeting other than March, the results of the group’s internal control reviews performed since the
previous meeting, including any recommendations for improvements, were reported to and discussed by the Committee.

More specifically, the responsibilities of the Committee were discharged as follows:

¢ the Committee reviewed the risk management process designed to identify the key risks facing the group and how these
risks were being managed. It also reviewed the findings from financial and operating controls reviews carried out during the
year, together with progress in implementing any required improvements. Additionally it has reviewed the effectiveness of
the group's internal controls and disclosures made in the Annual Report and Finandial Statements. Controls reviews are
carried out by third party firms as well as by Premier staff with the necessary expertise;

*  the Committee reviewed the findings from the external auditors’ audit of the 2009 financial statements and their 2010 half-
yearly review, and the audit plan for the 2010 audit. The fee proposals for the audit and half-yearly review were considerad
and agreed, and the Committee reviewed the scope and fees for non-audit assignments awarded to the external auditors
to satisfy itself that the assignments concerned did not give rise to threats to the auditers’ independence and objectivity;

* the Committee met with the Finance Director and external auditors as part of the half-yearly and final financial staternents
review and approval process. The Committee considered assumptions about the future and other sources of estimation
uncertainty, as well as the most appropriate treatment and disclosure of any new or judgemental matters that may have a
significant effect on amounts in the financial statements;

* the performance and effectiveness of the Committee was reviewed as part of the Beard performance evaluation process.
The Committee was considered to be operating effectively and in accordance with the Financial Reporting Council
Guidance on Audit Committees; and

* the Committee met twice in the absence of management with the external auditcrs in March and in July and no matters of
significance were drawn to the Committee’s attention at either of these meetings.
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Internal audit

The Committee also carried out its annual review into whether it is appropriate for the company to establish an internal audit function.
The Board places great emphasis on the importance of risk management and control at all operating levels in the business and is
confident that this culture is in place. The Committee took account of the fact that the company obtains independent confirmation
of its internal financial controls from a variety of sources; these include joint venture and gevernment audits and the use of
specific reviews using third party specialists. As a result, the Committee concluded that there was no need for a dedicated
internal financial audit resource.

As reported last year, the Committee took the decision te appoint an Operational Audit and Risk Control Manager, with the
prime responsibility for managing the operational audit and control review process. This appointment was made in April 2010
with one of cur senior managers being appointed to this role under the title of Group Audit and Risk Contrel Manager. The main
focus of the role in 2010 has been to review and begin the process of updating our audit and risk assurance policy and procedures.

External auditor
Deloitte LLP {Deloitte) was initially appointed external auditor of the company in 2004.

The Committee regularly reviews the issue of the independence of the external auditors. This review considers the overall
relationship between the auditors and the company, based on feedback from the company’s finance team and from the auditors,
and the nature and extent of non-audit services provided by the auditors, and takes account of the safeguards established by the
auditors against loss of audit independence, including rotation of the audit partner and other key members of the audit team.

The Committee has a policy on the use of auditors in a non-audit capacity which is aimed at ensuring their continued
independence. The use of the external auditors for services relating to accounting systems cr financial statements is not
permitted, as are various other services that could give rise to conflicts of interest or other threats to the auditors’ objectivity that
cannot be reduced to an acceptable level by applying safeguards. The Committee believes that there is non-audit work such as
certain assurance and advisory services that may be best performed by the auditors as a result of their unique knowledge of the
company. Any material non-audit work of this nature requires approval by the Committee. The palicy and overall fees paid to our
auditors are also reviewed on an annual basis by the Committee.

Deloitte are required to confirm to the Committee that they have both the appropriate independence and objectivity to allow
them te continue to serve the members of the company. The Committee alsc requires the external auditor to confirm that in
providing non-audit services, it complies with the Ethical Standards of the UK Auditing Practices Board. This confirmation was
received for 2010.

The Committee reviews the expertise, performance and effectiveness of the auditors. On the basis of the reviews carried out, the
Committee recommended to the Board that it should propose the reappeintment of Deloitte as the external auditor of the cornpany.

By order of the Board

D C Lindsell
Chairman of the Audit and Risk Committee
23 March 2011
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Risk factors
Premier is an internationat business which has to face a variety of strategic, operational, financial and external risks.

Prernier’s business, financial standing, results and reputation may be impacted by various risks. Not all of these risks are within
the company’s control and the company may be affected by risks other than those listed below.

Clear responsibility

The Board is responsible for overall group strategy, acquisition and divestment policy, approval of major capital expenditure
projects, corporate costs and significant financing matters and the management of risks. The Board recognises that risk is
inherent across Premier’s operations, and all activities are subject 10 an appropriate review to ensure that risks are identified,
monitored and if possible, managed.

Risk management process

Premier has an established business management system which includes an integrated risk management process for identifying,
evaluating and managing risks faced by the group. This is based on each business unit and corpoerate function producing a risk
matrix which identifies the key business risks — strategic, aperational, financial and external - the probability of those risks
oceurring, their impact if thay do occur and the actions being taken to manage those risks to the desired level. Risk acceptance
and reduction objectives are defined with particular attenticn given to reducing them to as low as reasonably practicable. These
risk matrices are updated on a regular kasis and made available to the Executive Committee.

Key risks facing Fremier, their potential impacts and the company's responses are outlined below. Effective risk management is
critical to achieving the company's strategic objectives and protecting the company’s assets, personnel and reputation. Premier
rmanages its risks by maintaining a balanced portfolio, through compliance with the terms of its agreements and application of
appropriate policies and procedures and through the recruitment and retention of skilled individuals throughout the
organisation.

Key business risks

Reserve replacement

Future oil and gas production will depend on our access to new reserves through expleration, negotiations with governments
and other owners of reservas and acquisitions. Failures in exploration or in identifying and finalising transactions to access
potential reserves could slow our oil and gas production and replacement of reserves. Premier manages these risks by proactive
project planning and milestone driven performance criteria. For exploration, effective peer reviews and thorough diligence on
new areas allow us to mitigate risk of failure.

Competition

Premier operates in a very challenging business environment and faces competition on access to exploration acreage, gas
rmarkets, oil services and rigs, technology and processes and human resources. We mitigate this by focusing cur activities on
acreage and businesses where we hold a competitive advantage.

Production

The delivery of Premier's production depends on the successful development of its key projects. In developing these projects we
face numerous challenges. These include uncertain geology, availability of technology and engineering capacity, availability of
skilled resources, maintaining project schedules and managing costs, as well as technical, fiscal, regulatory, political and other
conditions. Such potential obstacles may impair the company's delivery of these projects and, in turn, the company’s operational
performance and financial position (including the financial impact from failure to fulfil contractual commitments related to project
delivery). We mitigate these risks by maintaining a balanced portfolio of producing assets and applying best practice to our operations.

Health, safety, environment and security (HSES)

Given the range of Premier’s cperated and joint venture production operations gleobally, our HSES risks cover a wide spectrum.
These risks include major process safety incidents; failure to comply with approved policies; effects of natural disasters and
pandemics; social unrest; civil war and terrorism; exposure to general operaticnal hazards; personal health and safety; and crime.
The consequences of such risks materialising can be injury, loss of life, environmental harm and disrupticn to business activities.
Depending on their cause and severity, they can affect Premier’s reputation, operational performance and financial position.
Premier has an effective and comprehensive HSES management systern to mitigate this risk and support safe and secure
exacution of all critical activities.

Reputation

Premier strives to be a good comporate citizen globally and has strong and positive relationships with the governments and
communities in the countries where we do business. This is important for maintaining our licence to operate and our ability to
secure new resources. Our business principles govern how Premier conducts its affairs. Failure - real or perceived - to follow
these principles, or any of the risk factors materialising, could harm our reputation, which could impact our licence to operate,
financing and access to new opportunities.
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Human resources
Premier’s key human resources are essential for the successful delivery of its projects and continuing operations. Lass of

personnel to competitars or our inability to attract quality human resources coule affact cur operational performance and growth
strategy. Premier has created salary, bonus and long-term incentive arrangements designed te incentivise loyalty and good
performance.

Commodity prices

Qil and gas prices are affected by global supply of and demand for these commedities. Factors that influence these include
operational issues, natural disasters, weather, political instability or conflicts and economic conditions or actions by major oil-
exporting countries. Price fluctuations can affect our business assumptions and can impact investment decisions and finandial
pasition. Premier manages this risk with an oil and gas hedging programme to undergin our financial strength and capacity to
fund our future developments and operations.

Financial discipline

Prerier has established financial pelicies and processes to ensure that it is able to maintain an appropriate level of liquidity and
financial capacity and to manage the level of assessed risk associated with the financial instruments. A detailed set of financial
and treasury policies and a delegation of authority manual are also in place to reasonably pretect against risk of financial fraud
in the group.

All major investment decisions taken consider an appropriate financial benchmark to secure against downside risk of such
investrnents, The group alsc undertakes an insurance programme te reduce the potential impact of the physical risks associated
with exploration and production activities. In addition, business interruption cover is purchased for a proportion of the cash flow
from producing fields. Cash balances are invested in short-term deposits with minimum A credit rating banks, AAA managed
liquidity funds and A1/P1 commercial paper subject to Beard approved limits.

Further information on financial instruments and financial risk factors can be found in note 17 in the notes to the consolidated
financial statements.

Host government — political and fiscal risks

Premier operates in some countries where political, economic and social transition is taking place. Developments in politics,
laws and regulations can affect our operations and earnings. Potential developments include forced divestment of assets; limits
on production ar cost recovery; imzort and export restrictions; international conflicts, induding war; civil unrest and local security
concerns that threaten the safe operation of company facilities; price controls, tax increases and other retroactive tax claims;
expropriation of property; canceflation of contract rights; and environmental regulations. [t is difficult to predict the timing or
severity of these occurrences or their patential effect. If such risks materialise they could affect the employees, reputation,
operational perfermance and financial position of the group.

Jeint ventures and partners

Inherently, oil and gas operations globally are conducted in a jeint venture envirenment. Many of our major projects are operated
by our partners. Qur akility to influence our partners is semetimes limited, due to our small shares in major non-operated
development and production operations. Non-alignment on various strategic decisions in joint ventures may result in
operational or production inefficiencies or delay. Premier mitigates this risk by continucus and regular engagement of its
partners in operated and non-operated projects.
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The Nomination Committee (the Committee) presents its report in relation to the finandial year ended 31 December 2010.

Composition and role of the Nomination Committee

The Committee meets as and when required and comprises Messrs M W Welton (Chairman}, J Darby, D C Lindsell, 5 C Lockett,
M Romieu, J R W Qrange, Professor D G Roberts and Ms | J Hinkley. The Board considers the membership of the Nomination
Committee o be in compliance with the Combined Code.

The Committee met twice in 2010. Formal meetings are held to consider standing items of business; there is also a significant
level of ad hoc discussion between members of the Committee, particularly when a recruitment exercise is taking place.

The role of the Committee includes:

*  reviewing the structure, size and composition of the Board and making recommendations to the Board with regard to any
adjustments that are deemed necessary. This requires an ongoing assessment of the appropriate skills-mix required at
Board level in light of the strategy of the company in the medium-term;

= responsibility for identifying and nominating candidates, subject to Board approval, to fill Board vacancies as and when they
arise and to prepare a description of the role and capabilities required for a particular appeintment; and

* reviewing the development and leadership potential of senior executives below Board level and ensuring that appropriate
succession plans are in place for both Board and senior positions.

During 2010, following an evaluation of the skills, knowledge and experience on the Board, the primary work of the Committee
has been the process to select an additional non-executive director. To assistin this task, the company engaged external
consultants to identify appropriate candidates for the role. The Committee proposed its candidate for appointment and,
following disclosure of the candidate’s other significant commitments, the full Board concluded that Ms | J Hinkley ke appointed
to the Board.

Induction procedure

The Company Secretary supports the Chairman and the Chief Executive in ensuring new directors receive appropriate induction
and training. Cn joining the Board, a director undergoes a structured induction programme, including the receipt of a
comprehensive induction pack which includes various governance related issues. The new directer meets with each of the
executive directors and senior management. If appropriate, the new director also attends external training courses following his
or her appointment which are taitored to his or her requirements.

By order of the Board

M W Welton
Chairman
23 March 2011
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Report of the Directors

The directors present their annual report on the affairs of the group, together with the audited group financial statements for the
year ended 31 December 2010. The Corporate Governance Report set cut on pages 28 to 31 forms part of this report.

Results and dividends
The group’s net profit for the year amounted to US$129.8 million (2009: profit of US$113.0 million). A dividend is not proposed
(2009: USSnil).

Principal activities

The principal activities of the group are oif and gas exploration, development and production. The group operates through
subsidiary undertakings and joint ventures, details of which are shown in note 10in the notes to the consolidated financial
statements.

Business review

The company is required by the Companies Act 2006 to set out in this report a fair review of the business of the group during
the financial year ended 31 December 2010 and of the position of the group at the end of the year (the business review). The
information that fulfils the requirements of the business review can be found in the following sections of the Annual Report and
Financial Statements:

*  Chief Executive'’s Review

*  Financial Review

s Company Risk Factors

s Key Performance Indicators

+  Envircnmental, employee, social and community matters, within the Social Performance Review

The Chairman's Statement, Chief Executive’s Review and the Financial Review also include details of expected future
develeprments in the business of the group.

Annual General Meeting (AGM)
The company’s $th AGM will be held on Friday 20 May 2011 at 11.00am. The Notice of the AGM, together with details of all
resolutions which will be placed before the meeting accompanies this report.

Directors
The directors who served throughout the year (except as noted} were as follows:

¢ MrMike Welton {Chairman)?

s  MrRobin Allan

*  MrJoe Darby*®s

e  MrTeny Durrant

*  Mr Neil Hawkings

*  Ms Jane Hinkley (appointed 1 September 2010)"5
*  Mr David Lindseliz ¢

*«  Mr Simon Lockett (Chief Executive)®

e  MrAndrewLodge

*  MrJohn Orange (senior independent non-executive director)'>¢
s Professor David Roberts? ¢

*  Mr Michel Romieu®¢

Notes:

. Chaimman of the Remuneration Committee

. Chaimman of the Audit and Risk Committee

. Chairman of the Nomination Committee

. Member of the Rermuneration Committee

. Member of the Audit and Risk Cormmittes
. Member of the Nomination Committee

o B W N~

Biographical details of all directors can be found in the Board of Direciors section set cut on pages 26 and 27 of this report.
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Report of the Directors (continued)

Directors’ election
In accordance with best practice for FTSE 350 companies as published in the Finandal Reporting Council's UK Corporate
Governance Code (the Code), directors will stand for annual re-election by shareholders.

Mr J R W Crange, who will be retiring from the Board at the forthcoming AGM, will not stand for re-elaction. Ms [ J Hinkley.
having been appointed by the directors since the last AGM, will step down at the forthcoming AGM and, being eligible, will
offer herself for election by shareholders. All other directors will retire at the forthcaming AGM and, being eligible, will offer
themselves for re-election by shareholders.

With regard to the appointment and replacement of directors, the company is governed by its Articles of Association, the Code,
the Cornpanies Act 2006 and related legislation, The powers of directors are described in the Corporate Governance Report and
in the Matters Reserved for Board Decision, a copy of which can be found on the company's website (www.premier-oil.com). The
company’s Articles of Association may only be amended by special resolution at a General Meeting of the shareholders.

Directors’ interests
The directors who held office at 31 December 2010 had the following interests in the Ordinary Shares of the company:

At 1 January At

2010 or date of 31 Decernber At 23 March
Nare appointment 2010 2011
R A Allan? 31,961 106,854 156,992
J Darby? 5777 5,777 5777
AR CDurrant! 47,252 96,092 145,631
MN Hawkings'4 4471 30,669 73,552
1 J Hinkley - - -
D C Lindsell? 4,333 4,333 4,333
S C Lockett? 78616 187,110 268,659
A G Lodge' 73 13,829 13,847
JRW Orange?? 12,277 6,777 4,777
Professor O G Reoberts - - -
M Romieu - - -
M W Welton - 1,830 1.830
Notes:

1. The beneficial interests of tha executive directors include personal shareholdings together with Share Incentive Plan Partnership Shares and any Matching
Shares held for more than three years.

2. The benefical interests of the non-executive directors comprise parscnal shareholdings.

3. Thisincludes 1,444 Ordinary Shares held by Mr J R W Orange’s wife,

4, Thisincludes Ordinary Shares held by Mr N Hawkings' wife (nil Ordinary Shares held as at 1 January 2010, 14,91 Ordinary Shares held as at 31 December
2010 and 34,604 Ordinary Shares held as at 23 March 2011}

Directors’ interests in share options, deferred bonus shares, Deferred and Matching Share Awards under the Asset and Equity
Plan, Performance Share Awards under the Long Term Incentive Plan and Deferred Share Incentive Plan entitlements are shown
in the Remuneration Report together with details of the remuneration of all directors who served during the year.

Directors’ indemnities

The company has granted an indemnity to all of its directers under which the company will, to the fullest extent permitted by law
and to the extent provided by the Articles of Association, indemnify them against all costs, charges, losses and liabilities incurred
by them in the execution of their duties.

Share capital

Details of the issued share capital, together with details of the movements in the company’s issued share capital during the year
are shown in note 19 to the cansolidated financia! statements. The company has one class of Ordinary Share which carries no
right to fixed income. Each share carries the right 1o one vote at General Meetings of the company.

There are no specific restrictions on the size of a holding nor on the transfer of shares, which are both governed by the general
provisions of the Articles of Association and prevailing legislation. The directors are not aware of any agreements between
holders of the company’s shares that may result in restrictions on the transfer of securities or on veting rights. Details of
employee share schemes are set out in note 19. The voting rights in relation to the shares held within the Employee Benefit Trust
are exercisable by the trustees. Details of the number of shares held by the Employee Benefit Trust are set cut in the
Remuneration Report on pages 40 to 58. No person has any special rights of control over the company's share capital and all
issued shares are fully-paid.
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Substantial shareholders
At 23 March 2011 the company had received notification from the following institutians, in accordance with Chapter 5 of the
Disclosure and Transparency Rules, of interests in excess of 3 per cent of the company's issued Ordinary Shares with voting rights:

Notified MNotified

number of percentage of Nature of
Name of shareholder voting rights  voting rights holding?
BlackRock Inc 11,224,700 Q.750 Indirect
AXA SA. & group companies 7,498,283 9130 Indirect
Ameriprise Financial Inc 4,028,672 5.076 Indirect
Schroders plc 5,781,636 4970 Indirect
Aviva plc 3,859,867 4,870 Direct
Legal & General Group plc 4586471 3990 Direct
Bear, Stearns International Trading Ltd 2,552,847 3109 Direct

Note:
1. Where the nature of the holding is both direct and indirect, the larger holding has been quoted.

Supplier payment policy
The group's policy in respect of its suppliers is to establish terms of payment when agreeing the terms of business transactions
and to abide by the terms of payment. The group’s narmal payment terms are four weeks.

Hedging and risk management

Details of the group's policy on hedging and risk management are provided in the Financial Review. A further disclosure has
been made in note 17 of the notes to the consolidated financial statements related to various financial instruments and exposure
of the group to price, credit, liquidity and cash flow risk.

Subsequent events
Post balance sheet events are disclosed in note 26 of the notes to the consolidated financial statements.

Charitable and paolitical denations
During the year the group made charitable contributions amounting to US$708,614 (2009: US$231,337). No political
contributions were made during the year (2009: US$nil}.

Significant agreements — change of control

There are a number of agreements that take effect, alter or terminate upon a change of control of the company such as
commercial contracts, bank loan agreements, property lease arrangements and employees’ share plans. None of these is
considered to be significant in terms of their likely impact on the business of the group as a whole.

Furthermore, the directors are not aware of any agreermants between the company and its directors or employees that provide
for compensation for loss of office or employment that occurs because of a takeover bid.

Auditors
Each of the persons who is a director at the date of approval of this Annual Repert and Financial Statements confirms that:

* 5o far as the director is aware, there is no relevant audit information of which the company’s auditors are unawaie; and

+ the director has taken all the steps that they ought to have taken as a director in order to make themselves aware of any
relevant audit information and to establish that the company’s auditors are aware of that information,

This confirmation is given and should be interpreted in accordance with the provisions of 5418 of the Companies Act 2006.
A resolution to reappeint Deloitte LLP as auditors will be put to shareholders at the forthcoming AGM.

By order of the Board

S C Huddle
Company Secretary
23 March 2011
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Remuneration Report

This report explains cur remuneration policy for executive directors and senior executives and sets out payments made to
executive directors in refation to the vear under review. The company rewards its executives i a variety of ways which are
intended to ensure that remuneration is competitive and aligned with shareholders’ interests. To this end, in addition to base
salary and benéfits there is an annual bonus paid on the achisverment of annually set targets and share awards designed to
reward long-term performance. Under both the annual bonus and Long Term Incentive Plan (LTIP} a portion of any award is
deferred and under the LTIP is dependent on further significant performance. Details of the various schemes, which cover awards
granted in previous years as well as the policy for those for 2011 are detailed in this report.

As the chart below shows, £100 invested in Premier Oil shares on 1 January 2006 would now be worth £293.10, a growth of 193.1
per cent. This compares with growth of the FTSE All Share Oil & Gas Producers Index of 34.6 per cent over the same period and
growth in the price of oil of B7.2 per cent. The management team has demonstrated an ability to create substantial value for
shareholders. As a result, we are satisfied that they should be rewarded well for delivering this performance in 2010,

The Remureration Committee’s key challenge in relation to future policy is to balance the incentivisation of the management
team to create further shareholder value against the need to ensure that this does not put at risk the value created to date and
the overall stability and sustainability of the business.

In this regard we believe we have balanced the remuneration policy appropriately, recagnising the following factors:
*  base salarias for executive directors are now broadly in line with our desired pesitioning of paying at around the median of
our peer group, following adjustments this year and possibly a further adjustment to the Chief Executive's salary next year;

*  ourannual benus plan is based on a balanced scorecard of operational metrics. The achievement of these metries is
carefully assessed each year by the Remuneration Committee, the result being that maximum bonuses have not been paid
in the last five years. Significant bonuses will continue to be subject to an element of share-based deferral;

* the most significant potential remuneration for all employees comes through the LTIP. Under this share-based plan,
perfarmance is assessed over three years (six years if the matching scheme is included), requiring both strong share price
growth and relative stock market aut-performance over the period. To ensure that any potential for reward for failure is
minimised and to optimise the link between reward and performance, this plan has certain safeguards. |n particular, the
amount that executives may receive is subject to various caps and discretion to scale back awards based on broader factors
beyond the precise performance targets set; and

»  for 2011 we are further improving the risk prefile of the package by adding a provision for dawback of incentive payments
in certain situations and adding minimum sharehelding guidelines for senior executives.
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Compliance

This report has been prepared in accordance with schedule 8 of the Companies Act 2006 and the Large and Medium-Sized
Companies and Groups {Accounts and Reports) Regulations 2008. The report has been divided into separate sections for
audited and unaudited information. Part A of the report is not subject to audit. Part B contains infarmaticn which has been audited.

As required, this report is being put to shareholders at the forthcoming AGM for an advisory vote.

Throughout 2010 the company complied with the provisions of the Combined Code on Corporate Govemance {the Code)
regarding best practice on the design of performance-related remuneration.

Remuneration Committee

The Remuneration Committee {the Committee) normally meets at least four times a year {2010: six scheduled meetings) and
determines the remuneration of the Chairman, the executive directors and senior management. The Committee is composed
entirely of non-executive directors and comptises MrJ R W Orange, wha chairs the Committee and is the company's senior
independent non-executive director, Ms | J Hinkley and Messrs J Darby, D C Lindsell and Prefessor D G Roberts. The Board
considers that the membership of the Committee is compliant with the Code recommandations. Mr M W Welton, the company's
Chairman, is not a member of the Committee, but attends meetings by invitation. Mr § C Lockett is not a member of the
Committee but attends meetings by invitation, except when his own remuneration is being discussed, to ensure that the Chief
Executive is fully aware of discussions concerning remuneration policy and the remuneration packages of its most senior
management.

No director of the company is involved in determining his own remuneration. The determination of the remuneration of the non-
executive directors is a matter reserved for Board decision.

The Committee acts within its agreed wiitten terms of reference and complies with the relevant provisicns of the Code in
implementing its remuneration policy. The terms of reference are published on the company's website {www.premier-oil.com).

The role of the Committee includes:
*  considering and determining the remuneration policy for the Chairman, executive directors and senior management;

*  within this agreed policy, considering and determining the total compensation package of each executive director of the
company;

*  considering and advising on the general principles under which remuneration is applied to employees of the company;
*  considering the design of the annual bonus plan for senior executives;

s determining the quantum and performance conditicons for awards to be made under the company’s long-tarm incentive
schemes; and

+ determining the policy for pension arrangements, service agreements and termination payments to directors and senior
management.

11
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Remuneration Report (continued)

Matters considered by the Committee during its 2010 meetings

2010 Standing agenda iterns Other agenda items
January ¢ Determination of 2009 annual bonus plan award ¢ Policy for treatment of de-listed companies in TSR
» Determination of vesting of 2007 AEP awards comparator group
- calculation of Equity Pool *  Early vesting of outstanding deferred share awards and
¢ 2010bonus plan design change to forfeitable share structure

- metrics and performance conditions
+ 2010LTIP award
- grant levels under equity pool and
Performance Share Awards
- performance conditions: selection of Total
Shareholder Return (TSR) group for Performance
Shares and Matching Shares

March * Determination of vesting of 2007 AEP awards » Consideration of initial advice on senior exacutive
— calculation of Asset Pool pensions
+  Confirmation of 2007 Matching Award

May + Approval of 2010 LTIP awards * Consideration of Indonesian employee incentive
» Review of executive remuneration strategy arrangements
* Consideration of funding level of pension scherne

August * Review of progress against 2010 annual » Review of senior executive pensions policy
bonus metrics * Consideration of approach to capping payments under
* Review of progress against long-term the 2008-2010 cycle of AEP and for pelicy going forward
incentive plan performance metrics * Review of senior executive remuneration strategy

{management received advice from PwC}

October * Update of progress against 2010 annualbonus ¢ Consideration of policy in relation to capping 2008-2010
metrics and outstanding LTIP and matching AEP awards and policy going forward
share awards + Conclusions drawn form review of executive

remuneration palicy

Novemnber * Additional meeting to discuss matters outside * Conclusions drawn from review of senior executive
normal standing agenda items pensions policy
» Finalisation of proposed changes to remuneration policy
for 2011

* Finalisation of proposal in refation to capping 2008-2010
AEP awards and policy going forward

¢ Consideration of draft shareholder consultation letter
regarding changes to remuneration palicy

» Consideration of appropriate remuneration
benchmarking comparaters

Hewitt New Bridge Street (a trading name of Aon Corporation) is the independent adviser to the Remuneration Committee,
Neither Hewitt New Bridge Street nor any other part of Aon Corporatien provided other services to the cornpany during the
year. During the period under review, the Committee sought the assistance of the Chairman and the Chief Executive on matters
relating to directors’ and senior management’s performance and remuneration. During the year the Committee also took advice
from Capita Hartshead in relation to pension policy.

Part A: Remuneration policy for 2011
Summary of Premier Oil's remuneration policy for 2011

Fixed remuneration Performance linked remuneration - subject 1o payout caps and clawback provisions
rBase salary l Annual bonus Long Term Incentive Plan
Bonefite: ot dical * 100 per cent of salary max * Paerformance shares - TSR
ene Ilt? &g. private madica * KPl scorecard based * Share of equity growth - share price
cover, e assurance * Share-based deferral above * Matching shares — TSR
Pension: final salary based J 50 per cent of salary * Up to six-year performance period overall

Minimum shareholding requirement of 200 per cent of base salary for Chief Executive and 100 per cent of salary for other
executive directors
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Part A: Remuneration policy for 2011 (continued)

The company's remuneration policy for executive directors is to provide remuneration packages which reward employees fairly
and responsibly for their contributions and aims to deliver superior remuneration for superior performance. Remuneration
packages are intended to be sufficiently competitive to attract, retain and motivate individuals of the quality required to achieve
the group’s objectives and thereby enhance shareholder value. The Committee takes account of the tevel of remuneration paid
in respect of comparable positions in similar companies within the industry, as well as broadly similar sized companies by market
cap in the FTSE 250 index, and also pay and conditions throughout the remainder of the group.

The main components of executive directars’ remuneration are basic salary, an annual bonus scheme with cash and deferred
share elements, benefits, eligibility te participate in the company’s long-term incentive schemes (and all employee share
schemes} and pension provision. The company seeks to strike an appropriate balance between fixed and performance-related
elements. In respect of its senior management, the approach is that the greater part of total remuneration should be delivered
through perfermance-related incentives and, in particular, long-term share-based incentives. These incentive schemes are
designed to align the interests of executives with those of shareholders and establish a dear link between pay and performance.

The chart below illustrates the average mix between the fixed and variable elements of remuneration of the executive directors
at on-target and maximum performance. Target performance assumes 60 per cent bonus payout and a fair value of long-term
incentive awards calculated using an options pricing model. Stretch performance assumes all bonus, perfermance share and
matching awards vest in full with share price growth of 15 per cent per annum compound. This shows the significant level of
gearing in the package towards stretch performance targets:

Average mix of executive director remuneration for on-target and maximum performance

In line with the Association of British Insurers’ Guidelines on Respansible Investment Disclosure, the Committee ensures that the
company's remuneration policy will not raise environmental, social or governance risks by inadvertently motivating irresponsible
behaviour (e.g. one cf the important factors in determining benus performance is the achievement of specific HSE targets). More
generally, the Committee ansures that the overall remuneration policy does not encourage inappropriate operational risk.

The Committee has recently conducted a review of the company's remuneration arrangements which concluded that the current
remuneration arrangements were broadly appropriate but that scme correctional changes should be made to the salaries of the
executive directors and the operation of the LTIP. The company has alse introduced clawback provisions into the annual bonus
and LTIP arrangements and sharehelding guidelines for the executive directors and members of the Executive Committee. Prior
to implementing these changes the Committee consulted with major shareholders.

Base salary

The Committee aims to position the base salaries for the executive directors at a mid-market level for comparable positions
in similar companies within the industry and the FTSE 250 taking into account the performance of the company and the
performance of the individual. In this regard the policy has changed compared to prior years, where the policy had been to
position salaries between median and upper quartile. The company’s policy for all other employees is to target salaries at the
upper quartile of comparable positions within the industry. The Committee believes that this positioning is appropriate given
the competitive marketplace that exists within the industry in which it operates.

While the Committee does not slavishly follow market data it has been aware that Mr S C Lockett’ salary has been below its
assessment of a mid-market level for some time. Recognising the outstanding track record of performance of the individual and
the company, the Committee has decided that it is now time to correct this anomaly and intends to increase his salary to a
broadly mid-market level over the next two years. The increase of 14.9 per cent for 2011 represents a significant step toward
achieving the Committee’s desired positioning. Awards of between 3.3 per cent to 6.3 per cent for the other executive directars
reflect the fevel of increases for the wider workforce and the performance achieved.
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Base salary (continued)
The salaries of the executive directors as at 1 January 2011 are as follows:

Salary Percentage increase

Position (£) from 2010

S C Lockett Chief Executive 500,000 149
R A Allan Director — Asia 310,000 33
AR C Durrant Finance Director 340,000 63
N Hawkings Operations Director 310,000 3.3
A G Lodge Exploration Diractor 310,000 33

Annual bonus scheme

Executive directors and other employees are eligible to participate in non-pensionable discretionary bonus arrangements. The
Commitiee sets targets for executive directors which are based on the achievement of challenging corparate targets. Bonuses
for executive directors are subject to a maximum of 100 per cent of base salary. Other employees can earn an annual bonus
payment of up to a maximum of 45 per cent of base salary based on the achievement of corporate and perscnal targets.

The Committee sets targets on the basis of a balanced scorecard comprising Pls and other corporate objectives, The main
elements of the scorecard for 2011 are described in the table below:

Metric Objective

HSES Achieving improvement in our HSE performance relative to the previous year as measured by total
recorded injury frequency rate and high potential occurrences

Production and development Deliver projects on time and on budget moving toward the medium-term target of 100,000 boepd

Exploration and exploration  Make a material exploration success and deliver new ventures to replenish the portfolio of reserves

new ventures as measured by resource additions

Finance and business Acquire new assets to build the core business and improve the quality of our core business whilst
development maintaining a healthy balance sheet as measured by value creation

Organisation Continue to improve the HR and the business-related systems within each area of the business and

improve succession and competency planning

The balanced scorecard is used as a guide for the Committee, which reserves the right ta override the formulaic outturn based
on a broader assessment of overall company performance.

For the 2010 annual bonus plan 50 per cent of any bonus was deferred in shares for three years. With effect from 2011, the
Committee’s policy for executive directors and other senior executives is that any bonus eamed up to 50 per cent of salary is
payable immediately in cash. The balance of any bonus earned above 50 per cent of salary must be deferred in shares and will
remain subject to a 'bad leaver’ provision such that deferred shares will lapse in the event that an executive were to leave to join
a competitor.

From 2011, the annual bonus plan will also be subject to a clawback provision in the event of a material misstatement of the
company's financial results, gross misconduct or error in the calculation of performance conditions.

The Long Term Incentive Plan
The company currently operates an all employee Long Term Incentive Plan (LTIP), a Share Incentive Plan and a Save As You Earn
Scheme for UK-based and expatriate employees only.

Details of the Share Incentive Plan and the Save As You Eam Scheme are set cutin Part B of this report.

The LTIP was approved by shareholders at the 2009 AGM. The first awards were made in 2007 and will mature at the end of 2011.
Further awards were made in 2010 and will mature at the end of 2012, and itis intended that awards will be made in 2011, which
will mature at the end of 2013.

The Committee believes that the operation of a long-term incentive in which all of the company’s employees participate
encourages a focus on longer-term performance and alignment with shareholders. The performance conditions provide
alignment between the interests of shareholders and employees and the emphasis on relative TSR performance against peers
ensures that the company has delivered competitive returns when compared to the company’s competitors over the
performance period, irrespective of general market conditions and movements in the oil price.
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The Long Term Incentive Plan {continued)

Awards under the LTIP comprise three elements: Equity Pool Awards and Performance Share Awards that vest after the expiry
of a three-year performance period, and a potential Matching Award that vests at the expiry of a further three-year performance
period, commencing at the end of the three-year performance peried for Equity Pool and Performance Share Awards.

The schematic below helps explain the operation of a single award under the L7IP:

| Growth in market
Equity Poo! capitalisati
. || capitalisation of 10%-20% pa
lright to a share of the {creates pool of 1%-2.5% 30% of shares vest
pool created from growth of growth)
in market capitalisation)
delivered in shares
50% of shares
deferred . | Deferred
h " | shares vest
Performance Shares Relative TSR compared to
{150% of salary for Chief -] oil companies
Executive, 125% for other +
executive directors, vesting Matching shares Relative TSR Matchin
based on stock market 25:1 ofdeferred H comparedto —m hares egst
performance) shares il companies snares v
| 3 years L 3 years
Equity Pool

The Equity Pool element of the long-term incentive policy is designed to ensure that the long-term incentive policy is aligned to the
returns generated for shareholders, through rewarding absolute growth in market value in excess of a challenging grewth range.

A pool of value is created based on a percentage of the growth in market capitalisation over three years. Individuals are
allocated a pro rata entitlement to the pool at the start of the performance pericd.

The Equity Pool is created as follows:
The Equity Pool Award is created on the basis of the compound annual growth in the company’s market capitalisation over the
performance period being at least 10 per cent. If growth meets or exceeds this level, a pool of value is created as follows:

Notional pool of value created as a percentage of the increase

Compound annual growth in market capitalisation in the compound annual growth

Less than 10 per cent 0 per cent

10 per cent 1 per cent

More than 10 per cent but less than 20 per cent Between 1 per cent and 2.5 per cent on a straight-line basis
20 per cent or more 25 per cent

In determining the size of the Equity Pool, in addition to the above formula the Committee must be satisfied that the growth in
market capitalisation is reflective of the underlying financial and aperaticnal performance of the company and may scale back

the size of the Equity Pool accardingly if this is not the case. In making their assessment of whether to scale back the pool size,
the Committee will take account of, amongst other things:

*  return on invested capital;
s reserve replacement;

+  cash flow;

*+  earnings per share; and

*  health and safety.

Individual entitlement to the Equity Pool is determined as follows:

Each employee is allocated a pro rata entitlement to the Equity Pocl based on seniority (expressed as a number of participation
points) at the start of the three-year performance pericd. For 2011 the Chief Executive will be granted an entitlement to & per
cent of the Equity Pool, with other executive directors granted an entitlement to 4.25 per cent of tha Equity Pocl. The vatue of an
individual entitlement is then calculated after three years and delivered in shares.
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The Long Term Incentive Plan (continued)

Individual entitlement to the Equity Pool is determined as follows {continued):

Where growth in market capitalisation is such that the value of the individual entitlement is higher than 100 per cent of salary,
there is a cap to the value of the individual entitlement to an amount equivalent to 100 per cent of salary. The Committee has
discretion to lift the 100 per cent of salary cap (potentially up to the full value of the individual entitlement) provided it is satisfied
that, notwithstanding the growth in market capitalisation achieved, there has been a long-term underlying improvement in the
performance of the company. The factors which the Committee might take into account when assessing whether or not to
increase the cap include the same factors described above in relation to the Committee’s assessment of the Equity Pool.

To add further rigour to the process it has been decided, following consultation with institutional shareholders, that the
Committee may increase the 100 per cent of base salary cap on payouts on the following basis:

* for growth in market capitalisation between the level of growth at which the 100 per cent of salary cap is first reached and
15 per cent pa growth, the Committee has discretion to increase the cap from 100 per cent to no higher than 200 per cent
of salary on a straight-line basis; and

* for growth in market capitalisation between 15 per cent pa and 20 per cent pa or more, it has discretion to increase the cap
from 200 per cent of salary up to the full value of the individual entitlement (i.e. as if no cap applied) on a straight-line basis.

The Committee’s deliberations in relation to determining the size of the pool or the lifting of the 100 per cent of salary cap will
be disclosed fully to shareholders in the foliowing year’s Annual Report.

The company operates an appropriate hedging strategy under which the likely number of shares required to satisfy awards is
considered from time-to-time and the Employee Benefit Trust funded with shares as required and/or headroom is set aside
within our dilution limits for new issue shares.

Performance Share Award

The Performance Share Award is over a number of Ordinary Shares in the company, with a value on grant of up to 150 per cent of
salary, and is subject to a TSR performance condition. For 2011 the Chief Executive will be awarded a performance share award
worth 150 per cent of base salary.

Performance shares will not vest unless the company'’s TSR performance over the three-year performance period is at least at the
median of a comparator group comprising approximately 33 listed companies in the oil and gas sector {excluding the oil majors)
whereby the shares subject to the Performance Share Award will vest as follows:

TSR position of the company relative to the comparator group Percentage of shares which vest

Below median O per cent

Median 25 per cent

Between median and upper quartile Between 25 per cent and 100 per cent on a straight-line basis
Upper quartile or above 100 per cent

Matching Award

50 per cent of the total number of shares vesting out of an employee's Equity Pool Award and Performance Share Award will be
transferred to the employee while the balance will be deferred {the Deferred Award). For executive directors and certain other
members of senior management the deferral period is three years and in return a Matching Award over further shares is made.
For all other employees the Deferred Award will vest six manths after grant, unless the employee elects to defer the vesting for
three years in return for a grant of a Matching Award.

Deferred shares are eligible for a potential match of up to 2.5 : 1 dependent on the TSR performance of the company against the
same comparator group used for Perdormance Share Awards. However, full vesting will only occur if the company's TSR is at or
above the upper decile. The shares subject to the Matching Award will vest as follows:

TSR pasition of the company relative to the comparator group Parcentage of shares which vest

Below median 0 per cent

Median 25 per cent

Between median and upper decile Between 25 per cent and 100 per cent on a straight-line basis
Upper decile or above 100 per cent

Clawback

Effective from 2011 a clawback provision will be attached to LTIP awards in the event of a material misstatement of the company's
financial results, gross misconduct or error in the caleulation of performance conditions.

Details of the awards granted to executive directors under this plan are set cut in Pert B: Outstanding long-term incentive awards.
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Shareholding guidelines

The Committee has established formal shareholding guidelines which will encourage the Chief Executive and other members

of the Executive Committee to retain no less than 50 per cent of the net of tax value of shares vesting under the company’s
deferred bonus and long-term incentive arrangements, until such time as they have achieved a holding worth 200 per cent of
base salary in the case of the Chief Executive and 100 per cent of salary in the case of other members of the Executive Committee,

The table below shows the level of share ownership as at 31 December 20107, based on the share price on that day. This shows
that the value of the executive directors’ current shareholdings is higher than the minimum threshold.

Percentage of base salary

Actual share ownership Guideline on level Guideline met currently

as at 31 December 2010* of share ownership ¥/N

S C Lockett 1,215% 200% Y
R A Allan 1,125% 100% Y
AR C Durrant 929% 100% Y
N Hawkings 655% 100% Y
A G Lodge 138% 100% Y

* Includes value of Deferred Awards under the annual bonus and AEP {where performance conditions have been achieved and such awards are subject to a
holding period).

Executive directors’ contracts of service
Details of the service contracts of the executive directors of the company are as follows:

Urexpired term

Contract date Notice period of contract Potential termination payment
S C Lockett 9 December 2003 12 months  Ralling contract 12 months’ salary and benefits
R A Allan 9 December 2003 12 months Rolling contract 12 months' salary and benefits
ARCDurrant 1 July 2005 12 months  Rolling contract 12 months' salary and benefits
N Hawkings 23 March 2006 12 months  Relling contract 12 months' salary and benefits
AG Lodge 20 April 2009 12months  Relling contract 12 months’ salary and benefits

The service contract of each executive director may be terminated on 12 months’ notice in writing by either side, in accordance
with current market practice. In such an event, the compensation commitments in respect of their contracts could amount to one
year's remuneration based on base salary and benefits in kind and pension rights during the notice period. In line with normal
market practice, an individual may receive an annual bonus for the proportion of a financial year werked before cessation of
employment but there wili be no right to any bonus for any period of notice not worked. There are provisions for termination
with less than 12 months’ notice by the company in certain circumstances. If such circumstances were to arise, the executive
director concemed would have no claim against the company for darmages or any other remedy in respect of the termination.
The Committee would apply general principles of mitigation to any payment made to a departing executive director and would
consider each case on an individual basis.

External appointments

Executive directors are entitled to accept non-executive appointments outside the company providing that the Board's approval
is sought. Mr AR C Durrant held one external non-executive directorship with Clipper Windpower plc up to 13 December 2010
and is entitled to retain the fees eamed connected therewith (20710: US$69,000 and 2009: US$64,840).

Non-executive directors
Non-executive directors have letters of appointment, which are all effective for a period of three years (subject to reappointment
by the members in General Meeting), all of which have a notice period of three months.

Date of
Director appointment letter Notice period Unexpired term
M W Welton 23 September 2009 3 months 18 months
JRW Crange 23 September 2009 3 months 15 months
Professor D G Roberts 23 September 2009 3 months 15 months
JDarby 1 September 2010 3 months 29 months
| J Hinkley 1 September 2010 3 months 29 months
D C Lindsell 17 January 2011 3 menths 33 menths
M Romieu 17 January 2011 3 months 33 months
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Non-executive directors {continued)

The company’s Articles of Association provide that the remuneration paid to non-executive directors is to be determined by the
Baoard within the limits set by the shareholders. Fees for non-executives are reviewed at least every twe years, having regard to
the size of the company and the time commitments of the non-executives.

The Board reviewed the fees of the non-executives at the end of 2010 and decided to increase them for 2011. This recognises
the steadily increasing time commitment and expertise required of the roles and, after careful consideration of benchmark data,
they have been set at a level which is broadly in line with comparable businesses as follows:

Other non-executive directors

Senior
Committee  independent
Chairman Basic fee  chairmanship director
[£3] (£) (£) (£
2010 156,000 40,000 8,000 2,000
oM 160,000 50,000 10,000 10,000
Part B: The informaticn in this part of the report has been audited
Directors’ emoluments
Total emoluments paid to directors for the year ended 31 December 2010 was £2,951,300 (2009: £2,905,600).
The remuneration paid to the executive directors during the year under review is summarised in the table befow:
Totsl
Shares remuneration
Pension  vested and received
Salary Benefits* Cash bonus? Other?45.¢ Total contributions realised"* in 2010
2010 2009
£000 £000 £'000 £000 £'000 £000 £000 £000 £000
S C Lockett!
(Chief Executive) 4350 17.6 1305 - 5831 637.3 55.2 2,138.2 27765
R A Allan3.7.8 2820 2092 0.0 75.0 656.2 6136 0.0 1,489.0 2,205.2
AR CDurrant® 3200 253 960 567 498.0 534.3 - 969.0 1,467.0
N Hawkings2¢ 2850 17.0 0.0 256 394.6 430.7 571 881.2 1,3329
A G Lodge?® 2933 18.0 200 36.8 4381 3065 18.5 54.0 5206
Total 1,615.3 2871 496.5 1711 25700 2,522.4 190.8 5,541.4 8,302.2
Notes:

1. A contribution of £55,212 was paid in 2010 to Mr $ C Lockett's personal money purchase pension scheme,

2. Messrs R A Allan, N Hawkings and A G Lodge sacrificed £18,000, £15,000 and £6,750 of their salary respectively into the meney purchase pension scheme,

3. Mr R A Allan was paid a non-pensionable and non-bonusable overseas premium of £75,000 relating to bis position in Singapore.

4, Mr A R C Durrant received a non-bonusable salary supplement of £56,736 as part of his pension amangements.

5. Mr A G Lodge received a non-bonusable salary supplement of £36,754 as part of his pension arrangements.

&. Mr N Hawkings received a non-bonusable salary supplement of £2,604 as part of his pension arrangements.

7. Mr R A Allan recaived £194,239 of expatriate benefits during the year.

8. The company deducts a hypothetical tax equivalent to UK tax rates on Mr R A Allan's salary, benus and long-term incentive payments. This is used to
offset against local Singapore tax due — the maximum tax rate in Singapore is a lower percentage than in the UK resulting in a tax credit back to the company.
The main benefits provided are medical insurance, car allowance and a subsidised gym membership.

*+ Shares vested and realised is the sum of the value of various share awards [as at the date of vesting) in relation to the AEP, matching shares and deferred

annual bonus, based on performance periods stretching back as far as 2004 in some cases.

t Following a review of the 2010 performance, the Committee determined that the finance and organisation targets had been achieved (20 per cent of the
total maximum award) and agreed a 40 per cent award out of the maximum 80 per cent in relation to the health, safety, environment and security, the
production and development and the exploration and new business targets, as these targets were only partially met. This resulted in a total bonus award
of 80 per cent of salary, 30 per cent of salary paid as cash {as disclosed in the table above}. In addition to the cash awards above, an equal ameunt is to be
awarded in shares defered for three years (2009: 85 per cent of salary, paid as 42.5 per cert cash and 42.5 per cent Deferrad Shases). The number of
Deferred Shares to be awarded will be determined by reference to the mid-market closing price of Premier Oil shares on the first open day for share
dealing following the company’s results announcement on 24 March 2011,
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Directors’ emoluments (continued)
Remuneration paid to the non-executive diractors during the year under review is summarised in the table below:

Fees

2010 2009

£000 £'000
M W Welton (Chairman) 150.0 45.6
J Darby 40.0 400
tJ Hinkley! 13.3 -
D C Lindsell 48,0 430
JRW Orange 50.0 500
Professor D G Roberts 40.0 400
M Romieu 40.0 400
Former director? - 118.6
Total 381.3 383.2

Notes:
1. Ms 1.} Hinkley's total remuneration in 2010 is caleulated from 1 September 2010, being the date of her appointment to the Board.
2. Relates to non-executive director fees for Sir David John, who retired from the Board in 2009.

Pension schemes

The company operates a defined contribution pension scheme in the UK, together with a defined benefit pension scheme - the
Premier Gil plc Retirement and Death Benefits Plan (the Scheme). Tha Scheme was closed to new members in 1997. Mr § C Lockett
is a member of the Scherme, subject to the eamings cap. The Scheme is a funded, registered final salary scheme, which provides a
pensicn on broadly a fiftieths accrual basis of up to two-thirds salary at the normal pension age of 0. Benefits are actuarially reduced
on early retirement before age 60 and pensions in payment increase in line with the lower of inflation or 5 per cent per annum,

The company has operated its own cap on pensionable earnings since April 2006, when the external cap was rernoved. In the
Scheme, the cap is determined at 1 January each year and, for the year to 31 December 2010, this was set at £123,600 and will
stay the same for the year to 31 December 201 1. In the company’s money purchase pension arrangement, the cap is determined
at & April each year and, for 2009/10 this was set at £123,500 and will stay the same for April 2010/11.

During 2010, the UK Government issued further details about the longer-term basis on which tax relief will be afforded to the
provision of pension rights; in particular, the proposed reduction in the Annual Allewance and Lifetime Allowance from Agril
2011 and April 2012 respectively. As a result, the company is reviewing the pension amangements of executive directors.

The company has agreed to provide Messrs $ C Lockett, R A Allan, AR C Durrant, N Hawkings and A G Lodge with a pension
substantially as if they were contributing members of the Scheme and, in regard to service completed subsequent to their
appointment as directors, not subject to the eamings cap {the ‘pension promise’). The additional value of this target pension
provision, relative to the standard terms applied to employees, is made available at the directors’ option in the form of aither an
enhanced scale of pensicn contributions or a non-pensionable salary supplement. As at the year-end, Messrs S C Lockett and

R A Allan had elected to receive pension contributions. Mr A R C Durrant had elected to receive a salary supplement and

Messrs A G Lodge and N Hawkings had elected for a combination of the two. Messrs A R C Durrant, A G Lodge and N Hawkings
received a salary supplement, during 2010, of £56,736, £36,756 and £2,606 respectively.

Messrs R A Allan, N Hawkings and & G Lodge are members of the company’s group personal pension plan. During 2010, the
company contributed £24,720, £24,720 and £18,540 respectively to this plan on their behalf. In addition, in respect of the pension
promise, the company contributed £35,280 and £32,340 respectively to Messrs R A Allan's and N Hawkings' pension funds with
the group personal pension plan. Mr S C Lockett has established his own personal pension plan, to which, during 2010, the
cormpany contributed £55,212 in regard to the pension promise. This is in addition to the company contributions paid into the
Scheme an his behalf. Details of the company’s contributions to these arrangements are disclosed in the emoluments table.
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Pension schemes {continued)
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The accrued pension entitlements of the directors who were members (or deemed members) of the Scheme during 2010 are as

foltows:
(b} {d} (o) (g}
(a) Transfer value {c) Transfer valus Increase from {f Increase
Accrued in respect Accrued in raspect  (d) to (b} less  Transfer value in accrued
paension as at of (a) as at  pension as at of () as at  contributions of increase pension
31 December 31 December 31 December 31 December by director in acerued {excluding
2010 2010 2009 2009 during 2010 benefit inflation)
£'000 pa £7000 £000 pa £°000 £000 £000 £'000
S C Lockett 78.1 10411 85.6 839.3 1759 153.2 115
R A Allan 389 6262 321 4914 118.3 1095 6.8
AR C Durrant 322 534.7 24.9 3923 124.4 121.2 73
N Hawkings 25.6 3935 18.8 2146 1021 104.5 68
A G Lodge 2.0 1624 34 59.0 86.6 101.0 56

MNotes:

- The amounts of accrued pensicn under (a) and (¢} represent the accrued pension entitlements of the director as at the stated dates.
- The transfer values under (b}, (d) and (f) have been calculated in line with the Occupational Pension Schemes (Transfer Values) (Amendment) Regulations

2008 (512008/1050).

= The increases under{e) are principally due to the additional pension accrued over the year.

« The amounts under (§) represent the increase in value of the directors’ benefits in terms of the value, on the transfer value basis in force atthe end of the
year, of the excess of the end-year accrued benefits over the start-year accrued benefits (a5 revalued by price inflation) less contributions by the directors.

- Thevalues stated above correspond with the target level of final salary pension provision; in practice, the pension benefits for these directors are
principally established through individual money purchase arrangements and salary supplements. Thus, in the case of Mr A R C Durrant, who has elected
not to receive enhanced pension contributions, the company’s pension obligation will be met entirely by the payment of salary supplements.

- In addition to the current provision noted above, Mr R A Allan is entitled to a deferred pension under the Scheme in respect of a prior service period with

the company between September 1984 and November 1999,
— Members of the Scheme have the option to pay additional voluntary contributions; none of the directors have elected to do so.

The following payments were made to a former director of the company in respect of unfunded pension liabilities:

Amount of unfunded Amount of unfunded
pension paid during 2010 pension paid during 2009
(£ £3]
J A Heath 33,606 32,818
Annual bonus scheme
Details of shares held in trust in respect of the deferred element of previous annual bonus awards for directors are as follows:
MNumbar of
Number shares made Market Number
of shares subject to price of of shares
held at award  Eventand shares on  held at 31
Date of 1 January during  number of date of  Decermber Earliest
grant 20107 2010 shares award’ 2010 vesting date
S C Lockett 17 Jaruary 2007 12,206 - 12,206 11280p - 17 January 2010
11 January 2008 11,296 - 6,664%  1317.0p 6,664 11 January 20112
4,63
22 January 2009 17,930 - 10,578% 741.5p 10,578 22 January 2012
7,352
7 January 2010 - 14,731 8,691 1255.0p 8,691 7 January 2013
6,040
41,432 14,731 56,163 25,933
R A Allan 17 January 2007 9,541 - 9,561 1128.0p - 17 January 2010
11 January 2008 8,124 - 4,793 1317.0p 4,793 11 January 20112
3,331
22 January 2009 12,936 - 7,632 741.5p 74632 22 January 2042
5,304
7 January 2010 - 10,159 59939 1255.0p 5593 7 January 2013
4,166
30,621 10,159 40,780 18,418
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Annual bonus scheme (continued)

Number of
Number shares made Market Number
of shares subject to price of of shares
held at award  Event and shareson  held at 31
Datae of 1 January during  number of date of  December Earliest
grant 20101 2010 shares award? 2010 vesting date
AR CDurrant 17 January 2007 3,561 - 95618 11280p - 17 January 2010
11 January 2008 8,154 - 48100 1317.0p 4810 11 January 20112
3,3440
22 January 2009 13,164 - 77669 7415p 7,766 22 January 2012
5,398
7 January 2010 - 10,836 6,393 12550p 6,393 7 January 2013
4,443
30,879 10,836 41,715 18,969
N Hawkings 17 January 2007 9,561 - 2,561%  1128.0p - 17 January 2010
11 January 2008 7,369 - - 13170p 7,369 11 January 20112
22 January 2009 11,801 - - 7415p 11,801 22 January 2012
7 January 2010 - 10,159 - 1255.0p 10,159 7 January 2013
28,731 10,159 2,561 - 29,329
A G lodge 7 January 2010 - 6,530 3,8528  1255.0p 3,852 7 January 2013
2,678
- 6,530 6,530 3,852

(a) Vested on 22 January 2010. The mid-market closing price on date of vesting was 1076.0p.
(b) Medified - converted to restricted shares on 22 March 2010 following the accelerated vesting of the Deferred Shares for tax planning purposes*.

The mid-market closing price on 29 March 2010 was 1242.0p.
{c) Shares sold to pay income tax and National Insurance contributions arising upen the accelerated vesting of awards but subject to clawback®.
() Shares withheld in respect of a notional tax payment equivalent to UK income tax. Any overseas tax paid on behalf of the participant in respect of the
vesting of the shares is subject to clawback®.
On 29 March 2010, these awards were changed from conditicnal awards of shares to restricted shares. Some of the shares were sold to pay incomne tax
and Naticnal Insurance contributions payable by Messrs S C Lockett, A R C Durrant and A G Lodge upon the accelerated vesting of the awards, but the
amounts received from the sale remain subject to dawback in the event of the participant leaving Premier, other than as a ‘good leaver, In the case of
Mr R A Allan, who as an expatriate is not subject to UK tax, a percentage of the shares were withheld equal to the percentage tax rate that would have
applied had he been subject to UK income tax. These shares reverted to the Trust and the company will pay any overseas duties payable by
s R A Allan as a result of the vesting of his shares, but the amouat paid remains subject to clawback if Mc R A Allan leaves Premier, other thanas a
'good leaver’. The remaining shares are held in a nominee account within the Premier Oil ple Employee Benefit Trust until the end of the original
deferral period. The shares would be forfeited if the director leaves other than as a "good leaver’.

MNotes:

1. The number of deferred bonus shares awarded in 2007, 2008 and 2009 were adjusted following the rights issue which took place in May 2009,

2. On 13 January 2011, following completion of the original deferral period, é,644 shares, 4,793 shares, 4,810 shares and 7,367 shares were released from
the Employee Benefit Trust to Messrs S C Lockett, R A Allan, AR C Durrant and N Hawkings respectively.

3. The published 2009 figures included an incorrect market price for the 22 January 2009 award of 714.5p. The correct number is 741,5p which is shown in
the table above.

As at the date of this report, the number of Deferred Shares to be awarded to directors for the year ended 31 Decermber 2010 is
still to be determined by the Remuneration Committee. The number of shares will be calculated by reference to the amount of
the award cutlined on page 48 divided by the mid-market closing price of Premier Cil shares on the first open day for share
dealing following the company’s results announcement on 24 March 2011.

Qutstanding long-term incentive awards

Asset and Equity Plan (AEP)

The AEP expired in 2009 and the award granted in 2008, which matured at the end of 2010, was the last award rernaining under
the plan. Accordingly, there are ne further awards outstanding under the plan.

The AEP has two elements: the Asset Pool and the Equity Peol. The Asset Pool is created by reference to the increase in the net
asset value per share of the company over a three-year pericd and the Equity Pool is created by reference to the increase in
equity value per share of the compary over a three-year pericd. In both cases, no pocl is created where the compound annual
growth in the relevant measure {asset value or share price) is below 10 per cent per annum. At 10 per cent cormpound growth per
annum, 1 per cent of the growth becomes the pool. At 20 per cent compound growth per annum, 2.5 per cent of the growth
becomes the pool. The size of the pocl increases on a straight-line basis between these two points. In addition, the vesting of
awards is subject to the Committee being satisfied that thare has been satisfactory improvement in the performance of the
company. The poolis allocated to eligible employees based on their pro rata entitlement.
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Remuneration Report (continued)

2007 award (based on performance over 2007, 2008 and 2009)

In relation to the 2007 AEP award, an independent external valuation of the Asset Pool was undertaken and the Committee
determined the 2007 vesting level as set out in the table betow. 50 per cent of the awards made te directors were released in
shares and 50 per cent in deferred shares which are eligible for a Matching Award on the same basis as awards under the LTIP.
The minimum vesting threshold for the Equity Pool was not achieved resulting in this part of the award lapsing.

Matching
Awards
Deferred granted
Shares Shares during
awarded awarded' the year?
S C Lockett 36,243 36,243 90,607
R A Allan 23,784 23,784 59,460
AR C Durrant 23,784 23,784 59,450
N Hawkings 23,784 23,784 59,460
A G Lodge 5,289 5,289 13,222

Notes:

1. The market price of shares on date of award was 1211.0p.

2. The Matching Awards granted during the year relate to the Deferred Shares and are the maximum award pessible under the Matching Award scheme,
subject to performance criteria. The market price was 1214.0p on the date of grant of Matching Awards.

2008 award {based on performance over 2008, 2009 and 2010)
The executive directars have been allocated the following points under the 2008 award out of a total of 7,634.60 points currently
outstanding:

Numbar of participation points

S C Lockett 310
R A Allan 205
AR C Durrant 205
N Hawkings 205
A G Lodge! 1139
Note:

1. Mr A G Lodge received compensatory points under the 2008 award following his appointment to the Board on 2¢ April 2009.

The Equity Pool of the 2008 award was calculated by comparing the market capitalisation calculated by reference to the average
share price for the three months prior to the date of award {1 January 2008), with the market capitalisation similarly calculated to
31 December 2010. Growth over this period was equivalent to 24.3 per cent pa compound.

The Asset Pool of the 2008 award was calculated following the sign-off of the year-end results. Growth over this period was
equivalent to 12.48 per cent pa compound.

In line with the rules of the plan, which state that a 2 salary cap on payouts may be lifted (on such proporticnate basis as it
determines) where growth in either pool is in excess of 20 per cent pa compound, the Committee determined that the cap
should be increased to 243 per cent of salary.

If it is determined that the minimum vesting threshold has been achieved, half of any executive director’s vested award will be
received in shares and the other half in the form of an award of Deferred Shares which are eligible for a Matching Award on the
same basis as awards under the LTIP, which will vest three years later.
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Details of outstanding AEP awards
Details of Deferred Shares and Matching Awards granted to directors under the Asset and Equity Plan are set out below:

Number of
shares Number of
made  Matching Market
Awards  subject to Awards Awards price of
held at award granted Eventand held at 31  shares on Earliest
Date of Type of 1 January during during  number December date of Performance vesting
grant award 200! 20102 20107 of shares 2010 award period date
SC Lockett 17.01.07 Deferred 51,736 - - 5173w - MNM280p - 01.01.10
Share
27.0307 Matching 129,340 - - B1,328% - 1230p 01.010G7- 010110
Award 48,0120 31.92.09
11.01.08 Deferred 41,256 - — 2434 24341 1317.0p - 01.01Mm
Share 16,9159
13.03.08 Matching 103,140 - - - 103740 13430p 010108- O1.01.1M
Award 31.12.10
200409 Deferred 20,752 - - 12243¢ 12,243 12280p - 01012
Share 8,509
29.05.09 Matching 51,882 - - - 51,882 11360p ONO1.09- 01012
Award 31121
260310 Deferred - 36,243 - 21,383® 1,383 12M.0p - 01013
Share 14,860
170610 Matching - - 90,607 - 20607 121400 OMO01.10- 01.01.13
Award 31.12.12
398,106 36,243 90,607 279,327 303,596
R A Allan 17.01.07  Deferred 36,230 - - 36,2304 - NM&op - 010110
Share
270307 Matching 90,576 - - 569540 - 123500 O0100.07- 010110
Award 33,622 31.12.09
11.01.08 Deferred 24,619 - - 145259 14525  1317.0p - 010
Share 10,0949
13.03.08 Matching 61,548 - - - 61,548 134300 0101.06- 01011
Award 31.12.10
200409 Defarred 15,062 - - 8,884 8886 12280p - 01.0112
Share 61760
290509 Matching 37,656 - - - 37656 113600 01.01.09- 01.01.12
Award 31121
2603.10 Deferred - 23,784 - 140329 14032 1211.0p - 010a3
Share Q7520
17.06.10 Matching - - 59,460 - 52460 12140p  01.01.10-  01.01.33
Award 3212
265,691 23,784 59,460 190,271 196,107
ARCDurrant 17.01.07 Deferred 19,062 - - 19,062¢ - 11280p - 010110
Share
27.03.07 Matching 47 656 - - 299450 - 123500 01.01.07- 010110
Award 17,691 311209
11.01.08 Deferred 24,619 - - 145259 14525  1317.0p - 0101
Share 10,094=
13.03.08 Matching 61,548 - - - 61548 1343.0p 01.01.08- 010111
Award 31.12.10
200409 Deferred 15062 - - 8884¢ 8886 1280p - Q10112
Share 61768
290509 Matching 37,656 - - - 37656 1360p 01.01.09- 010132
Award 31121
260310 Deferred - 23,784 - 140324 14032 1211.0p - 010113
Share Q@752
17.06.10 Matching - - 59,480 - 59460 121400 01.01.10- 01.01.13
Award 311212
205,603 23,784 59,460 130,183 196,107
S———
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Details of cutstanding AEP awards (continued)
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Number of
shares Number of
made  Matching Market
Awards  subject to Awards Awards price of
held at award granted Eventand heldat31  shareson Earliest
Date of Type of 1 January during during number December date of Performance vasting
grant award 2010' 20102 2010° of shares 2010 award period date
N Hawkings 17.01.07 Deferred 16,164 - - 15,1648 - 11280p - 010110
Share
27.03.07 Matching 40410 - - 25405% - 123500 01.M.07- 010110
Award 15,001 31209
11.01.08 DCeferred 21613 - - 127519 12731 1317.0p - 010N
Share 8,862
13.03.08 Matching 54,033 - - - 54,033 134300 01.01.08- 0O1.01M
Award 31.12.10
200409 Deferred 15,062 - - 8,886 8,886 1228.0p - 010112
Share 8,174
290509 Matching 37,654 - - - 37656 113600 01L.O109- 010112
Award 31921
260310 Deferred - 23,784 - 14032¢ 14032 121 0p - 010113
Share Q,752¢
17.06.10  Matching - - 59,460 - 59460 12140p 01.01.10- 01.01.13
Award 311212
184,938 23,784 59,460 117,033 186,818
AGLlodge 260310 Deferred - 5,289 - 3,120 3120 1210p - 010113
Share 2,169
17.06.10 Matching - - 13,222 - 13222 12140p 010110~ 010113
Award 31.12.12
- 5,289 13,222 5,289 16,342

(a) Awards vested on 22 January 2010, The mid-market closing price on date of vesting was 1076.0p,

(b} Awards vested on 29 March 2010. The mid-market closing price on date of vesting was 1242.0p.

(c) Awards lapsed on 29 March 2010.
() Modified - converted to restricted shares on 29 March 2010 following the accelerated vesting of the Deferred Shares for tax planning purposes*.
The mid-market closing price on 2% March 2010 was 1242.0p.

(e) Shares sold to pay income tax and National Insurance contributions arising upon the accelerated vesting of awards but subject to clawback®.

() Shares withheld in respect of a notional tax payment equivalent to UK income tax. Any overseas tax paid on behalf of the participant in respect of the
vesting of the awards is subject to dawback*.

On 29 March 2010, these awards were changed from conditional awards of shares to restricted shares. Some of the shares were sold to pay income tax
and National Insurance contributions payable by Messrs S C Lockett, A R C Durrant, N Hawkings and A G Lodge upon the accelerated vesting of the
awards, but the amounts received from the sale remain subject to clawback in the event of the participant leaving Premiéer, other than as a ‘good leaver'.
In the case of Mr R A Allan, who as an expatriate is not subject to UK tax, a percentage of the shares were withheld equal to the percentage tax rate that
would have applied bad he been subject 1o UK income tax. These shares reverted to the Trustand the company will pay any overseas duties payable by
Mr R A Allan as a result of the vesting of his shares, but the amount paid remains subject to clawback if Mr R A Allan leaves Premier, ather than as a
‘good leaver’. The remaining shares are hekd in a nominee account within the Premier Oil ple Employee Benefit Trust until the end of the original
deferral period. The shares would be forfeited if the director leaves other than as a ‘good leaver’,

Notes:

1. The number of Deferred Shares and Matching Award shares awarded under the Asset and Equity Plan in 2007, 2008 and 2009 were adjusted following
the rights issue which took place in May 2009. The adjusted numbers are quoted in the table above.

2. There ame ne performance criteria for the Deferred Shares.

3. Matching Awards granted are the maximum award possible under the Matching Award scheme, subject to performance criteria based on TSR against
a comparator group of approximately 33 listed companies in the oil and gas sector. Full vesting requires upper decile performance.

Details of outstanding LTIP awards
2009 award {based on performance over 2009, 2010 and 2011)
As at 31 December 2010, a total of 10,4253 participation points have been allocated under the 2009 Equity Pool Award.

The executive directors have been allocated the following points under the 2009 Equity Pool Award:

MNumber of participation points

S C Lockett 525
R A Allan 420
AR CDurrant 420
N Hawkings 420
A G Lodge 420
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2009 award (based on performance over 2009, 2010 and 2011} (continued)
For Performance Shares made under the LTIF in 2007, the Committee has granted awards over shares with a maximum value of
150 per cent of salary for Mr S C Lockett and 125 per cent of salary for the other executive directors.

2010 award (based on performance over 2010, 2011 and 2012}
As at 31 December 2010, a total of 13,632.8 participation points have been allocated under the 2010 Equity Pocl Award.

The executive directers have been allocated the following points under the 2010 Equity Pool Award:

Number of participation points

S C Lockett 682
R A Allan 545
ARC Durrant 545
N Hawkings 545
AG Ledge 545

For Performance Shares made under the LTIP in 2010, the Committee has granted awards over shares with a maximum value of
150 per cent of salary for Mr S C Lockett and 125 per cent of salary for the other executive directors.

Details of Performance Shares granted to directors under the LTIP in 2009 and 2010 are set out below:

Market
Awards Awards price of
held at held at 31  shares on Eariest
Dateof 1 January December date of Performance vesting
grant 2010 Granted Lapsed Vasted 2010 award period date
S C Lockett 28.0809 51,216 - - - 51,216 127400 010609- 0101.12
31121
27.05.10 - 57,948 - - 57948 112600 01.01.10- 01.01.13
311242
51,216 57,948 - - 109,184
R A Allan 28.08.09 29434 - - - 20434 12740p 010609- 0101.12
31121
27.05.10 - 33,303 - - 33,303 112600 01.01.10- 010113
311212
29,434 33,303 - - 62,737
AR C Durrant 28.08.09 31,397 - - - 31,397 12740p 01.0609- 010112
311211
27.05.10 - 35,523 - - 35,523 11260p 010110~ 010113
.1212
31,397 35,523 - - 66920
N Hawkings 28.08.09 29434 - - - 29434 12740p 01.0609- 0101192
311211
27.05.10 - 33,303 - - 33303 11260p 01.01.10- 010113
311212
29,434 33,303 - - 62,737
A G Lodge 280809 26,981 - - - 26981  12740p 01.0609- 010112
319201
270510 - 33,303 - - 33303 112600 01.01.10- 010113
311212

26,981 33,303 60,284

As at 31 December 2010, a total of 2,574,794 Performance Shares have been awarded under the LTIP.
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Remuneration Report (continued)

Conditional Share Awards

Mr A G Lodge was awarded a Conditional Share Award equivalent in value to the shares he forfeited at his employer when he
left to join the company. This award was considered essential to induce Mr A G Lodge to join the company. Vesting of the awards
is contingent on Mr A G Lodge remaining in employment at the vesting date, but is not dependent on any further performance-
related measures. Details of the Conditional Share Award are set out below:

Market
Awards Awards price of
held at Event and held at 31 shares on Earliest
Date of grant 1 January number December date of vesting
2010 of shares 2010 award date
20 April 2009 17,837 10,523 - 1195.0p 20.04.10
7,314%
10,5239
20 April 2007 25,685 15,154%= 15,154 1195.0p 20041
10,531#

(a) Modified - converted to restricted shares on 29 March 2010 following the accelerated vesting of the Deferred Shares*. The mid-market closing price on
29 March 2010 was 1242.0p.

{b} Shares sold to pay income tax and National Insurance contributions arising upon accelerated vesting of the award but subject to dawback*.

{c) Shares released from the Employee Benefit Trust on 11 May 2010.

On 29 March 2010, these awards were changed from conditional awards of shares to restricted shares. Some of the shares were sold to pay income tax
and National Insurance contributions payable by Mr A G Lodge upon the accelerated vesting of the awards, but the amounts received from the sale
rerain subject to clawback in the event of Mr AG Lodge leaving Premier, other than as a ‘good leaver'. The remaining shares were transferred to a
nominee account within the Premier Oil plc Employee Benefit Trust until the end of the original deferral period. If Mr A G Lodge leaves Premier before
the end of the original deferral period, other than for ‘good leaver' reasons, he will forfeit the shares held in the nominee account.

Notes:
1. The number of Conditional Share Awards held were adjusted following the rights issue which took place in May 2009. The adjusted numbers are
quoted in the table above.

Share option schames

Executive Share Option Scheme 2003

The grant to Mr N Hawkings was made as part of his recruitment terms, where it was agreed that the grant would not be subject
to any pre-vesting performance conditions. The Executive Share Option Scheme 2003 has expired.

Directors' interests under this scheme are shown below:

Opticns Options

Acquisition held at held at

Date of Exercisable price per 1 January 31 December

grant dates share (£ 20100 Granted Exercised? Lzpsed 2010

N Hawkings 160505 160508 4.37055 24,478 - 24,478 - -

15.05.15

Notes:

1. The number of options held and the option exercise price were adjusted following the rights issue which took place in May 2009. The adjusted numbers
are quoted in the table above.

2. The mid-market closing price was 1210.0p on the day of exerdise (12 January 2010).
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Savings Related Share Option Scheme 2003

Directors’ interests under this scheme are shown below:

Qptions Qptions

Acquisition held at held at

Date of Exercisable price per 1 January 31 December

grant dates share (£)' 20101 Granted Exercised Lapsed 2010

S C Lockett 03.0507 0106.10- 8.13732 1,160 - 1,160° -
301190

R A Allan 03.05.07 01.06.12- 8.13732 2012 - - 2012
301142

AR C Durrant 04.0506 01.0611- 666672 2414 - - 2414
K/ K

N Hawkings 040506 01.0611- 666672 2414 - - 2414
30.11.11

Motes:

1. The number of options held and the option acquisition price were adjusted following the rights issue which took place in May 2009. The adjusted
numbers are quoted in the table above.
2. The mid-market closing price was 1865.0p on the day of exercise (17 November 2010).

Savings Related Share Option Scheme 2009

Directers’ interests under this scheme are shown below:

COptions Options
Acquisition held at held at
Date of Exercisable price per 1 January 31 December
grant dates share (£) 2010 Granted Exercised Lapsed 2010
S C Lockett 050510 01.0613- 10.42000 - 870 - 870
30.11.13
A G Ledge 050550 010613- 1042000 - 870 - 870
30.11.13
Share Incentive Plan
Shares held beneficially in this plan by the directors during the financial year were as follows:
Total Partnership
Total Matching and Matching
Partnership Shares Shares
Shares awarded in acquired
purchased in 2010 at prices Shares between
Shares held 2010 at prices  between 1057p held on 1 January
on 1 January  between 1057p and 1840p, 31 December and 23 March
2010 and 1860p vesting in 2013 2010 2011
S C Leckett 3,851 13 13 4,077 36
R A Allan 3842 113 113 4,058 36
AR CDurrant 1,304 13 113 1,530 36
N Hawkings 1,304 113 113 1,530 36
A G Lodge 146 13 113 372 35
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Remuneration Report (continued)

Share price movements during 2010
The mid-market closing price of the company’s shares at 31 December 2010 was £19.50 {31 December 2009: £11.05). The intra-day
trading price of the company’s shares during 2010 was between £10.03 and £20.32.

Sourcing of shares and dilution limits
The company uses the Premier Qil pic Employee Benefit Trust (EBT) to satisfy the abligations of the Executive Share Option
Schemes (ESOS), the AEP, the LTIP and the directors’ deferred bonus shares.

Future obligations will be met using a combination of market purchases, financed by the company, and newly-issued shares.
Details of the number of shares held by the EBT and the commitments to issue new shares within recommended guidelines on
dilution as at 31 December 2010 are set out in the table below:

Percentage of current issusd Ordinary Share capital 2010 2009
New issue shares committed under AEP. LTIP and 2003 ESOS within limit of 5 per cent of issued

share capital over 10 years 4,060,540 4,935,654
As above plus commitments under SAYE within recommendad limit of 10 per cent of issued

share capital over 10 years 4,478,907 5416877
Shares held in EBT 1,714,601 1,077,711

On 25 March 2010, the company allotted and issued 1,700,000 Ordinary Shares of 50 pence each to the EBT to be used to satisfy
future obligations in respect of the vesting of awards under the AEP and the LTIP. The shares were issued fully-paid and have full
vating rights. The closing price of Premier Oil ple shares on the date of issue was £12.11.

By order of the Board

JRW Orange
Chairman of the Remuneration Committee
23 March 2011
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Statement of Directors’ Responsibilities

The directors are responsible for preparing the Annual Report and Financial Statements in accordance with applicable law and
reguiations.

Group financial statements

Company law requires the directors to prepare financial statements for each financial year. Under that law the directors are
required o prepare the group financial staternents in accordance with International Financial Reponting Standards (IFRSs) as
adopted by the European Union and Article 4 of the IAS Regulation and have elected to prepare the parent company financial
statements in accordance with United Kingdom Generally Accepted Accounting Practice (United Kingdem Accounting
Standards and applicable law). Under company law the directors must not approve the accounts untess they are satisfied that
they 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 the parent company financial statements, the directors aré required to:
*  select suitable accounting policies and then apply them consistently;
*  make judgements and accounting estimates that are reasonable and prudent;

*  state whether applicable UK Accounting Standards have been followed, subject to any material departures disclosed and
explained in the financial statements; and

*  prepare the financial statements on the going concern basis unless it is inappropriate to presume that the company will
continue in business.

In preparing these financial statements, International Accounting Standard 1 — ‘Presentation of Financial Statements’ requires
that directors:

*  properly select and apply accounting policies;

*  present information, including accounting policies, in a manner that provides relevant, reliable, comparable and
understandable infoermation;

*  provide additional disclosures when compliance with the specific requirements in IFRSs are insufficient to enable users to
understand the impact of particular transactiaons, other events and conditians on the entity’s financial position and financial
performance; and

s make an assessment of the company’ ability to continue as a going concern.

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the company's
transactions and disciose with reasonable accuracy at any time the financial position of the company and enable them to ensure
that the financial statements comply with the Companies Act 2006. They are also responsible for safeguarding the assets of the
campany and hence for taking reascnable steps for the prevention and detection of fraud and other irregularities.

The directors are responsible for the maintenance and integrity of the corperate and financial information included on the
company’s website (www.premier-oil.com). Legislation in the United Kingdom governing the preparation and dissemination of
financial statements may differ from legislation in other jurisdictions.

Directors’ responsibility statement
We confirm to the best of our knowledge:

1. the financial statements, prepared in accordance with international financial reporting frarnewerk, give a true and fair view of
the assets, liabilities, financial position and profit or loss of the comparny and the undertakings included in the consalidation
taken as a whole; and

2. the business review, which is incorperated into the Directors’ Repont, includes a fair review of the development and
performance of the business and the position of the company and the undertakings included in the consolidation taken as
awhole, together with a description of the principal risks and uncertainties they face.

By order of the Board

S C Lockett AR C Durrant
Chief Executive Finance Director
Z3 March 2011 23 March 2011
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Accounting Policies

Genaeral information

Premier Oil plcis a limited company incorporated in Scotland and listed on the London Stock Exchange. The address of the
registered office is Premier Qil plc, 4th Flocr, Saltire Court, 20 Castle Terrace, Edinburgh, EH1 2EN. The principal activities of the
company and its subsidiaries (the group) are oil and gas exploration and production in the North Sea and West Africa, Asia and
Middle East-Pakistan.

These financial statements are presented in US dollars since that is the currency in which the majority of the group’s transactions
are denominated.

Adoption of new and revised standards
The following standards and amendments to existing standards were mandatory for the financial year beginning 1 January 2010:

*  IFRS 3 (revised) — 'Business Combinations’ introduces significant changes in the accounting for business cormbinaticns
occurring on or after 1 January 2010 and |AS 27 {revised) - ‘Consclidated and Separate Financial Staternents’ introduces
requirements with regard to accounting for transactions with mincority interests. There was no requirement to restate
previous business combinations, there have been no business combinations in 2010 and there have been no transactions
with minority interests, so therefore there has been no material impact on the group’'s annual results on the adoption of
these revised standards.

A number of other amendments to existing standards and interpretations were also effective for the current period, the adoption
of which did not have a material impact on the group's annual results.

At the date of authorisation of these financial statements, the following standards and interpretations which have not been
applied in these financial statements were in issue but not yet effective (and in some cases had not yet been adopted by the
European Union):

¢ [FRS Z- Financial Instruments’

e |AS 24 (amended) - ‘Related Party Disclosures’

«  |FRIC 19 ‘Extinguishing Financial Liabilities with Equity Instruments’

e IFRIC 14 (amended): ‘Prepayments of a Minimum Funding Requirement’
*  Improvements to IFRSs (May 2010)

IFRS § - ‘Financial Instruments’ is effective for annual periods beginning on or after 1 January 2013 with transitional arrangements
depending upon the date cf initial application. The group has not yet decided the date of initial agplication and has not yet
completed its evaluaticn of the effect of adoption. The new standard has not yet been adopted by the European Union.

The directors do not expect that the adopticn of the other standards and interpretations listed above will have a material impact
on the financial statements of the group in future periods.

Basis of accounting
The financial statements have been prepared in accordance with International Financial Reporting Standards (IFRSs) as adepted
by the European Union.

The financial statements are prepared under the historical cost convention except for the revaluation of finandial instruments and
certain oil and gas properties at the transition date to IFRS.

The financial statemants have been prepared on the going concern basis. Further information relating to the going concern
assumption is provided in the Financial Review.

The principat accounting policies adopted are set out below.

Basis of consolidation

The consolidated financial statements incorporate the financial statements of the company and entities controlled by the
company (its subsidiaries) made up to 31 December each year. Control is achieved where the company has the power to govern
the financial and operating policies of an investee entity so as to obtain benafits from its activities.

On acquisition, the assets, liabilities and contingent liabilities of a subsidiary are measured at their fair values at the date of
acquisition. Any excess/defidency of the cost of acquisition over/below the fair values of the identifiable net assets acquired is
recognised as goodwill/excess of fair value over cost.

The results of subsidiaries acquired or disposed of during the year are included in the income statement from the effective date
of acquisition or up to the effective date of disposal, as appropriate.

Where necessary, adjustments are made to the financial staternents of subsidiaries to bring the accounting policies used into fine
with those used by other members of the group.

All significant inter-company transactions and balances between group entities are eliminated on consolidation.
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Interest in joint ventures
A joint venture is a contractual arrangement whereby the group and other parties undertake an economic activity that is subject
to joint control.

Where a group company undertakes its activities under joint venture arrangements directly, the group’s shares of jointly
controlled assets and any liabilities incurred jointly with ather venturers are recognised in the financial statements of the relevant
cormpany and classified according to their nature,

Liabitities and expenses incurred directly in respect of interests in jointly controlled assets are accounted for on an accrual basis.
Income from the sale or use of the group's share of the output of jointly controlled assets, and its share of joint venture expenses,
are recagnised when it is probable that the economic benefits asscciated with the transacticns will fiow to/from the group and
their amount can be measured reliably.

Joint venture arrangements which invelve the establishment of a separate entity in which each venturer has an interest are
referred tc as jointly contrelled entities. The group reports its interests in jointly controlled entities using proporticnate
consolidation — the group's share of the assets, liabilities, income and expenses of jointly controlled entities are combined with
the equivalent iterns in the consolidated financial statements on a line-by-line basis.

Where the group transacts with its jointly centrolled entities, unrealised profits and losses are eliminated 1o the extent of the
group’s interest in the joint venture.

Sales revenue and other income
Sales of petroleum production are recognised when goods are delivered or the title has passed 1o the customer.

Interest income is accrued on a time basis, by reference to the principal outstanding and at the effective interest rate applicable.
Dividend income from investments is recognised when the shareholders’ rights to receive payment have been established.

Oil and gas assets
The company applies the successful efforts method of accounting for exploration and evaluation (E&E) costs, having regard to
the requirements of IFRS 6 - 'Exploration for and Evaluation of Mineral Resources’.

(a) Exploration and evaluation assets
Under the successful efforts method of accounting, all licence acquisition, exploration and appraisal costs are initially
capitalised in well, field or specific exploration cost centres as appropriate, pending determination, Expenditure incurred
during the various exploration and appraisal phases is then written off unless commercial reserves have been established or
the determination process has not been completed.

Pre-licence costs
Costs incurred prior to having obtained the legal rights ta explore an area are expensed directly to the income statement as
they are incurred.

Exploration and evaluation costs
Costs of E&E are initially capitalised as E&E assets. Payments to acquire the legal right to explore, costs of technical services
and studies, seismic acquisition, exploratory drilling and testing are capitalised as intangible E&E assets.

Tangible assets used in E&E activities (such as the group's vehicles, drilling rigs, seismic equipment and other property, plant
and equipment used by the company's exploration function) are classified as property, plant and equipment. However, to
the extent that such a tangible asset is consumed in developing an intangible E&E asset, the amount reflecting that
consttmption is recorded as part of the cost of the intangible asset. Such intangible costs include directly attibutable
overhead, including the depredation of property, plant and equipment utilised in E&E activities, together with the cost of
other materials consumed during the exploration and evaluation phases.

E&E costs are not amortised prior to the conclusion of appraisal activities.

Treatment of E&E assets at conclusion of appraisal activities

Intangible E&E assets related to each exploration licence/prospect are carried forward, until the existence (or otherwise) of
commercial reserves has been determined subject to certain limitations including review for indications of impairment. If
commercial reserves have been discovered, the carrying value, after any impairment loss, of the relevant E&E assets, is then
reclassified as development and production assets. If, however, commercial reserves have not been found, the capitalised
costs are charged to expense after conclusion of appraisal activities.
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Accounting Policies (continued)

Qil and gas assets (continued)

{b)

(<)

(d)

{e)

Development and production assets

Development and production assets are accumulated generally on a field-by-field basis and represent the cost of
developing the commercial reserves discovered and bringing them inte production, together with the E&E expenditures
incurred in finding commercial reserves transferred from intangible E&E assets, as outlined in accounting policy (a) above.

The cost of development and production assets also includes the cost of acquisitions and purchases of such assets, directly
attributable overheads, finance costs capitalised, and the cost of recegnising provisions for future restoration and
decornmissioning.

Depreciation of producing assets

The net boek values of producing assets are depreciated generally on a field-by-field basis using the unit-ofproduction
method by reference to the ratio of production in the year and the related commercial reserves of the field, taking into
account future development expenditures neceseary to bring those reserves into production.

Producing assets are generally grouped with other assets that are dedicated to serving the same reserves for depreciation
purpcses, but are depreciated separately from producing assets that serve other reserves.

Pipelines are depreciated on a unit-cf-throughput basis.

Impairment of development and production assets
An impairment test is performed whenever events and circumstances arising during the development or preduction phase
indicate that the carrying value of a development or producticn asset may exceed its recoverable amount.

The carrying value is compared against the expected recoverable amount of the asset, generally by reference to the present
value of the future net cash flows expected tc be derived from preduction of commercial reserves. The cash generating unit
applied for impairment test purposes is generaliy the field, except that a number of field interests may be grouped as a
single cash generating unit where the cash flows of each field are interdependent.

Any impairment identified is charged to the income statement as additional depreciation. Where conditions giving rise to
impairment subsequently reverse, the effect of the impairment charge is also reversed as a credit to the income statement,
net of any depreciation that would have been charged since the impairment.

Acquisitions, asset purchases and disposals
Acquisitions of cil and gas properties are accounted for under the acquisition method when the assets acquired and
liabilities assumed constitute a business.

Transactions involving the purchase of an individual field interest, or a group of field interests, that do not constitute a
business, are treated as asset purchases irrespective of whether the specific transactions involve the transfer of the field
interests directly or the transfer of an incorporated entity. Accordingly, no goodwill and no deferred tax gross up arises, and
the consideration is allocated 1o the assets and liabifities purchased on an appropriate basis.

Proceeds on disposal are applied to the carrying amount of the specific intangible asset or development and production
assets disposed of and any surplus is recorded as a gain on disposal in the income statement.

Decommissioning

Provisicn for decommissioning is recognised in full when the refated facilities are installed. The amount recognised is the
present value of the estimated future expenditure. A corresponding amount equivalent to the provision is also recognised
as part of the cost of the related cil and gas property. This is subsequently depreciated as part of the capital costs of the
production facilities. Any change in the present value of the estimated expenditure is dealt with prospectively as an
adjustment to the provision and the cil and gas property. The unwinding of the discount is included as a finance cost.

Inventaories

Inventories, except for petroleum products, are valued at the lower of cost and net realisable value. Petroleum products and

under and overlifts of crude oil are recorded at net realisable value, under inventories and cther debtors or creditors respectively.

Tax

The tax expense/credit represents the sum of the tax currently payable/recoverable and deferred tax movements during the year.

The tax currently payable is based on taxable profit for the year. Taxable profit differs from net profit as reported in the income
statement because it excludes items of income or expense that are taxable or deductible in cther years and it further excludes
items that are never taxable or deductible. The group’s liability for current tax is calculated using tax rates that have been
enacted or substantively enacted by the balance sheet date.
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Tax {continued)

Deferred tax is the tax expected tc be payable or recoverable on differences between the carrying amounts of assets and
liabilities in the financial statements and the corresponding tax bases used in the computation of taxable profit, and is accounted
for using the balance sheet liability method. Deferred tax liabilities are generally recognised for all taxable temporary differences
and deferred tax assets are recognised to the extent that it is probable that taxable profits will be available against which
deductible temporary differences can be utilised. Such assets and liabilities are not recegnised if the termporary difference arises
from goodwill/excess of fair value over cost or from the initial recognition {other than in a business comkination) of other assets
and liabilities in a transaction that affects neither the taxable profit nor the accounting profit.

Deferred tax lizhilities are recognised for taxable temporary differences arising on invastments in subsidiaries and associates,
and interests in joint ventures, except where the group is able to control the reversal of the temporary difference and it is
probable that the temporary difference will not reverse in the foreseeable future.

The carrying amcunt of deferred tax assets is 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. The group reassesses its
unrecognised deferred tax asset each year taking into account changes in cil and gas prices, the group’s proven and probable
reserve profile and forecast capital and operating expenditures.

Deferred tax is calculated at the tax rates that are expected ta apply in the period when the liability is settled or the asset is
realised based on tax laws and rates that have been enacted at the balance sheet date. Deferred tax is charged or credited in
the income statement, except when it relates to items charged or credited in other comprehensive income, in which case the
deferred tax is alse dealt with in other comprehensive income.

Deferred tax assets and liabllities are offset when there is a legally enforceable right to set off current tax assets against current
tax liabilities and when they relate to income taxes levied by the same tax authority and the group intends to settle its current tax
assets and liabilities on a net basis.

Translation of fareign currencies

In the accounts of individual companies, transactions denominated in foreign currencies, being currencies other than the
functional currency, are recorded in the local currency at actual exchange rates as of the dates of the transactions. Monetary
assets and liabilities denominated in foreign currencies at the balance sheet date are reported at the rates of exchange
prevailing at the balance sheet date. Non-monetary assets and liabilities carried at fair value that are denominated in foreign
currencies are translated at the rates prevailing at the date when the fair value was determined. Any gain or loss arising from a
change in exchange rate subsequent to the dates of the transactions is included as an exchange gain or loss in the income
statement. Non-monetary assets held at historic cost are translated at the date of purchase and are not retranslated.

On consolidation, the assets and liabilities of the group's overseas operaticns are translated at exchange rates prevailing on the
balance sheet date. Income and expense items are generaily translated at the average exchange rates for the year. Exchange
differences arising, if any, are classified as equity and transferred to the group’s translation reserve. Such translation differences
are recognised as income or as expenses in the year in which the operation is disposed of.

Group retirement benefits

Payments to defined contribution retirement benefit plans are charged as an expense as they fall due. Payments made to state-
managed retirement benefit schemes are dealt with as payments to defined contribution plans where the group’s obligations
under the scheres are equivalent to those arising in a defined centribution retirement benefit plan,

The group operates a defined benefit pension scheme, which requires contributions to be made to a separately administered
fund. The cost of providing benefits is determined using the projected unit credit method, with actuarial valuations being carried
out at each balance sheet date. Actuarial gains and losses are recognised immediately in the statement of comprehensive
income. Past service cost is also recegnised immediately to the extent that the benefits are already vested, and otherwise is
amortised on a straight-line basis over the average period until the benefits become vested.

The retirement benefit obligation recognised in the balance sheet represents the present value of the defined benefit obligation
as adjusted for unrecognised past service cost, and as reduced by the fair value of plan assets. Any asset resulting from this
calculation is limited to unrecognised past service cost, plus the present value of available refunds and reductions in future
contributions to the plan.

Royalties
Royalties are charged as production costs to the income statement in the year in which the related production is recognised
as income.

Leasing
Rentals payable for assets under operating leases are charged to the income statement on a straight-line basis over the lease term.
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Accounting Policies (continued)

Financial instruments
Financial assets and financial liabilities are recognised in the group’s balance sheet when the group beccmes a party to the
contractual provisions of the instrument.

Trade receivables
Trade receivables are stated at their nominal value as reduced by appropriate allowances for estimated irrecoverable amounts.

Bank borrowings

Interest-bearing bank loans and overdrafts are recorded at the proceeds received, net of direct issue costs. Finance charges,
including premiums payable on settlement or redemption and direct issue costs, are accounted for on an accrual basis to the
income statement using the effective interest method and are added to the carrying amount of the instrument to the extent that
they are not settled in the year in which they arise.

Borrowing costs

Borrowing costs directly relating to the construction or production of a qualifying capital project under construction are
capitalised and added to the project cost during construction until such time as the assets are substantially ready for their
intended use, i.e. when they are capable of commercial production. Where the funds used to finance a project form part of
general borrowings, the amount capitalised is calculated using a weighted average of rates applicable to relevant general
borrowings of the group during the period. All other borrowing costs are recognised in the income statement in the period in
which they are incurred.

Trade payables

Trade payables are stated at their nominal value.

Derivative financial instruments
The group uses derivative financial instruments {derivatives) to manage its exposura to changes in foreign currency exchange
rates, interest rates and oil price fluctuations.

All derivative financial instruments are initially recorded at cost, including transaction costs. Derivatives are subsequently carried
at fair value. Apart from those derivatives designated as qualifying cash flow hedging instruments, all changes in fair value are
recarded as financial income or expanse in the year in which they arise.

For the purposes of hedge accounting, hedging relaticnships may be of three types: fair value hedges are hedges of particular
risks that may change the fair value of a recognised asset or liakility; cash flow hedges are hedges of particular risks that may
change the amount or timing of future cash flows; and hedges of net investment in a foreign entity are hedges of particular risks
that may change the camying value of the net assets of a foreign entity. Currently the group only has cash flow hedge relationships.

To qualify fer hedge accounting the hedging relationship must mest several strict conditions on documentation, probability of
occurrence, hedge effectiveness and reliability of measurement. If these conditions are not met, then the relationship does not
qualify for hedge accounting. In this case the hedging instrument and the hedged item are reported independently as if there
were no hedging relationship. In particular any derivatives are reported at fair value, with changes in fair value included in
financial income or expense.

For qualifying cash flow hedges, the hedging instrument is recorded at fair value. The portion of any change in fair value that is
an effective hedge is included in equity, and any remaining ineffective portion is reperted in financial income. If the hedging
relationship is the hedge of a firm commitment or highly probable forecasted transaction, the cumulative changes of fair value of
the hedging instrument that have been recarded in equity are included in the initial carrying value of the asset or liability at the
time it is recognised. For all other qualifying cash flow hedges, the cumulative changes of fair value of the hedging instrument
that have been recorded in equity are included in financial income at the time when the forecasted transaction affects net incame.

Derivatives embedded in other financial instruments or non-derivative host contracts are treated as separate derivatives when
their risks and characteristics are not closely related to those of host contracts and the host contracts are not carried at fair value
with unrealised gains or losses reported in the income statement. Embedded derivatives which are closely related to host
contracts, including in particular price caps and floors within the group’s oil sales contracts, are not separated and are not carried
at fair value,

Fair value is the amount fer which a financial asset, liability or instrument could be exchanged between knowledgeable and
willing parties in an arm’s length transaction. It is determined by reference to quoted market prices adjusted for estimated
transaction costs that would be incurred in an actual transaction, or by the use of established estimation techniques such as
option pricing models and estimated discounted vaiues of cash flows.
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Cash and cash equivalents
Cash comprises cash in hand and depesits repayable on demand, less overdrafts payable on demand.

Cash equivalents comprise funds held in term deposit accounts with an original maturity not exceeding three manths.

Share-based payments

The group issues equity-settled and cash-settled share-based payments tc certain employees. Equity-settled share-based
payments are measured at fair value {excluding the effect of non market-based vesting conditions) at the date of grant. The fair
value determined at the grant date of the equity-settled share-based payments is expensed on a straight-line basis over the
vesting pericd, based on the group’s estimate of shares that will eventually vest and adjusted for the effect of non market-based
vesting conditicns.

Fair value is measured by use of a Monte Carlo simulation. The main assumptions are provided in note 19.

A liability equal to the portion of the goods or services received is recognised at the current fair value determined at each
balance sheet date for cash-settled, share-based payments.

Convertible bonds

The net proceeds received from the issue of convertible bonds are split between a liability element and an equity component
at the date of issue. The fair value of the liability component is estimated using the prevailing market interest rate for similar
non-convertible debt. The difference between the proceeds of issue of the convertible bonds and the fair value assigned to

the liability compaonent, representing the embedded option to convert the liability into equity of the group, is included in equity
and is not re-measured. The liability component is carried at amortised cost.

Issue costs are apportioned between the liability and equity components of the convertible bonds based on their relative
carrying amounts at the date of issue. The portion relating to the equity component is charged directly against equity.

The interest expense on the liability component is calculated by applying the prevailing market interest rate, at the time of issue,
for similar non-convertible debt to the liability component of the instrument. The difference between this amount and the
interest paid is added to the carrying amount of the convertible bends.

Critical accounting judgements and key sources of estimation uncertainty
Details of the group's significant accounting judgements and critical accounting estimates are set out in these finandial
staternents and include:

*  carying value of intangible expioration and evaluation assets (note 8);
*  carrying value of property, plant and equipment {note 9);

* proved and probable reserves estimates (note 9);

»  decommissioning costs (note 16);

s derivative finandal instruments {note 17);

e tax and recognition of deferred tax assets {note 18);

«  share-based payments (note 19);

*+  pensions {note 23); and

*  acquisition of subsidiaries (note 25).
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Independent Auditor’s Report to the Members of Premier Oil plc

We have audited the group financial statements of Premier Qil plc for the year ended 31 December 2010 which comprise the
consolidated income statement, the consalidated statement of comprehensive income, the consolidated balance sheet, the
consolidated statement of changes in equity, the consolidated cash flow statement and the related notes 1 to 26. The financial
reporting framework that has been applied in their preparation is applicable law and International Financial Reporting Standards
{IFRSs} as adopted by the European Union.

This report is made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act
2006, Qur 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 auditor's report and for no other purpose. To the fullest extent parmitted 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 auditor

As explained more fully in the Directors’ Responsibilities Staternent, the directors are responsible for the preparation of the
group financial statements and for being satisfied that they give a true and fair view. Our responsibility is to audit and express an
opinion on the group financial statements in accordance with applicable law and International Standards on Auditing (UK and
Ireland). Those standards require us to comply with the Auditing Practices Board’s Ethical Standards for Auditors.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable
assurance that the financial statements are free from material misstatement, whether caused by fraud or error. This includes an
assessment of: whether the accounting policies are appropriate to the group’s circumstances and have been consistently applied
and adequately disclosed; the reasonableness of significant accounting estimates made by the directors; and the overall
presentation of the financial statements.

Opinion on financial statements
tn our opinion the group financial statements:
¢ give a true and fair view of the state of the group’s affairs as at 31 December 2010 and of its profit for the year then ended;

*  have been properly prepared in accerdance with IFRSs as adopted by the European Union; and

*  have been prepared in accordance with the requirements of the Companies Act 2006 and Article 4 of the IAS Regulation.

Opinion on other matter prescribed by the Companies Act 2006
In our opinion the information given in the Directors’ Report for the financial year for which the group financial statements are
prepared is consistent with the group financial statements.

Matters on which we are required to report by exception
We have nothing to report in respect of the following:

Under the Companies Act 2006 we are required to report to you if, in our opinion:
*  certain disclosures of directors’ remuneration specified by law are not made; or

*  we have not received all the information and explanations we require for our audit.

Under the Listing Rules we are required to review:
* the directors’ statement, contained within the Directors’ Report, in relation to going concern;

*  the part of the Corporate Governance Repor relating to the company'’s compliance with the nine provisions of the June
2008 Combined Code specified for our review; and

*  certain elements of the report to shareholders by the Board on directors’ remuneration.

Other matter
We have reported separately on the parent company financial statements of Premier Oil plc for the year ended 31 December
2010 and on the information in the Remuneration Report that is described as having been audited.

Matthew Donaldson (Senior statutory auditor)
for and on behalf of Deloitte LLP

Chartered Accountants and Statutory Auditar
Londen

United Kingdom

23 March 201
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Consolidated Income Statement

For the year ended 31 December 2010

2010 2009
Note % million $ million
Sales revenues 1 763.6 6211
Cost of sales 2 {530.5) (361.4)
Exploration expense 8 (68.2) {57.0)
Pre-licence exploration costs (18.9) {20.3)
Acquisition of subsidiaries 25 - 56
General and administration costs {18.3) (18.3}
Operating profit 127.7 1697
Interest revenue, finance and cther gains 5 2.5 157
Finance costs and other finance expenses 5 {68.0) 44.4)
Gain/(loss) on derivative financial instruments 17 38.4 (61.1)
Profit before tax 100.8 799
Tax & 29.0 33.1
Profit after tax 129.8 1130
Earnings per share (cents):
Basic 7 111.9 104.1
Diluted 7 103.1 103.9

The results relate entirely to centinuing operations.
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Consolidated Statement of Comprehensive Income

For the year ended 31 December 2010

2010 2009
Note $ million $ million

Profit for the year 129.8 1130
Cash flow hedges — losses arising during the year:

On commodity swaps 17 (2.2) (9.8)

On interest rate swaps 17 (12.1) .8)
Exchange differences on translation of foreign operations (1.9 87
Actuarial gains/(losses) on long-term employee benefit plans 23 0.6 {3.5)
Other comprehensive expense {15.6) (5.4}
Total comprehensive income for the year 114.2 107.6
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Consolidated Balance Sheet

As at 31 December 2010

2010 2007
Note $ million $ million
Non-current assets:
Intangible exploration and evaluation assets 8 3108 2316
Property, plant and equipment 9 1,732.8 1,3860
Deferred tax assets 18 2853 1906
2,328.9 1,808.2
Current assets:
Inventories 18.6 353
Trade and other receivables n 311.2 3936
Tax recoverable &7.5 52.1
Cash and cash equivalents 12 299.7 250.6
697.0 7316
Total assets 3,025.9 25398
Current liabilities:
Trade and other payables 13 (446.8) @197
Current tax payable {56.4) (46.5)
{503.2) (466.2)
Net current assets 193.8 2654
Non-current liabilities:
Convertible bonds 14 (218.1) (210.1)
Cther long-term debt 14 (466.4) (337.2)
Deferred tax liabilities 18 {183.7) (179.8)
Long-term provisions 14 (473.2) (307.8)
Long-term employee benefit plan deficit 23 {15.2) (13.5)
Deferred revenue 17 (35.9) (54.1)
{1,392.5) (1,102.3)
Total liabilities (1,895.7) (1,568.5)
Net assets 1,130.2 9713
Equity and reserves:
Share capital 19 98.3 97.0
Share premium account 254.8 2237
Retained earnings 738.7 &03.2
Capital redemption reserve 4.3 43
Translation reserves 5.2 7.
Equity reserve 289 360

1.130.2 971.3

The financial staterments were approved by the Board of Directors and authorised for issue on 23 March 2011.
They were signed on its behalf by:

S C Lockett A R C Durrant
Chief Executive Finance Director

g,}u;(@ W{
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Consolidated Statement of Changes in Equity

For the year ended 31 December 2010

Share Capital
Share premium Retained redemption Translation Equity
capital account earnings reserve reserves reserve Total
Note $ million £ millien $ million $ million $ million $ million £ million
At 1 January 2009 736 9.7 4729 1.7 (1.8 426 598.9
Issue of Ordinary Shares 260 2262 - - - - 2822
Expenses of issue of Ordinary Shares - (12.2) - - - - (12.2)
Cancellation of Ordinary Shares (2.6) - - 26 - - -
Purchase of shares for ESOP Trust - - (2.5) - - - (2.5}
Provision for share-based payments 19 - - 273 - - - 273
Transfer batween reserves™ - - 6.6 - - (6.4) -
Total comprehensive income - - 989 - 87 -~ 107.6
At 31 December 2009 g70 2237 603.2 43 7.1 360 9713
Issue of Ordinary Shares 13 3t (32.1) - - - 0.3
Purchase of shares for ESOP Trust - - 8.3) - - - (8.3)
Pravision for share-based payments 9 - - 527 - - - 527
Transfer between raserves™ - - 71 - - (7.1) -
Total comprehensive income - - 1161 - 1.9 - 114.2
At 31 December 2010 98.3 254.8 738.7 43 5.2 28.9 1,130.2

* The transfer between reserves relates to the non-cash interest on the convertible bonds, less the amortisation of the issue costs that were charged directly

against equity.
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Consolidated Cash Flow Statement

For the year ended 31 December 2010

2010 2009
Note $ million $ million

Net cash from operating activities 21 434.0 3477

Investing activities:

Capital expenditure (514.1) (303.1)
Pre-licence exploration costs {18.9) {20.3)
Acquisition of subsidiaries 25 - (574.2)
Acquisition of gil and gas properties {7.4) {83.9}
Proceeds from disposal of oil and gas properties 20.4 14.8

Recovery of cash previously held in a decommissioning trust 69.2 -

Net cash used in investing activities (450.8) (9667}
Financing activities:

Proceeds from issuance of Crdinary Shares 0.3 2522

Expenses on issuance of Ordinary Shares - (12.2)
Purchase of shares for ESOP Trust (8.3) {2.5)
Proceeds frorn drawdown of long-term bank loans 310.0 3530

Debs arrangement fees (17.9) {25.6)
Repayment of long-term bank loans (178.0) -
Interest paid {40.9) {21.2)
Net cash from financing activities 65.2 5437

Currency translation differences relating to cash and cash equivalents (1.3) 22

Net increase/(deaease) in cash and cash equivalents 49.1 {73.1)
Cash and cash equivalents at the beginning of the year 250.6 3237

Cash and cash equivalents at the end of the year 2 299.7 2506
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Notes to the Consolidated Financial Statements

For the year ended 31 December 2010

1. Operating segments
The group's operations are located and managed in three regional business units - North Sea and West Africa, Asia and Middle
East-Pakistan. These geographical segments are the basis on which the group reports its segmental information.

2010 2009

$ millien $ million
Revenue:
North Sea and West Africa 445.7 3517
Asia 195.7 1464
Middle East-Pakistan 122.2 1230
Total group sales revenue 763.6 6211
Interest and other finance revenue 25 2.2
Total group revenue 766.1 623.3
Group operating profit/(loss):
North Sea and West Africa {43.0) 314
Asia 107.9 759
Middle East-Pakistan 759 765
Unallocated™ {13.1) (14.%)
Group operating profit 127.7 16%.7
Interest revenue, finance and other gains 25 15.7
Finance costs and other finance expenses (68.0) (44.4)
Gain/{loss) on derivative financial instruments 38.6 61.%)
Profit before tax 100.8 799
Tax 29.0 331
Profit after tax 129.8 1130
Balance sheet
Segment assets:
Nerth Sea and West Africa 1,353.3 1,2498
Asia 1,142.1 82246
Middle East-Pakistan 165.2 1359
Unallocated* 365.3 3315
Total assets 3.025.9 25398
Liabilities:
North Sea and West Africa (599.2) {459.1)
Asia (355.5) (267.7)
Middle East-Pakistan (111.9) {103.1}
Unallocated* (829.1) (738.6}
Total liabilities {1,895.7) {1,568.5)
Other information
Capital additions and acquisitions:
North Sea and West Africa 3533 637.6
Asia 352.0 266.6
Middle East-Pakistan 53.8 261
Total capital additions and acquisitions 7591 9303
Depreciation, depletion, amortisation and impairment:
North Sea and West Africa 2133 131.8
Asia 31.2 314
Middle East-Pakistan 19.1 17.6
Total deprediation, depletion, amertisation and impairment 283.6 180.8

* Unallocated expenditure, assets and liabilities include amounts of a corporate nature and not specifically attributable to a geographical segment.
These items include prelicence exploration costs, cash, mark to market valuations of commedity contracts and interest rate swaps, convertible bonds
and other long-term debt.
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1. Operating segments {continued)
Included in revenues arising from the Nerth Sea and West Africa segment are revenues of US$425 4 million (2009 U5$336.1
million) which arose from sales to customers located in the UK.

Included in assets arising from the North Sea and West Africa segment are non-current assets (excluding deferred tax
assets) of US$817.6 million (2009: US$749 4 million) located in the UK,

Revenue from four customers (2009 four customers) each exceeded 10 per cent of the group’s consolidated revenue and
amounted respectively to US$134.1 million and U$$225.8 million arising from sales of crude oil (2009 U5$139.5 million and
US%128.5 million) and US$173.1 millicn and US$79.5 million arising from sales of gas (2009: US$132.9 million and US$72.6
million).

2. Cost of sales

2010 2009
Note £ million % million
Operating costs 2171 1967
Stock overlift/underlift movement 35.6 {31.1)
Royalties 14.2 15.0
Amonrtisation and depreciation of property, plant and equipment:
Cil and gas properties 9 196.0 155.2
Cther fixed assets el 2.3 1.6
Impairment of oil and gas properties g 65.3 230
530.5 3614
3. Auditors’ remuneration
2010 2009
$ million $ million
Audit fees:
Fees payable to the cempany’s auditars for the company’s annual report 0.5 05
Audit of the company's subsidiaries pursuant to legislation 0.1 0.2
0.6 0.7
Non-audit fees:
Other services pursuant to legislation ~ interim review 01 02
Tax services 0.5 1.1
Corporate finance services” - 19
Other services 0.3 0.1
0.9 33

* Corporate finance services in the prior year comprised financial due difigence (U530.4 million), tax due diligence {US$0.6 millien} and reperting
accountants' services (US$0.9 million).

The Audit and Risk Committee has a policy on the use of auditors in a non-audit capacity which is aimed at ensuring their
continued independence. The use of the external auditors for services relating to accounting systems or financial statements
is not permitted, as are various other services that could give rise to conflicts of interest or other threats to the auditors’
ebjectivity that cannot be reduced to an acceptable level by applying safeguards.
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Notes to the Consolidated Financial Statements (continued)

For the year ended 31 December 2010

4, Staff costs

2010 2009
$ million % mnillion

Staff costs, induding executive directors:
Wages and salaries 113.8 107.5
Social security costs 2.6 35

Pension costs:

Defined contribution 2.6 20
Defined benefit 1.9 10
127.9 1140

A portion of the group's staff costs above are rechargad to joint venture partners or capitalised where they are directly
attributable to capital projects. The above costs include share-based payments to employees as disdosed in note 19.

2010 2009
Average number of employees during the year*:
Technical and operations 378 335
Management and administration 183 173

561 508
* Staff numbers include executive directors.

5. Interest revenue and finance costs
2010 2009
MNote $ million $ million
Interest revenue, finance and other gains:
Short-term deposits 14 1.6
Mark to market valuation of foreign exchange contracts - 28
Profit on disposal of oil and gas properties - 2.3
Others 1.1 0.6
Exchange differences - 1.4
2.5 15.7
Finance costs and other finance expenses:
Bank loans and overdrafts (35.0) (15.9)
Payable in respect of convertible bonds 14 (15.2) (14.6)
Unwinding of discount on decommissioning provisicn 16 (16.2) 8.7
Long-term debt arrangement fees (15.8) {10.5)
Mark to market valuation of foreign exchange contracts (0.4) -
Others (0.3} 0.1
Exchange differences (2.2 -
Gross finance costs and other finance expenses (84.9) (49.8)
Finance costs capitalised during the year 9 169 54
(68.0) (44.4)

The amount of finance costs capitalised was determined by applying the weighted average rate of finance costs applicable
to the borrowings of the group of 6.34 per cent {2009: 5.69 per cent) to the expenditures on the qualifying asset.

During the year a charge of U$$2.2 millicn of currency exchange losses was made by the group to income (2009: credit of
LS$1.4 million of currency exchange gains), An additional US$3.0 millicn (2009: US$nil) was charged through current tax.
This excluded exchange gains and losses arising on financial instruments measured at fair value through profit or loss.
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6. Tax
2010 2009
Note $ million $ million
Current tax:
UK corporation tax on profits - (234)
UK petraleum revenue tax 25.9 232
Overseas tax 546.9 730
Adjustments in respect of prior years* (21.4) (24.6)
Total current tax 61.4 482
Deferred tax:
UK corporation tax (73.9) 7.1
UK petroleurn revenue tax (20.8) (23.6)
Overseas tax 4.3 9.4
Total deferred tax 18 (90.4) (81.3)
Tax on profit on ordinary activities (29.0) (33.1)

* For 2010, the adjustments in respect of prior years consist principally of the release of a tax provision following the closure of an enquiry into a prior

year tax return,

The tax credit for the year can be reconciled to the profit per the consolidated income statement as follows:

2010 2009
$ million $ million
Group profit on ardinary activities before tax 100.8 799
Group profit on ordinary activities before tax at 47.9% weighted average rate (2009: 59.9%) 48.3 4719
Tax effects of:
Income/expenses that are not taxable/deductible in determining taxable profit 25 252
Tax and tax credits not related to profit before tax {including UK petroleum revenue tax) 4.9 (19.2)
Unrecognised tax losses 8.6 407
Utilisation and recognition of tax losses not previously recognised (67.4) (135.6)
Adjustrents in respect of prior years (25.9) (19.3)
Effect of change in tax rates - 272
Tax credit for the year (29.0) (33.1)
Effective tax rate for the year (28.8%) (41.4%)

The weighted average rate is calculated based on the tax rates weighted according to the profit or loss befare tax earned
by the group in each jurisdiction. The change in the weighted average rate year-on-year relates to the mix of profit and loss

in each jurisdiction. The standard tax rate on UK ring fence profits is 50 per cent.
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Notes to the Consolidated Financial Statements (continued)

For the year ended 31 December 2010

7. Earnings per share

The calculation of basic eamnings per share is based on the profit after tax and on the weighted average number of Ordinary
Shares in issue during the year.

Basic and diluted earnings per share are cafculated as follows:

Weighted average
Profit after tax number of shares Earnings per share
2010 2009 2010 2009 2010 2007
$ million $ million million million cents cents
Basic 129.8 113.0 116.0 108.6 111.9 104.1
Qutstanding share options - - 99 0.2 * hf
Diluted 129.8 113.0 125.9 1088 1031 103.9

* The inclusion of the outstanding share options in the 2010 and 2007 calculations produces diluted eamings per share. The outstanding share options
number includes any expected additionatl share issues due to future share-based payments. At 31 December 2010 9,337,340 (200%: 9,337,340} potential
Ordinary Shares in the company that are underlying the company’s convertible bonds and that may dilute earnings per share in the future have not been
included in the calculation of dituted earnings per share because they are anti-dilutive for the year {2009. anti-dilutive).

8. Intangible exploration and evaluation (E&E) assets

Oil and gas properties

North Sea and Middle East-

West Africa Asia Pakistan Total
$ million $ million $ million $ million

Cost:
At 1 January 2007 941 638 - 157.9
Exchange movements 1.2 - - 1.2
Additions during the year 59.9 579 42 1220
Transfer to property, plant and equipment 0.2) (1m (1.2) (2.5)
Exploration expense 41.1) (12.%9) {30 (57.0)
At 31 December 2009 123.9 107.7 - 2316
Exchange movements (1.5 - - (1.1)
Additions during the year 124.7 8.9 296 173.2
Transfer to property, plant and equipment (20.9 (2.8) 10 (247}
Exploration expense {64.4) 0.9 2.9 (68.2}
At 31 December 2010 162.2 1229 25.7 310.8

The amounts for intangible E&E assets represent costs incurred on active exploration projects. These amounts are written
off to the income statement as exploration expense uniess commerdial reserves are established or the determination
process is not completed and there are ne indications of impairment. The cutcome of ongoing exploration, and therefore
whether the carrying value of E&E assets wilt ultimately be recovered, is inherently uncertain.
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9. Property, plant and equipment

Qil and gas properties

North Sea and Middle East- Other
Woest Africa Asia Fakistan fixed assets Total
% million £ million $ million $ million % million

Cost:
At 1 January 2009 5866 527.5 175.7 Q7 1,2995
Exchange movements - - - 08 08
Acquisitions 486.5 839 - - 5704
Additions during the year® 885 1247 216 31 2319
Disposals - {7.8) (5.0 0.1 (129
Transfer from intangible E&E assets 0.2 1.1 1.2 - 25
At 31 December 2009 1,161.8 1294 1935 135 2054.2
Exchange movements - - - 0.2} 0.2
Acquisitions 83 - - - 8.3
Additions during the year™ 217.9 3329 24.2 26 577.6
Disposals - - - 0.2) ©0.2)
Transfer from intangible E&E assets 208 28 10 - 247
At 31 December 2010 1,408.9 1,065.1 218.7 18.7 2,708.4
Amortisation and deprediation:
At 1 January 2009 300.0 1295 98 58 5321
Exchange movements - - - 05 06
Charge fer the year 1064 N3 175 1.6 1568
Impairment 240 - - - 240
Disposals - - (1.2 0.9 {1.3)
At 31 December 2009 4304 160.8 1134 79 7122
Exchange movements - - - 0.1} .1
Charge for the year 1459 311 190 23 1983
Impairment 653 - - - 65.3
Disposals - - - .0 N
At 31 December 2010 641.6 191.9 1321 10.0 975.6
Net book value:
At 31 December 2009 7314 568.6 804 5.6 1,386.0
At 31 December 2010 767.3 873.2 84.6 5.7 1,732.8

* Finance costs that have been capitalised within oil and gas properties during the year total US$14.9 million (2009: US$5.4 million), at a weighted
average interest rate of 6.34 per cent (2009: 5.49 per cent).

Other fixed assets include items such as leasehold improvements, motor vehicles and office equipment.

The 2010 impairment charge relates to the Scott and Balmoral fields in the UK (2009: Chinguetti field in Mauritania) and
arose mainly as a result of a significant increase in estimated future decommissioning costs. The impairment charge was
caleulated by comparing the future discounted cash flows expected te be derived from production of commercial reserves
against the carrying value of the asset. The future cash flows were estimated using a long-term Brent crude cil price of
US$75/bbl (2009: US$70/bbl) and were discounted using a discount rate of 10 per cent (2009: 10 per cent). Assumptions
involved in impairment measurement include estimates of commercial reserves, future oi} and gas prices and the level and
timing of expenditures, all of which are inherently uncertain.

Amortisation and depreciation of oil and gas properties is calculated on a unit-of-production basis, using the ratic of oil and
gas production in the period to the estimated quantities of proved and probable reserves on an entitlernent basis at the
end of the period plus production in the period, on a field-by-field basis. Proved and probable reserve estimates are based
on a number of underlying assumptions including eil and gas prices, future costs, oil and gas in place and reservoir
performance, which are inherently uncertain. Management uses established industry techniques to generate its estimates
and regularly references its estimates against these of joint venture partners or external consultants. However, the amount
of reserves that will ultimately be recovered from any field cannot be known with certainty until the end of the field’s life.
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10. Investments

Principal subsidiary undertakings

The company has investments in the following 100 per cent owned subsidiaries which principally affected the prefits or net
assets of the group. To avoid a statement of excessive length, details of investments which are not significant have been

omitted.

Name of company

Business and area of operation

Country of incorporation
or registration

Premier Qil Group Ltd™

Premier Qil Finance (Jersey) Ltd™
Premier Qil Holdings Ltd
Premier Qil Overseas BV
Premier Oil UK Ltd

Premier Qil Natuna Sea BV
Premier Qil Kakap BV

Premier Oil Sumatra (North) BV
Premier Qil Pakistan Holdings BV
PKP Exploration Ltd

PKP Kadanwari 2 Ltd

PKP Kirthar 2 BV .
Premier Qil Vietnam Offshore BV
Premier Qil (Vietnam) LLC
Premier Oil Nerge AS

Intermediate holding company, UK

Convertible bond issuing company, Jersey
Intermediate holding company, UK

Intermediate holding company, Netherlands
Exploration, production and development, UK
Exploration, production and development, Indonesia
Exploration, preduction and development, Indonesia
Exploration, production and development, Indonesia
Intermediate holding company, Netherlands
Exploration, production and development, Pakistan
Expleration, production and development, Pakistan
Expleration, production and development, Pakistan
Exploration, production and development, Vietnam
Exploration, producticn and development, Vietnam
Exploration, production and development, Nonwvay

Scotland

Jersey

England and Wales
Netherlands
Scottand
Netherlands
Netherlands
Netherlands
Netherlands
England and Wales
Cayman lslands
Netherlands
Netherlands
United States of America
Norway

* Held directly by Premier Qil ple. All other companies are held through subsidiary undertakings.

Joint ventures

The group has a 49 per cent interest in Premco Energy Projects Company LLC, a company registered in the United Arab
Emirates and a 50 per cent interest in Premco Energy Projects BV, a company registered in The Netherlands. The results of

these two jointly controlled entities, which are indirectly held through subsidiary undertakings and which are involved in
business development opportunities across the Middle East and North Africa region, are accounted for using proportionate
censolidation and were immaterial to the group in 2010 and 2009.

11. Trade and other receivables

2010 2009

$ million $ million

Trade receivables 126.7 106.2
Other receivables” 101.2 198.2
Mark to market valuation of derivative finandal instruments &45.7 80.9
Prepayments 17.6 83
311.2 3936

* Included within other receivables in 2009 only is an amount of U$$70.2 million held in an abandonment trust.

The carrying values of the trade and other receivables are equal to their fair value as at the balance sheet date.

12. Cash and cash equivalents

2010 2009

$ million $ miillion

Cash at bank and in hand 215 12.8
Short-term deposits 278.2 2378

299.7 2506
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Trade and other payables

2010 2009

Note £ million $ million

Trade payables 435 545
Accrued expenses 210.2 1748
Other payables 40.3 50.3
Mark to market valuation of derivative financial instruments 17 1091 1381
Short-term provisions 16 23.7 -
4446.8 419.7

The carrying values of the trade and other payables are equal to their fair value as at the balance sheet date.

The short-term provisions relate to the current portion of the provision for decommissioning costs. Further details are given
in note 16.

Borrowings
2010 2009
Note $ million $ millien
Convertible bonds* 2204 213.2
Other long-term debt - bank loans™ 17 485.0 3530
Total borrowings 705.4 566.2

* The carrying values of the convertible bends and the other long-term debt on the balance sheet ere stated net of the unamortised portion of the issue
costs of U5$2.3 million {2009 US33.1 million) and debt arrangement fees of US$18.4 million {2009 US$15.8 million) respectively.

A maturity analysis showing the aging profile of the total borrowings is shown in note 17.

The group renegotiated centain of its credit facilities in 2010, At the year-end date the group's principal credit facilities
comprised a US$175.0 million term loan and a NOK 100.0 million (US$17.2 million) Exploration Financing Facility, both
maturing in 2012, and a US$300.0 million term loan, a US$456.8 million revelving credit facility and a £399.5 million
(US$623.2 million) letter of credit facility, all maturing in 2015.

Convertible bonds
In June 2007, the group issued bonds at a par value of US$250.0 million which are convertible into Ordinary Shares of the
company at any time from 6 August 2007 unti! six days before their maturity date of 27 June 2014,

At the initial conversion price of £15.82 per share there were 8,003,434 Ordinary Shares of the company underlying the
bonds. In April 2009 the conversion price was adjusted from £15.82 per share to £13.56 per share, as a result of the
company's four for nine rights issue of new Ordinary Shares. At the adjusted conversion price of £13.56 per share there are
9,337,340 Ordinary Shares of the company underlying the bonds.

If the bonds have not been previously purchased and cancelled, redeemed or converted, they will be redeemed at par
value on 27 June 2014. Interest of 2.875 per cent per annum will be maid semi-annually in arrears up to that date.

The net proceeds received from the issue of the convertible bonds were split between a liability element and an equity
component at the date of issue. The fair value of the liability component was estimated using the prevailing market interest
rate for similar non-convertible debt. The difference between the proceeds of issue of the convertible bonds and the fair
value assigned to the liability component, representing the embedded option to convert the lfability inte equity of the
group, was included in equity reserves,
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14. Borrowings {continued)
Issue costs were apportioned between the liability and equity components of the convertible bonds based on their relative
carrying amounts at the date of issue. The portion relating to the equity component was charged directly against equity.

2010 2009

$ million $ million

Liability component at 1 January 21041 2027
Interest charged 15.2 14.6
Interest paid {7.2) (7.2}
Total liability component at 31 December 218.1 2101

The total interest charged for the year has been calculated by applying an effective annual interest rate of 6.73 per cent
(2009: 6.73 per cent) to the liability companent for the period since the bonds were issued. The non-cash accrual of interest
will increase the liability component {as the cash interest is only paid at 2.875 per cent) to US$250.0 million at maturity.

There is no material difference between the carrying amount of the liability component of the convertible bonds and its fair
value. This fair value is calculated by discounting the future cash flows at the market rate.

Capital management

The primary objective of the group's capital management is to ensure that it maintains healthy capital ratios in order to
support its business and increase shareholder value. The group manages its capital structure and makes adjustments to it
in light of changes in economic conditions. No changes were made in the objectives, policies or processes during the years
ended 31 December 2010 and 31 December 2009.

The group monitars capital using a gearing ratio, which is net debt divided by net assets. The group’s policy is to keep the
long-term gearing ratio below 50 per cent. Net debt comprises interest-bearing bank loans and convertible bonds, less cash
and short-term deposits.

Note 2010 2009
Net debt ($ million) 21 (405.7) (315.8)
Net assets (§ millien) 1.130.2 971.3
Gearing ratio (%) 35.9 325
15. Obligations under leases
2010 2009
$ million $ million
Minimum lease payments under operating leases recognised as an expense in the year 7.2 6.6
Outstanding commitments for future minimum lease payments under non-cancellable
operating leases, which fall due as follows:
Within one year 23.9 6.7
In twe to five years 298.5 183.0
Over five years 97.0 85.1
4194 2758

Operating lease payments represent the group’s share of lease costs payable by the group for FPSOs and for rentals of
certain of its office properties, office equipment and motor vehicles.
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2010 2009
Note $ miltion $ million
Asset and Equity Plan:
At 1 January 4.2 33
Provisicn in the year - 4.2
Reclassification of provision to current liabilities - (3.3)
Reclassification of provision to retained earnings 4.2 -
At 31 December - 4.2
Decommissioning costs:
At 1 January 303.4 1399
Acquisitions 0.9 114.3
Revision arising from:
New provisions and changes in estimates 189.6 244
Exchange differences {13.2) 161
Unwinding of discount on decommissioning provision 5 16.2 87
Reclassification of provision to current liabilities 13 (23.7) -
At 31 December 473.2 3034
Total provisions 473.2 307.6

The company has operated an Asset and Equity Plan to reward employees for improvement in the asset value of the
business and the market value of the company over a three-year peried. Further details of this plan are disclosed in note 19.

The decommissioning provision represents the present value of decermmissioning costs relating to oil and gas interests in
the UK, West Africa, Indonesia, Vietnam and Pakistan which are expected to be incurred up to 2030. These provisions have
been created based on Premier's internal estimates and, where available, operator’s estimates. Based on the current
economic envirenment, assumptions have been made which the management believe are a reasonable basis upon which
to estimate the future liability. These estimates are reviewed regularly to take into account any material changes to the
assumptions. However, actual decommissioning costs will ultimately depend upen future market prices for the necessary
decommissioning works required, which will reflact market conditions at the relevant time. Furthermore, the timing of
decommissioning is likely to depend on when the fields cease to produce at economically viable rates. This in turn will
depend upon future oil and gas prices, which are inherently uncertain.

New provisions and changes in estimates result from an increase in decommissioning estimates for UK-cperated fields
following a detailed study undertaken during the year, increased operator estimates for non-operated UK fields, and new
provisions for fields in development in Indenesia and Vietnam.

Financial instruments

Financial risk management objectives and policies

The group's principal financial liabilities, other than derivative financial instruments (derivatives), comprise accounts payable,
bank loans and convertible bonds. The main purpose of these financial instruments is to manage short-term cash flow and
raise finance for the group's capital expenditure programme. The group has various financial assets such as accounts
receivable and cash and short-term deposits, which arise directly fram its operations.

It is group policy that all transactions involving derivatives must be directly related to the underlying business of the group.
The group does not use derivative financial instruments for speculative exposures.

The main risks that could adversely affect the group's financial assets, liabilities or future cash flows are commodity price risk,
cash flow interest rate risk, foreign currency exchange risk, credit risk and liquidity risk. The group uses derivative financial
instruments to hedge certain of these risk exposures. The use of financial derivatives is governed by the group's policies and
approved by the Board of Directors, which provide written principles on the use of financial derivatives.
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17. Financial instruments {continued)

Derivative financial instruments
The group uses derivatives to manage its exposure to oil and gas price fluctuations and to changes in interest rates and
foreign currency.

Qil and gas hedging is undertaken with collar options, reverse collars, swaps and hedges embedded in long-term crude
offtake agreements. Oil is hedged using Dated Brent oil price options. Indenesian gas is hedged using HSFO Singapore
180cst which is the variable component of the gas price.

The group’s exposure to interest rates is managed by maintaining an appropriate mix of both fixed and floating interest rate
bomrowings within its debt portfolio. However, given the very low level of fixed interest rates available relative to historical
rates, substantially all of the current drawings have been converted to fixed interest rates using the interest rate swap markets.

As the group reports in US dollars, since that is the currency in which the majority of the group’s transactions are denominated,
significant exchange rate exposures currently relate anly to certain receipts and expenditures in sterling and Nomwegian
krone. Exchange rate exposures are managed within approved policy parameters utilising forward foreign exchange
contracts. From 2011 the group may also be materially exposed to exchange gains and losses in the Vietnamese dong.

Fair value hierarchy
In line with 1AS 3% — ‘Financial Instruments: Recognition and Measurement’ the group uses the following hierarchy for
determining the fair value of financial instrurments by valuation technique:

Level 1: quoted {unadjusted) prices in active markets for identical assets or liabilities;

Level 2: other techniques for which all inputs which have a significant effect on the recorded fair value are cbservable, either
directly or indirectly; and

Level 3: techniques which use inputs which have a significant effect on the recorded value that are not based on cbservable
market data,

Aes at 31 December 2010, the group held the following financial instruments measured at fair value {excluding any primary
financial instruments such as cash and bank loans):

Assets measured at fair value
Financial assets at fair value through profit and 1oss:

At
31 December Level 1 Lavel 2 Level 3
$ million $ million $ million $ million
2010:
Qil reverse collars 65.7 - 657 -
Total 5.7 - 5.7 -
2009:
Qil reverse collars 80.9 - 809 -

Total 80.9 809 -
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Liabilities measured at fair value
Financial liabilities at fair value through profit and loss:

At
31 December Level 1 Level 2 Level 3
% million $ million £ million $ million
2010:
Cil collars 69.9 - 69.9 -
Cil forward sale contracts 42 - 42 -
Gas collars 215 - 215 -
Interest rate swaps 12.9 - 129 -
Forward foreign exchange contracts 0.6 - 06 -
Total 1094 - 1091 -
2009:
Oil collars 82.5 - 825 -
Cil forward sale contracts 248 - 248 -
Gas collars 28 - 298 -
Interast rate swaps 0.8 - 08 -
Forward foreign exchange contracts 0.2 - 0.2 -
Total 138.1 - 138.1 -

All of the above fair values are based on Level 2 techniques.

Commeodity price risk

Gil

At 31 December 2010, the group had 5.04 million barrels of Dated Brent oil hedged with collars at an average floor price of
US3$47.0/bl and an average cap of US$87.0/bbl, all of which were embedded through offtake agreements to the end of 2012.

The group also has oil collars with banks which are marked to market through profit or loss. Additionally, the group has
executed reverse collars with certain oil trading companies at strike prices identical to the bank collars. Similar to the bank
collars, these reverse collars are derivatives that must be marked to market through profit or loss. They effectively offset each
other, resulting in no net impact on the income statement or balance sheet. The hedges embedded in long-term crude
offtake agreements are not fair valued as they qualify for "own-use" exemption under IAS 39.

During the year, oil hedges for 4.64 million barrels matured generating a net cost of US$38.0 million (2009: U$$15.0 million).
In the prior year, an unrealised fair value loss of US$9.8 million was caleulated on the swaps which was recognised directly in
retained earnings as the swaps were 100 per cent effective under hedge accounting rules. This US$9.8 million fair value loss
reversed from retained earnings in the year ended 31 December 2010 due to the maturity of the swaps.

Indonesian gas

No changes have been made to the group’s hedging position in Singapore 80 HSFO, which underlies the pricing
mechanism for Indonesian gas sold into the Singapere market. As at 31 Decermber 2010, 282,000 metric tonnes (mt) of
future production from the existing contract is hedged to the pericd ending mid-year 2013, with a floor of U$$250.0/mt and
a cap of US$500.0/mt.

During the year, Singapore 180 HSFO contracts for 120,000 metric tonnes matured generating a cash cost of US$0.1 million
{2009: US3nil). All of these contracts have been designated as cash flow hedges and were assessed to be effective. In the
current year US$20.4 million of the movement in the fair value of these contracts was credited to the income statement
{2009: charge of US$26.9 million), as this movement related to the time-value portion of hedges under IAS 39. The
remaining movement, being a charge of US$12.0 million (2009: US$nil), related to the intrinsic value of such instruments and
was recognised directly in retained earnings.
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Gl Gas Total

Asset/{liability) $ million $ million $ million

At 1 January 2009 (11.1 {29 (14.0)
Premium paid in the year 125 - 125

Deduction against sales revenues (15.0) - (15.0)
Charge to income statement for the year (83.9) (26.9) {110.8)
Charge to retained earnings for the year (@.8) - ©.8)
At 31 Decernber 2009 (107.3) (29.8) {137.1)
Cash settlement for swaps 16.2 - 16.2

Deduction against sales revenues 8.0 @mn @1
Credit to income statement for the year 15.2 204 354
Credit/(charge) to retained earnings for the year 2.8 {120 (22)
At 31 December 2010 (74.1) {21.5) {95.6)
Movement in commeodity reverse collars

Gil Gas Total

Asset/(liability) $ million $ million $ million

At 1 January 2009 10.7 - 10.7

Recognised in the balance sheet 220 - 20

Credit to income staternent for the year 412 - 41.2

At 31 December 2009 80.9 - 80.9

Charge to income statement for the year {15.2) - (15.2)
At 31 December 2010 65.7 - 65.7

The fair values, which have been determined from counterparties with whom the trades have been concluded, have been
recognised in the balance sheet in trade and other receivables and trade and other payables.

Commodity contract sensitivity analysis

The key variable which affects the fair value of the group’s hedge instruments is market expectations about future

commodity prices. The following illustrates the sensitivity of net income and equity to a ten per cent increase and a ten per

cent decrease in this variable:

oil Gas Total
Increase/(decreasa) in mark to market value £ million $ million $ million
Ten per centincrease 437 1.7 554
Ten per cent decrease (31.3) 9.7) 41.0)
Deferred revenue related to oil reverse collars
Deferred reveriue has been created due to first-clay gains arising frem cfftake agreements and related oil reverse collars.
This deferred revenue is being released to the income statement over the life of each individual offtake agreement as
shown below:

il Gas Total
Asset/(liability) $ million $ million $ million
At 1 January 2009 (33.6) - {33.6)
Recognised in the balance sheet (29.0} - (29.0)
Credit to income statement for the year 85 - 85
At 31 December 2009 (54.1) - {54.1)
Credit to income statement for the year 18.2 - 18.2
At 31 December 2010 (35.9) - (35.9)
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Interest rate risk

At 31 Decernber 2010, US$450.0 million of the group’s long-term bank borrowings have been swapped from floating rate to
fixed rate. Under these interest rate swap contracts, the group has agreed to exchange the difference between fixed and
floating interest amounts calculated on agreed notional principal amounts. Such contracts enable the group to mitigate the
risk of changing interest rates and the cash flow exposure on the issued variable rate debt held.

These contracts have been designated as cash flow hedges and were assessed ta be effective. The fair value of interest rate
swaps at the reporting date is determined by discounting the future cash flows using the forward curves at this date. The
rmovement in fair values is shown in the table below:

Total
Asset/{liability) % miillion
At 1 January 2009 -
Charge to retained earnings for the year (0.8)
At 31 December 2009 (0.8
Cash settlernent for swaps 70
Charge to income statement for the year (7.0)
Charge to retained earnings for the year (12.1)
At 31 December 2010 {(12.9)

Interest rate swaps sensitivity analysis
The key variable which affects the fair value of the group’s hedge instruments is market expectations about future interest
rates. The following iltustrates the sensitivity of comprehensive income to an increase of fifty basis peints in this variable:

Total
Increase/(decrease) in mark to market value $ million
tncrease of fifty basis points (7.6)

A decrease of fifty basis paoints in this variable has not been considered appropriate due to the current very low leve! of
floating interest rates.

Foreign currency exchange risk

To cover sterling exposures an amount of £198.0 million was purchased with forward contracts during the year (2009: £123.8
rnillion). Premiers activities are largely conducted in US dollars. All berrowings at year-end were denominated in US dollars
to match the currency of the assets.

The impact of variations in foreign exchange rates on the group’s results would be immaterial.

Other financial instruments

Credit risk

The group’s credit risk is attributable to its trade receivables and its bank deposits. The amount of receivables presented in
the balance sheet are net of allowances for doubtful receivables which were immaterial in 2010 and 2009. The group does
not require collateral or other security to support receivables from custorners or related parties. The credit risk on fiquid
funds and derivative financial instruments is limited because the counterparties are banks with at least single A credit ratings
assigned by international credit rating agencies.

An indication of the concentration of credit risk is shown in note 1, whereby the revenue from four customers each
exceeded 10 per cent of the group's consolidated revenue in 2010 and 2009.
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The ageing prefile of the group’s trade and other receivables and trade and other payables as at 31 December, including
the related interest amounts, was:

Less than 2to3 3 months 1t 5 Over S

1 month months to 1 year yesrs years Total

% millien $ million $ million $ million $ million $ million
2010:
Trade and other receivables 182.6 178 275 - - 2279
Trade and other payables ©7.2 (6.4} {0.2) - -~ (103.8)
Bank loans - - (23.3) (839.0) - (562.3)
Convertible bonds - - 7.2) (268.0) - (275.2)
Total 85.4 11.4 (3.2} (807.0) - (713.4)
2009:
Trade and other receivables 276.1 232 5.1 - - 3044
Trade and other payables 749 27.1 48 - - (106.8)
Bank loans - - - (353.0) - (3530
Convertible bonds - - {7.2) (275.2) - (282.4)
Total 201.2 (3.9 6.9 (628.2) - 437.8)
Liquidity risk

Ultimate responsibility for liquidity risk management rests with the Board of Directors, which has built an appropriate
liquidity risk management framewacrk for the management of the group's short, medium and lang-term funding and liquidity
management requirements. The group manages liquidity risk by maintaining adequate reserves, banking facilities and
borrowing facilities by continuously monitoring forecast and actual cash flows and matching the maturity profiles of financial
assets and liabilities and future capital and operating commitments.

Borrowing facilities
The group has committed borrowing fadilities of US§949.0 million and letter of credit facilities of £399.5 million (US$623.2 million),
in addition to the convertible bonds. The undrawn cash balance from the committed borrowing fadilities as at 31 Decemlbzer was:

2010 2009

$ million $ million

Expiring in more than one year, but not more than two years 17.2 -
Expiring in more than two years, but not more than five years 446.8 3282

The undrawn balance on the letter of credit facilities as at 31 December 2010 was £280.% million (US$438.2 million) (2009: £nil).

Interest rate risk profile of financial labilities
The interest rate profile of the financial liabilities of the group as at 31 December was:

Fixed rate
waeighted
average
Fixed rate  Floating rate Total  interest rate
$ million $ million $ million %

2010:
Bank loans 450.0 350 4850 5171
Convertible bonds 2500 - 2500 2875
Total 700.0 35.0 735.0 -

200%:

Bank ioans 150.0 2030 3530 5.126
Convertible bonds 250.0 - 2500 2.875

Total 4000 2030 803.0 -
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The carrying values on the balance sheet of the bank loans and the convertible bonds, which are stated net of debt

arrangement fees and issue costs, are as follows:

2010 2009
% million $ million
Bank loans 4664 337.2
Convertible bonds:
Liability component 218.1 2101
Equity component 28.9 360
The floating rate financial liabilities at 31 December 2010 comprised bank borrowings bearing interest at rates setby
reference to US$ LIBOR, exposing the group to a cash flow interest rate risk.
Interest rate risk profile of financial assets
The interest rate profile of the financial assets of the group as at 31 December was:
Floating rate  Interest free Total
$ million $ million $ million
2010
Cash and short-term deposits:
Sterling 1.1 - 1.1
uss 2601 57 2658
Other 53 17.5 228
Total 27565 23.2 299.7
2009
Cash and short-term deposits:
Sterling 04 - 04
Uss 2268 2.1 2359
Other 106 37 143
Total 2378 128 2506

The floating rate cash and short-term deposits consist of cash held in interest-bearing current accounts and depesits placed

on the maney markets for periods ranging fram overnight to three months.

Fair value of financial assets and financial liabilities

The fair values of the financial assets and financial liabilities (excluding current assets, current liabilities and derivative

financial instruments) are:

2010 2010 2009 2009
Carrying Estimated Carrying Estimated
amount fair value amount fair value
$ million % million $ million $ million
Primary financial instruments held or issued to finance
the group’s operations:
Cash and short-term deposits 2997 299.7 2506 2506
Bank loans {485.0) {485.0) (353.0) (353.0)
Liability component of convertible bonds (220.4) (220.4) (213.2) 213.2)

Fair value is the amount at which a financial instrument could be exchanged in an arm's length transaction, other thanin a
forced or liquidated sale. Where available, market values have been used to determine fair values. The estimated fair values
have been determined using market information and appropriate valuation methodologies. Values recorded are as at the
balance sheet date, and will not necessarily be realised. Nen-interest bearing financial instruments, which include amounts
receivable from customers and accounts payable are recorded matenially at fair value reflecting their short-term maturity and

are not shown in the above table.
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18. Deferred tax

2010 2009
£ million $ million
Deferred tax assets 285.3 190.6
Deferred tax liabilities (183.7) (179.8)
101.6 108
{Charged)/
At 1 Qilexco credited to At 31
January acquisition Other income Dacember
2009 21 May 2009 moverment? staterment 2009
$ million $ millien $ millien $ million % million
UK deferred corporation tax:
Fixed assets and allowances (68.5) 356.2 - (100.8) 1869
Decommissioning 220 57.2 - 301 1163
Deferred petroleum revenue tax 1746 05 - {11.2) 69
Tax losses and allowances - - - 17.7 17.7
Unrecognised tax losses and allowances - (273.1) - 1355 {137.4)
Deferred revenue 18.3 - - 4.2) 14.1
Total UK deferred corporation tax (3.6) 140.8 - 671 204.3
UK deferred petroleum revenue tax! (35.2) (2.1 - 2346 (13.7)
Overseas deferred tax? (144.2) - (26.2) 9.4 {179.8)
Total (183.0) 138.7 (26.2) 81.3 108
{Charged)/
At 1 cradited to At 31
January Other income December
2010 movement statement 2010
$ million £ million $ miillion £ million
UK deferred corporation tax:
Fixed assets and allowances 186.9 - 721 14.8
Decomrnissioning 116.3 - 723 1886
Deferred petroleum revenue tax 69 - (10.5) (3.6)
Tax losses and allowances 17.7 - 1210 1387
Unrecognised tax losses and allowances (137.6) - 674 (70.2)
Deferred revenue 14.1 - (4.2} 99
Total UK deferred carporation tax 2043 - 739 278.2
UK deferred petroleum revenue tax! (13.7) - 20.8 71
Overseas deferred tax? {179.8) 0.4 (4.3) (183.7)
Total 10.8 0.4 90.4 101.6

1. The UK deferred petroleum revenue tax relates mainly to temporary differences associated with decommissioning provisions.
2. The overseas deferred tax relates mainly to temporary differences associated with fixed asset balances.
3. The other movement in the prior yaar mainly relates to the deferred effect of Norwegian tax rebates and exchange differences.
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Deferred tax (continued)

The group's unutilised tax losses and allowances at 31 December 2010 are recognised to the extent that taxable profits are
expected to arise in the future against which the tax losses and allowances can be utilised. In accordance with paragraph 37
of IAS 12 - ‘Income Taxes' the group re-assessed its unrecognised deferred tax assets at 31 December 2010 with respect to
ring fence tax losses and allowances. Taking into account the considerable increase in oil price in the last quarter of 2010
and the inclusion of additional UK fields in the group's proven and probable reserve profile, the group’s corporate oil price
assumption was increased from US$7Q/bbl in 2009 to US$75/bbl in 2010 and the corporate mode! used to assess whether
additional deferred tax assets should be recognised was re-run using this price aleng with the inclusion of the additional UK
fields. As a result, US$67.4 million of previously unrecognised deferred tax assets have been recognised in 2010.

In addition to the above, there are non-ring fence UK tax losses of approximately US$171.3 million {2009: US$92.1 milliory
and non-UK tax fosses of approximately US$10.0 miliion for which a deferred tax asset has not been recognised.

None of the UK tax losses {ring fence and non-ring fence) have a fixed expiry date for tax purposes.

A deferred petroleum revenue tax {PRT) asset has been recognised to the extent that it is probable that the asset will
reverse when the PRT field is fully decommissioned.

No deferred tax has been provided on unremitted earnings of overseas subsidiaries, following a change in UK tax legislation
in 2009 which exempted foreign dividends from the scope of UK comporation tax, where certain conditions are satisfied.

Share capital

2010 2010 2009 2009
50p shares £ 50p shares £

Ordinary Shares:
Called-up, issued and fully-paid 116,395,912 58,197,956 114,673,066 57,336,533
2010 2009
$ millien $ million
Balance at 1 January 97.0 7346
Shares issued in respect of rights issue (hominal value) - 260
Shares issued to the Premier Cil ple Employee Benefit Trust (nominal value) 1.3 -
Ordinary Shares cancelled - (2.6)
Balance at 31 December 8.3 970

Rights issue

On 25 March 2009, the company announced its proposal to raise approximately £171 million (US$252.2 million) by way of a
fully underwritten rights issue. Under the proposal, the company offered its shareholders the opportunity to acquire four
new Ordinary Shares for every nine Ordinary Shares held at a price of 485 pence per new Crdinary Share. The proposal was
subject to authorisation by shareholders which was obtained at a General Meeting held on 20 April 2009. The offer peried
cornmenced on 21 April 2009 and closed for acceptance on 6 May 2009. Dealing in the new shares began on 7 May 2009

Share-based payments

£11,423 (US316,988) of Ordinary Shares were issued during 2010 relating to the company’s share opticn plans (2007: £12,113
{US$19,651)). In addition, 1,700,000 Ordinary Shares with a nominal value of £850,000 {US$1,327,955) were issued tc the
Premier Cil plc Employee Benefit Trust to be used to satisfy future awards under the company’s long-term incentive
arrangements (2009: £nil).

Share option plans

The company has share option schemes under which options to subscribe for the company's shares have been granted to
certain executives and employees. Opticns granted are normally exercisable not less than thres years after their grant and
will lapse on their tenth anniversary. Options cannst be exercised until pre-determined performance conditions have been
achieved.

Under the Savings Related Share Option Scheme, eligible ermployees with six manths or more continuous service can join
the scheme. Employees can save to a maximum of £250 per month through payroll deductions for a period of three or five
years, after which time they can acquire shares at up to a 20 per cent discount.
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19. Share capital (continued)

Under the Share Incentive Plan employees are invited to make contributions to buy Partnership Shares. If an employee
agrees ta buy Partnership Shares the company currently matches the number of Partnership Shares bought with an award of
shares (Matching Shares), on a one-for-one basis.

2010 2009
Weightad Weighted
average average
Options exercise price Options  exercise price
Qutstanding at the beginning of the year 174,473 £4.72 189,722 f4.69
Adjustment for rights issue - - 44,556 f4.26
Granted during the year 38,906 £10.42 23,190 7.1
Lapsed during the year (2,369) £8.49 {12913 £9.26
Exercised during the year* (106,339} £3.11 (70,082 £2.04
Outstanding at the end of the year 104,671 £8.33 174,473 £4.72
Exercisable at the end of the year 5,831 £2.08 89,324 £216

* There were 22 846 Ordinary Shares issued under the group’ share option schemes during the year (2009 24,226). The remaining 83,493 Crdinary Shares
were issued from the Premier Oil ple Employee Benefit Trust (2009 45,858).

The weighted average share price at the date of exercise for share options exercised during the year was £14.28. The
opticns outstanding at 31 December 2010 had a weighted average exercise price of £8.33 and a weighted average
remaining contractual life of 3.0 years.

The fair value of the options granted during the year was determined using the Black-Scholes valuation model and is not
material.

The group recognised a cost of US$52.7 million and US$27.3 million related to equity-settled share-based payment
transactions in 2010 and 2009 respectively.

Asset and Equity Plan

The Asset and Equity Plan is designed tc reward emgloyees for improvermnent in the asset value of the business and the
market value of the company over a three-year period and is operated by reference to two bonus pools — an equity bonus
pool and an asset benus pool. The asset bonus pool is created by reference to the increase in the net asset value per share
of the company over a three-year period and the equity bonus pocl is created by reference to the increase in the aquity
market value per share of the company over a three-year period.

The company uses a Monte Carlo simulation mode! to calculate the value of the equity bonus pool of the plan.

The main assumptions used for the calculations are as follows:

Volatility: 31.5%
Risk free rate of interest: 4.4%
Historic market value growth factor: 109.0%

For the asset bonus pool a discounted cash flow model based on the average il price over the period is used to calculate
the final value of the pool and to estimate the value of future asset bonus pools.

The Asset and Equity Plan expired in 2009 and the award granted in 2008, which matured at the end of 2010, is the last
award remaining under the plan.




Pramiar Ol ple 2010 Annual Report and Financial Statements

19, Share capital {continued)

Long Term Incentive Plan

The Long Term Incentive Plan {LTIP) was introduced in 2009 to provide a long-tarm all employee scheme which motivates
all employees and provides a longer-term perspective to the total remuneration package. Awards under the LTIP comprise
three elements: Equity Pool Awards, Performance Share Awards that vest after the expiry of a three-year perfarmance
period, and a potential Matching Award that vests at the expiry of a further three-year performance period, commencing
at the end of the three-year performance period for Equity Pool and Performance Share Awards.

Full details about this plan have been provided in the Remuneration Report.

The company uses a Monte Carlo simulation model to calculate the value of the equity bonus poal of the plan and of the
Performance Share Awards.

The main assumptions used for the calculations are as follows:

Volatility: 40.0% to 41.0%
Risk free rate of interest: 33% 10 37%
Correlation factor with comparator group: 0.29100.30

For the year ended 31 December 2010, the total cost recognised by the group for long-term incentive arrangements is
U%%$38.9 million {2009 US$46.1 million), with a cumulative Hiability on the balance sheet of USEnil (2009: US$28.4 million).

A credit of USES2.7 millien has been recorded in retained earnings (2009: US$27.3 millien) for all equity-settled payments of
the group. Like other elements of remuneration, this charge is processed through the time-writing systerm which allocates
cost, based on time spent by individuals, to various entities within the Premier Qil ple group. Part of this cost is therefore
capitalised as directly attributable to capital projects and part is charged to the income statement as operating costs,
pre-licence exploration costs or general and administration costs.

Ordinary Shares
The rights and restrictions attached to the Ordinary Shares are as follows:

Dividend rights
The rights of the holders of Ordinary Shares shall rank pari passu in all respects with each otherin relation to dividends.

Winding up or reduction of capital

On a return of capital on a winding up or otherwise (other than on carversion, redemption or purchase of shares) the rights
of the holders of Ordinary Shares to participate in the distribution of the assets of the company available for distribution
shall rank pani passu in all respects with each other.

Voting rights
The holders of Ordinary Shares shall be entitled to receive notice of, attend, vote and speak at any General Meeting of the

company.
20. Own shares
Treasury ESQOP
Shares Trust Total
Note $ million $ million $ million

At 1 January 2009 472 16.4 &34
Acquired in the year - 25 25

Release of shares for fong-term incentive arrangements - (2.4) (2.4)
Cancellation of Ordinary Shares (47.2) - (47.2)
At 31 December 2009 - 165 165
Acquiredin the year - 83 8.3
Issuance of Ordinary Shares {market value)* 19 - 321 321

Release of shares for long-termn incentive arrangements - (25.2) (25.2)
At 31 December 2010 - 31.7 3.7

* During the year 1,700,000 Ordinary Shares were issued to the Premier Oil ple Employee Benefit Trust to be used to satisfy awards under the company’s
long-term incentive arrangement schemes.
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20. Own shares (continued)

21,

The own shares reserve repiesents the net cost of shares in Premier Oil plc purchased in the market or issued by the

company into the Premier Qil plc Employee Benefit Trust {ESOP Trust).

At 1 January 2007, the company held 2,798,186 Ordinary Shares as Treasury Shares. All of these Ordinary Shares were

cancelled by the company on 23 March 2009.

The Premier Oil plc Employee Benefit Trust holds shares 1o satisfy options under the group’s share award schemes. The number
of Crdinary Shares held by the Premier Oit plc Employee Benefit Trust at 31 December 2010 was 1,714,601 (2009: 1,077,711},

Notes to the cash flow statement

2010 2007
Note $ million 3 million
Profit before tax for the year 100.8 799
Adjustments for:
Depreciation, depletion, amortisation and impairment 263.6 180.8
Exploration expense 68.2 570
Pre-licence exploration costs 18.9¢ 203
Acquisition of subsidiaries 25 - {11.6)
Net operating charge for long-term emplayee benefit plans less contributions - 02
Provision for share-based payments 13.8 273
Interest revenue and finance gains (2.5} 59
Finance costs and other finance expenses 68.0 444
Gain/(loss) on derivative financial instruments (38.4) 611
QOperating cash flows before movements in working capital 492.2 4535
Decrease/(increase) in inventories 16.7 (10.3)
Decrease/{increase) in receivables 18.1 (10.8)
Decrease in payables (25.8) (15.5)
Cash generated by operations 501.2 4169
Income taxes paid (67.9) {71.5)
Interest income received 2.7 2.3
Net cash from operating activities 4356.0 3477
Analysis of changes in net {debt)/cash:
2010 2009
Note $ million % million
a) Recondliation of net cash flow to movement in net (debt)/cash:
Movement in cash and cash equivalents 49.1 {(73.1)
Proceeds from drawdown of long-term bank loans (310.0 (353.0)
Repayment of long-term bank loans 1780 -
Non-cash movements on debt and cash balances (7.2) {6.8)
Decrease In net cash in the year {90.1) 4329
Opening net {debt)/cash (315.8) 1173
Closing net debt (405.7) (315.6)
b) Analysis of net debt:
Cash and cash equivalents 12 299.7 250.6
Borrowings* 14 (705.4) (564.2)
Total net debt (405.7) (315.6)

* Borrowings consist of the convertible bonds and the other long-term debst. The carrying values of the ¢convertible bonds and the other long-term debt
on the balance sheet are stated net of the unamortised portion of the issue costs of US$2.3 million (2009: US$3.1 million) and debt arrangement fees of

US$18.6 million (2009: U5$15.8 million) respectively.
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Capital commitments and guarantees

At 31 December 2010, the group had capital commitments on exploration and development licences totalling US$209.6 million
{2009: US$217.0 million) and performance guarantees of US$2.0 millicn (2009: US$4.1 million). In addition the group had
issued letters of credit for future decommissioning liabilities totalling £117.3 million {U5$183.0 million) (2009: £73.9 million
(US$119.7 million)).

Group pension schemes

Balance sheet

2010 2009

§ million $ millien

UK funded pension scheme 4.1 56
UK unfunded pension scheme 0.9 09
Indonesia unfunded termination benefit scheme 10.2 7.0
Total liability in balance sheet 15.2 135

Other comprehensive income

At 31 A3l

Drecembear December

2010 2009

$ million $ million
Actuarial gains/{|osses) 0.6 (3.5)
Cumulative amount of actuarial gains/(lcsses) recognised in other comprehensive income (13.4) {14.0)

Funded pensions

The company operates a defined benefit pension scheme in the UK — The Premier Qil plc Retirernent and Death Benefits
Plan (the Scheme). The Scheme was dosed to new members (aside from the provision of insured death in service benefits)
in 1997 and a new scheme, providing benefits on a defined contribution basis, was started. Both schemes are funded by the
payment of contributions to separately administered trust funds.

The disclosures set out below are based on calculations carried cut as at 31 Decermber 2010 by a qualified independent
actuary. The figures have been prepared in compliance with IAS 19 - 'Employee Benefits'.

The Scheme's assets are held in a separate trustee-administered fund to meet long-term pension liabilities to past and
present employees. The Trustee of the Scheme is required 1o act in the best interest of the Scheme’s beneficiaries. The
appointment of members of the Trustee Board is deterrnined by the trust documentation.

The liabilities of the defined benefit Scheme are measured by discounting the best estimate of future cash flows to be paid
out of the Scheme using the projected unit credit method.

The liabilities set out in this note have been calculated using membership data current as at 31 December 2010. The results
of the calculations and the assumptions adopted are shown below.

As at 31 December 2010, contributions are payable to the Scheme at the rates set out in the schedule of contributions
dated 26 September 2008. Under this schedule, the company contributes on a monthly basis at the rate of 25 per cent of
the aggregate of mernbers’ pensionable salaries.
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23. Group pension schemes [continued)

Principal assumptions

The principal actuarial assumptions at the balance sheet date were:

At 31 Decermnber 2010

At 31 December 2009

Discount rate

Expected return on Scheme assets

Revaluation of deferred pensions

Rate of increase in salaries

Rate of increase in pensions in payment: LP1 (max 5.0%)
Withdrawals

Cash commutation

Life expectancy of male aged 65 now

Life expectancy of male aged 65 in 20 years
Life expectancy of fernale aged 65 now

Life expectancy of female aged 65 in 20 years

5.4% pa
5.7% pa
3.2% pa
5.7% pa
3.7% pa

No allowance
1.0 x pre-commutation
pension

23.8

259

26.3

28.2

5.6% pa
49% pa
37%pa
57%pa
37%pa

No allowance

1.0 x precommutation

pension
237
258
262
28.1

The pre and post-retirement mortality base table used for the Scheme in 2010 and 2009 is PCAQQ YOB LC (minimum 1.0 per

cent improvements).

Asset breakdown

The major categories of Scheme assets as a percentage of total Scheme assets are:

At 31 At 31
December December

2010 2009
Equities 49.7% 37.3%
Gilts 24.8% 26.0%
Corporate bonds 23.6% 18.7%
Cash 1.9% 18.0%
Total 100.0% 100.0%
Reconciliation of funded status and amount recognised in balance sheet:

At 31 At 31

December December
2010 2009
§ millien $ million

Fair value of Scheme assets 28.2 256
Present value of defined benefit cbligation (32.3) (31.2)
Defidt (4.1} (5.6)
Components of pension expense for period:

2010 2009

$ million $ million

Current service cost 0.2 0.2
Interest cost 1.7 15
Expected return on Scheme assets {1.2) 1.3}
Net actuarial {gain)/loss recognised (0.3) 30
Total 0.4 34
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23. Group pension schemes (continued)

Changes in the present value of the defined benefit obligation:

20170 2009
$ million $ million
Present value of defined benefit obligation at 1 January 31.2 227
Sewvice cost 0.2 01
Interest cost 1.7 15
Actuarial losses 1.2 49
Benefits paid (0.8) 0.7)
Currency translation effects (1.2) 27
Present value of defined benefit obligation at 31 December 323 3.2
Changes in the fair value of Scherme assets:
2010 2009
$ million $ million
Fair value of Scheme assets at 1 January 25.6 207
Expected return 1.2 13
Actuarial gains 1.5 19
Contributions by employer 1.6 02
Benefits paid (0.8} 0.7)
Currency translation effects 0.9 22
Fair value of Scheme assets at 31 Decernber 28.2 256
Actual return on Scheme assets 2.7 32
Reconciliation of balance sheet liability:
2010 2009
$ million $ million
At 1 January 5.6 20
Pension expense for year 04 34
Total contributions paid (1.8) 0.2)
Currency transtation effects {0.3) 04
At 31 December 4.1 5.6
History of experience adjustrnents:
2010 2009 2008 2007 2006
% miillion $ million % million € million % million
Defined benefit obligation (32.3) (31.2 (227 (319 (31.4)
Scheme assets 28.2 25.6 207 293 280
Deficit {4.1) (5.6} (20 (2.6) (3.4)
Experience adjustments on Scheme liabilities:
Amount of {gain¥loss 0.6 0.5 01 - 0.6)
Percentage of Scheme liabilities 2% (2%) - - (29%)
Changes in the assumptions for value
of Scheme liabilities:
Amount of (gain¥loss 0.6 55 2.2) {0.6) {1.0)
Percentage of Scheme liabilities 2% 18% {10%) (2%) (3%)
Experience adjustments on Scheme assets:
Amount of gain/{loss) 1.5 1.9 (5.1 {0.4) 0.2
Percentage of Scheme assets 5% 7% (25%) (19} 1%
Net actuarial gain/{loss) recognised 0.3 (3.0 (3.0 0.2 1.8
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23.

24,

Group pension schemes (continued)

Projected components of pension expense for the year to 31 December 2011:

Due to of the significant volatility in fnvestment markets, it is difficult to project forward the 1AS 19 figures for the next year
with confidence. The following projections should therefore be treated with caution. Assumptions implicit in the following
projections are:

e the return on assets from 31 December 2010 is 5.7 per cent pa;

«  contributions to the Scheme will continue throughout 2011 in accordance with the current schedule of contributions in
place at the date of signing this report; and

¢ there will be no changes to the terms of the Scheme.

The amounts recognised in the components of pension expense are:

2013

& million

Current service cost 0.2
Interest cost 1.7
Expected return on Scheme assets (1.6}
Total 0.3

Unfunded pensions
In Indenesia the group operates a Service, Severance and Compensation pay scheme under a Collective Labour Agreement
with the local workforce. This is an unfunded post-employment defined benefit scheme in nature.

In addition, the group is paying an unfunded pension to a fermer director in regard to which annual increases and a
raversionary spouse’s pension apply on the same basis as to pensions paid under the Scheme. On the same actuarial basis
as used to assess the Scheme's pension costs, the present value as at 31 December 2010 of the future payments projected
to be made in respect of UK unfunded pensions is US$0.9 million {2009: US$0.2 million).

Defined contribution benefit scheme

The group operates a defined contribution retirement benefit schere. The only obligation of the group with respect to the
retirement benefit scheme is to make specified contributions. Payments o the defined contribution scheme are charged as
an expanse as they fall due. The total cost charged to income of US$2.6 million (2009: US$2.0 million) represents
centributions payable to these schemes by the group at rates specified in the rules of the scheme.

Related party transactions
Transactions between the company and its subsidiaries and joint ventures, which are related parties, have been eliminated
on consolidation and are not disclosed in this note.

Directors and executive remuneration
The remuneration of directors and other key members of management during the year is highlighted below. Further
information regarding the remuneration of individual directors is previded in the audited part of the Remuneration Report.

2010 2009

$ million $ million

Short-term employee benefits 52 53
Post-employment benefits 0.4 04
Other long-term benefits: share-based payments 8.4 16

14.0 73
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25. Acquisition of subsidiaries

26,

On 21 May 2009 the Premier Qil plc group, through its subsidiary Premier Qil Group Ltd, completed the acquisition of the
entire issued share capital of Qilexco North Sea Ltd {ONSL) and its wholly-cwned subsidiary Qilexce North Sea Exploration
Ltd (ONSEL).

The group funded the acquisition and assodiated costs by way of a four for nine rights issue of new Ordinary Shares at a
price of 485 pence per share o raise gross proceeds of approximately £171.0 million (US$252.2 million), new credit {acilities
and the group's existing cash resources.

ONSL was an cil and gas exploration and production company active in the UK, with its producing properties located in the
UK Central North Sea. The acquisition provided the group with a greater presence in the North Sea, strengthening the
group's existing operations in that area by adding a material package of assets comprising existing producing fields,
development projects of existing discovered reserves and a portfelio of exploration prospects, together with high-quality
UK operatorship capabilities.

The transaction has been accounted for by the acquisition method of accounting with an effective date of 21 May 2009,
being the date that the group gained control of ONSL. The final fair values of the identifiable assets and liabilities are set
out in the fellowing table:

Final fair values

3 millicn
MNet assets acquired:
Property, plant and equipment - oil and gas properties 484.5
Deferred tax assets 140.8
Current assets 1145
Current liabilities (39.6)
Deferred tax liabilities (2.1}
Long-term provisions (114.3)
Total acquired net assets 585.8
Total consideration® (574.2)
Excess of fair value over cost*” 1.6

* Total consideration also induded £43.3 million (US$63.0 million) of cash paid by the group which was held in trust for future abandonment obligations,
and direct acquisition costs of US$10.5 million. The cash held in tust was released back to the group in December 2010.

** The excess of fair value over cost was recognised immediately in the consolidated income statement in the prior year, and was offset by related
acquisition expenses of US$6.0 million.

Due to the inherently uncertain nature of the oil and gas industry the assumptions underlying the final assigned values are
judgemental in nature.

Events after the balance sheet date

On 23 March 2011 it was anncunced that the supplementary charge on UK ¢il and gas production is to be increased from
20 per cent to 32 per cent with effect fram 24 March 2011, thereby increasing the combined rate of tax on UK oil and gas
production from 50 per cent to 62 per cent. The government has stated that the supplementary corporation tax rate may be
reduced back to 20 per cent if il prices stay low (below US$75/bhl) for a sustained period, however it is not clear at this time
i this will be incorporated into legislation. This change in UK tax legislation will not impact the 2010 group financial results
as these changes have not been substantively enacted at the balance sheet date, however it is likely to have a material
effect on the value of the group'’s UK deferred tax assets and current tax charge in future reporting pericds. Due to the
unavailability of further details from the UK Government related to this legislation, at the time of approval of these financial
statements it is not possible to quantify the financial effects on the group’s future financial position or income statement.
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Independent Auditor’s Report to the Members of Premier Qil plc

We have audited the parent company financial statements of Premier Qil ple for the year ended 31 December 2010 which comprise
the parent company balance sheet, the parent company statement of total recognised gains and lesses and the related notes 1 to
13. The financial reporting framework that has been applied in their preparation is applicable law and United Kingdom Accounting
Standards {United Kingdom Generally Accepted Accounting Practice).

This repert is made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act
2006. Our audit work has been undertaken so that we might state to the company’s membaers those matters we are required to
state to them in an auditor’s report and for ne other purpose. To the fullest extent permitted by law, we do not accept or assume
responsibility to anyene 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 auditor

As explained more fully in the Directors’ Responsibilities Statement, the directors are respensible for the preparation of the
parent company financial statements and for being satisfied that they give a true and fair view. Our respensibility is to audit and
axpress an opinion on the parent company financial statements in accordance with applicable law and International Standards
on Auditing (UK and Ireland). These standards require us to comply with the Auditing Practices Board's Ethical Standards for
Auditors.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable
assurance that the financial statements are free from material misstatement, whether caused by fraud or error. This includes an
assessment of: whether the accounting policies are appropriate to the parent company’s circumstances and have been
consistently applied and adequately disclosed; the reasenableness of significant accounting estimates made by the directors;
and the overall presentation of the financial statements.

Opinion on financial statements
In our opinion the parent company financial statements:
*  give a true and fair view of the state of the company’s affairs as at 31 December 2010;

* have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice; and

*  have been prepared in accordance with the requirerents of the Companies Act 2004.

Opinion on other matters prescribed by the Companies Act 2006

In our opinion:

*  the part of the Remuneration Report to be audited has been properly prepared in accordance with the Companies Act
2006; and

¢ the information given in the Directors’ Répaort for the financial year for which the financial statements are prepared is
consistent with the parent company financial staterents.

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to repert to you if, in

our opinion:

* adeguate accounting records have not been kept by the parent company, or returns adequate for our audit have not been
received from branches not visited by us; or

*  the parent company financial statements and the part of the Remuneration Report to be audited are not in agreement with
the accounting records and returns; or

*  certain disclosures of directors’ remuneration specified by law are not made; or
*  we have not received all the information and explanations we require for our audit.

Other matter
We have reported separately on the group financial statements of Premier Cil ple for the year ended 31 December 2010,

Matthew Donaldson (Senior statutory auditor)
for and on kehalf of Deloitte LLP

Chartered Accountants and Statutory Auditor
London

United Kingdem

23 March 2011
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Parent Company Financial Statements: Balance Sheet

As at 31 December 2010

201C 2009
Note $ million $ million
Fixed assets:
Investrnents in subsidiaries a4 553.2 553.2
Total fixed assets 553.2 5532
Current assets:
Debtors
Armounts falling due within one year 5 0.1 01
Amounts falling due after more than one year 5 388 17.2
Total current assets 389 17.3
Creditors: amounts falling due within one year é (1.0) {28.5)
Net current assets/(liabilities) 375 {11.2)
Total assets less current liabilities 591.1 5420
Provision for liabilities 7 - 2.1}
Net assets excluding pension liability 591.1 5399
Pension liability 8 (500 (6.5}
Net assets including pension liability 586.1 5334
Capital and reserves:
Called-up share capital 10 98.3 970
Share premium account n 2548 2237
Profit and loss account 1 1769 156.6
Capital redemption reserve 1 4.3 43
Equity reserve 1" 518 518
Total equity shareholders’ funds 12 586.1 5334

The financial statements of Premier Cil ple {registered number SC234781) were approved by the Board of Directors and
authorised for issue on 23 March 2011,

They were signed on its behalf by:

S C Lockett A R C Durrant
Chief Executive Finance Director

Statement of Total Recognised Gains and Losses

For the year ended 31 December 2010

2010 2007

Note £ million $ million

Profit for the financial year 2 74 231
Pension costs — actuarial gains/{losses) 8 06 (3.5)
Total recegnised gains and losses relating to the year 8.0 19.6
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Notes to the Parent Company Financial Statements

For the year ended 31 December 2010

1. Significant accounting policies

Basis of accounting

The separate financial statements of the company are presented as required by the Companies Act 2006. They have been
prepared under the historical cost convention and in accordance with applicable United Kingdom Accounting Standards
and law.

The financial statements have been prepared on the going concern basis, Further information relating to the going concern
assumption is provided in the Financial Review.

The principal accounting policies are summarised below. They have all been applied consistently throughout the year and
the preceding year.

Investments
Fixed asset investments in subsidiaries are shawn at cost less provision for impairment,

Pension costs

The company operates a defined benefit pension scheme, which requires contributions to be made to a separately
administered fund. The scheme was closed to new members (aside from the provision of insured death in service benefits)
in 1997. The company accounts for pension costs in line with Financial Reporting Standard (FRS) 17 — ‘Retirement Benefits’.

The amounts charged to operating profit regarding the defined benefit scheme are the current service costs and gains and
losses on settlements and curtailments. Past service costs are recognised immediately in the profit and loss account if the
benefits have vested. If tha benefits do not vest immediately, the costs are recognised over the pericd until vesting occurs.
The interest costs and the expected return on the assets are shown as a net amount of other financial costs or credits adjacent
to interest. Actuarial gains and losses are recognised immediately in the statement of totel recognised gains and losses.

Pension scheme assets are measured at fair value and liabilities are measured on an attuarial basis using the projected unit
credit method, and discounted at a rate equivalent to the current rate of return on a high-quality corporate bond of
equivalent currency and term to the scheme liabilities.

The actuarial valuations are obtained at least triennially and are updated at each balance sheet date. The resulting defined benefit
asset or liability, net of related deferred tax, is presented separately after other net assets on the face of the balance sheet.

Foreign exchange

Transactions denominated in foreign currencies are recorded in the local currency at actual exchange rates as of the dates of
the transactions. Monetary assets and liabilities denominated in foreign currencies at the year-end are reported at the rates
of exchange prevailing at the year-end. Any gain or loss arising frem a change in exchange rate subsequent to the dates of
the transactions is included as an exchange gain or loss in the profit and loss account.

Cash flow statement
Mo cash flow statement is prepared for the company under FRS 1 — "Cash Flow Statements’ as the cash flows of the
company have been included in the group cash flow statement of Premier Oil plc.

Related party transactions
The company has taken advantage of the exemption available under FRS 8 - ‘Related Party Disclosures’ with regard to the
nen-disclosure of transactions between group companies.

Share-based payments

The company issues equity-settled and cash-settled share-based payments to certain employees. Equity-settled share-
based payments are measured at fair value at the date of grant. The fair value determined at the grant date of the equity-
settled share-based payments is expensed on a straight-line basis ever the vesting period, based on the company’s
estimate of shares that will eventually vest.

Fair value is measured by use of a Monte Carlo simulation. The main assumptions are provided in note 10.

A liability equal to the portion of the goods or services received is recognised at the current fair value determined at each
balance sheet date for cash-settled share-based payments.
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1. Significant accounting policies (continued)

Sales revenue
Sales of petroleum production are recognised when goods are delivered or the title has passed to the customer.

Tax
Current tax, including UK corporation tax and fareign tax, is provided at amounts expected to be paid (or recovered) using
the tax rates and laws that have been enacted or substantively enacted by the balance sheet date.

Deferred tax

Deferrect tax is recognised in respect of all timing differences that have originated but not reversed at the balance sheet
date where transactions or events have occurred at that date that will result in an obligation to pay more, or a right to pay
less or to receive more tax. The exception to this is that deferred tax assets are recognised only to the extent that the
directors consider that it is more likely than not that there will be suitable taxable profits from which the future reversal of the
underlying timing differences can be deducted.

Deferred tax is measured on an undiscounted basis at the tax rates that are expected to apply in the periods in which timing
differences reverse, based on tax rates and laws enacted or substantively enacted at the balance sheet date.

Fixed assets
Cil and gas assets

(a) Development and production assets
Development and production assets are accumulated generally on a fieid-by-field basis and represent the cost of
developing the commercial reserves discovered and bringing them into production.

The cost of development and production assets also includes the cost of acquisitions and purchases of such assets,
directly attributable overheads, finance costs capitalised and the cost of recognising provisions for future restoration
and decemmissioning.

Depreciation of producing assets

The net book values of producing assets are depreciated generally on a field-by-field basis using the unit-of-production
method by reference to the ratio of production in the year and the related commercial reserves of the field, taking into
accaunt future development expenditures necessary to bring thase reserves into production.

Producing assets are generally grouped with other assets that are dedicated to serving the same reserves for
depreaciation purposes, but are depreciated separately from producing assets that serve other reserves.

Pipelines are depreciated on a unit-of-throughput basis.

(b) Impairment of development and production assets
Animpairment test is performed whenever events and circumstances arising during the development or praduction
phase indicate that the carrying value of a development or production asset may exceed its recoverable amount.

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

(c} Decommissioning
Provision for decommissioning is recognised in full when the related facilities are installed. The amount recognised is
the present value of the estimated future expenditure. A corresponding amount equivalent to the provision is also
recognised as part of the cost of the related cil and gas property. This is subsequently depreciated as part of the capital
costs of the production facilities. Any change in the present value of the estimated expenditure is dealt with
prospectively as an adjustment to the provision and the oil and gas property. The unwinding of the discount is included
as a finance cost.

Stock and underlift
Non-production related stocks are valued at the lower of cost or net realisable value, Under and averifts of crude oil are
recorded at market value.
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For the year ended 31 December 2010

1. Significant accounting policies {continued)

Derivative financial instruments
The company accounts for derivative financial instruments in line with FRS 25 - "Financial Instruments: Disclosure and
Presentation’ and FRS 24 - ‘Financial Instruments: Recognition and Measurement'.

The company uses derivative financial instruments (derivatives) to manage its exposure 1o oil price fluctuations. All derivatives
are initially recorded at cost, including transaction costs. Derivatives are subsequently carried at fair value. All changes in fair
value are recorded as finandal income or expense in the year in which they arise.

Fair value is the amount for which & financial asset, liability or instrument could be exchanged between knowledgeable and
willing parties in an arm’s length transaction. It is determined by reference to quoted market prices adjusted for estimated
transaction costs that would be incurred in an actual transaction, or by the use of established estimation techniques such as
option pricing models and estimated discounted values of cash flows.

2. Profit for the year
As permitted by section 408 of the Companies Act 2006, the company has elected not to present its own profit and loss
account for the year. The company reported a profit for the financial year ended 31 December 2010 of U5$7.4 million {2009:
profit of US$23.1 millicn).

The auditers’ remuneration for audit and other services is disclosed in note 3 to the consclidated financial statements.

3. Property, plant and equipment

Cil and gas properties

{North Sea)
2010 2009
$ million % million

Cost:
At 1 January - 96.0
Additions during the year - 0.9
Disposals during the year - (F6.5)
At 31 Decembzer - -
Amortisation and depreciation:
Ar 1 January - 299
Charge for the year - 8.1
Disposals during the year - (36.0)
At 31 Becember - -
Net book value:
At 1 January - 6.1

At 31 December - -

Amortisation and depreciation of oil and gas properties is calculated on a unit-of-praduction basis, using the ratio of cil and
gas production in the period t6 the estimated quantities of proved and probabile reserves on an entitlement basis at the
end of the period plus production in the period, on a field-by-field basis. Proved and probable reserve estimates are based
on a number of undetlying assumptions including oil and gas prices, future costs, oil and gas in place and reservoir
perfarmance, which are inherently uncertain. Management uses established industry techniques to generate its estimates
and regularly references its estimates against those of joint venture partners or extemnal consultants. However, the amount of
reserves that will ultimately be recovered from any field cannot be known with certainty until the end of the fields life.

On 30 June 2009, the company’s interest in the Kyle field was transferred to ancther group company.
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2050 2009
$ rmillien $ million

Cost and net bock value:
Subsidiary undertakings 5532 5532

The company has investments in the following 100 per cent cwned subsidiaries which principally affected the profits or net
assets of the group. To avoid a statement of excessive length, details of investments which are not significant have been

omitted.

Name of company

Business and area of operation

Country of incorporation
of registration

Premier Qil Group Ltd™

Premier Oil Finance {Jersey} Ltd*”
Premier Qil Holdings Ltd
Premier Oil Overseas BV
Premier Qil UK Lid

Premier Qil Natuna Sea BV
Premier Oil Kakap BV

Premier Oit Sumatra (North) BV
Premier Oil Pakistan Holdings BV
PXP Exploratian Ltd

PXP Kadanwari 2 Ltd

PKP Kirthar 2 BV

Premiar Qil Vietnam Offshore BY
Premier Qil {Vietnam) LLC
Premier Qil Norge AS

Intermediate holding company, UK

Convertible bond issuing company, Jersey
Intermediate holding company, UK

Intermediate holding company, Netherlands
Exploration, production and develapment, UK
Exploration, praduction and development, Indonesia
Exploration, preduction and development, Indenesia
Exploration, production and development, Indonesia
Intermediate holding company, Netherlands
Exploration, production and development, Pakistan
Exploration, production and development, Pakistan
Exploration, production and development, Pakistan
Exptoration, production and development, Vietnam
Exploration, production and development, Vietnam
Exploration, production and development, Norway

Scotland

Jersey

England and Wales
Netherlands
Scotland
Netherlands
Netherlands
Netherlands
Netherlands
England and Wales
Cayman Islands
Netherlands
Netherlands

United States of America
Norway

* Held directly by Premier Qil plc. All other companies are held threugh subsidiary undertakings.

Debtors
2010 2009
$ million $ mitlion
Prepayments and accrued income 0.1 01
Total debtors due within one year 0.1 01
Amounts owed by subsidiary undertakings due after more than one year 388 17.2
Total debtors 389 17.3

The amounts owed by subsidiary undertakings comprise a laan which bears interest based on LIBOR and which is not
secured. This loan is denominated in US dollars and falls due for repayment in 2012,

The carrying values of the company’s debtors approximate their fair value.

Credftors: amounts falling due within one year

Other tax and social security
Accruals and deferred income

2000 2009

4 millien $ million
- 14.4

1.0 14.1

1.0 285

The careying values of the company's creditors approximate their fair value.
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7.

Provision for liabilities

2010 2009

$ million $ million
Asset and Equity Plan:
At 1 January 21 33
Provision in the year - 21
Reclassification of provision to creditors falling due within one year - (3.3)
Reclassification of provision to profit and loss reserve {2.1) -
At 31 December - 21
Decommissioning costs:
At 1 January - b6
Provision for abandonment - 0.1
Unwinding of discount on decommissioning provision - 0.1
Exchange differences - 09
Disposals - 7.5
At 31 December - -
Total provisions - 2.1

The company has cperated an Asset and Equity Plan to reward employees for improvement in the asset value of the
business and the market value of the company over a three-year period. Further details of this plan are disclesed in note 10.

The provision for decommissioning costs refated to the company’s interest in the Kyle field which was transferred to another

group company on 30 June 2009.

Pension liability

Balance sheet
2010 2009
$ million § million
UK funded pension scheme 41 56
UK unfunded pension schemne 09 09
Total liability in balance sheet 50° 6.5
Statement of total recognised gains and losses (STRGL)
At 31 A3
December December
2010 2009
$ million $ million
Actuarial gains/{losses) 06 (3.5)
Cumulative amount of actuariat gains/{losses) recognised in the STRGL (13.4) (14.0)

Funded pensions

The company cperates a defined benefit pension scheme in the UK - The Premier Oil plc Retirement and Death Benefits
Plan (the Scheme). The Scheme was closed to new members (aside from the provision of insured death in service benefits)
in 1997 and a new scheme, providing benefits on a defined contribution basis, was started. Both schemes are funded by the

payment of contributions to separately administered trust funds.

The disclosures set out below are based on calculations carried out as at 31 December 2010 by a qualified independent
actuary. The figures have been prepared in compliance with FRS 17 — ‘Retirernent Benefits’ (incorporating the amendment

announced in December 2006).

The Scheme's assets are held in a separate trustee-administered fund to meet long-term pension iabilities to past and
present employees. The Trustee of the Scheme is required to act in the best interest of the Scheme’s benefidiaries. The

appointment of members of the Trustee Board is determined by the trust documentation.
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8. Pension liability (continued)

The kabilities of the defined benefit Scheme are measured by discounting the best estimate of future cash flows to be paid

out of the Scheme using the projected unit credit method.

The liabilities set out in this note have been calculated using membership data current as at 31 December 2010. The results

of the calculations and the assumptions adopted are shown below.

As at 31 December 2010, contributions are payable to the Scheme at the rates set out in the schedule of contributions
dated 26 September 2008. Under this schedule, the company contributes on a monthly basis at the rate of 25 per cent of

the aggregate of members’ pensionable salaries.

Principal assumptions
The principal actuarial assumptions at the balance sheet date were:

At 31 Decernber 2010

At 31

December 2009

Discount rate

Expected return on Scheme assets

Revaluation of deferred pensions

Rate of incraase in salaries

Rate of increase in pensions in payment: LPl {max 5.0%)
Withdrawals

Cash commutation

Life expectancy of male aged 65 now

Life expectancy of male aged 65 in 20 years
Life expectancy of female aged 65 now

Life expectancy of female aged 65 in 20 years

5.4%pa
5.7%pa
3.2% pa
5.7% pa
37%pa
No allowance

1.0 x pre-commutation

pension
238
259
263
28.2

5.6% pa
4.9% pa
37%pa
57% pa
37%pa
No alfowance

1.0 x pre-commutation

pension
237
258
26.2
28.1

The pre and post-retirement mortality base table used for the Scheme in 2010 and 200% is PCAOC YOB LC (minimum 1.0 per

cent improvements}.

On 8 July 2010, the UK Government announced that the Consumer Price Index (CPI) would henceforth become the inflation
measure used for statutery defined benefit pension increases. Previously the Retail Price Index [RPI) had been used for this
purpose. The Trustee of the Scheme decided to continue to use RPI for increases to pensions in payment. However, CPI
rather than RPI should be used for the revaluation of deferred pensions. The effect of the change to CPl in the actuarial

assumptions has had the effect of reducing the liabilities on the year-end basis by US$0.6 million.

Asset breakdown

The major categories of Scheme assets as a percentage of total Scheme assets are:

At 31 At 31
December December
2010 2009
Equities 49.7% 37.3%
Gilts 24.8% 26.0%
Corporate bands 23.6% 18.7%
Cash 1.9% 18.0%
Total 100.0% 100.0%
Employee benefit obligations
The amounts recognised in the balance sheet are as follows:
At 31 At 31
December December
2010 2009
£ million $ mitlion
Fair value of Scheme assets 28.2 256
Present value of funded obligations (32.3) {31.2)

Deficit

(4.1)

(5.6)
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8.

Pension liability {continued)

Total expense recognised in profit or loss:

2010 2009
$ million $ million
Current service cost 0.2 02
Interest on obligation 17 1.5
Expected return on Scheme assets (1.2) (1.3)
Total 07 04
Changes in the present value of the defined benefit obligation:
2010 2009
$ million 3 million
Present value of defined benefit obligation at 1 January 3.2 227
Service cost 0.2 0.1
Interest cost 1.7 1.5
Actuarial losses 1.2 49
Benefits paid - 0.8) 0.7}
Currency translation effects (1.2) 27
Present value of defined benefit obligation at 31 December 323 2
Changes in the fair value of Scheme assets:
2010 2009
$ million $ million
Fair value of Scheme assets at 1 January 25.6 207
Expected return 1.2 13
Actuarial gains 15 19
Contributions by employer 1.5 02
Benefits paid (0.8) 07N
Currency translation effects 0.9 22
Fair value of Scheme assets at 31 December 282 256
Actual return on Scheme assets 27 32
Movements over previous five year period:
2010 2009 2008 2007 2006
$ million $ million $ million $ million 3 million
Defined benefit obligation (32.3) 31.2) (22.7) (31.9 (31.4)
Scheme assets 282 256 20.7 293 28.0
Deficit 4.1) (5.6) (2.0) (2.6) (3.4)
Experience {(gain}/loss on Scheme fiabilities 06 0.6 0.1 - 0.6)
(Gain)/ioss from changes in the assumpticns
for value of Schemae liabilities Cé 55 (2.2) (0.6) (1.0
Experience gain/(loss) on Scheme assets 15 1.9 (5.1) (0.4) 0.2
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8. Pension liability (continued)

Projected profit/loss recognition to 31 December 2011:

Due to the significant volatility in investment markets, it is difficult to project forward the FRS 17 figures for the next year with
confidence. The following projections should therefore be treated with caution. Assumptions implicit in the following
projections are:

¢ the return on assets from 31 December 2010 is 5.7 per cent pa;

*  contrbutions to the Scheme will continue throughout 2011 in accordance with the current schedule of contributions in
place at the date of signing this report; and

* there will be no changes to the terms of the Scheme.

The amounts recognised in the profit and loss account are:

2011

$ million

Current service cost 02
Interest on abligation 17
Expected return on Scheme assets (1.6)
Total 0.3

Sensitivity and risk

The results of the calculaticns are sensitive ta the assumptions used. The balance sheet position revealed by FRS 17
calculations must be expected to be velatile, principally because the market value of assets (with a significant exposure to
equities) is being compared with a liability assessment derived from carporate bond yields.

As at 31 December 2010, a one percentage point change in this assumption would have had the following effects on the
closing defined benefit obligation:

Discount rate:
54%pa Discountrate: Discount rate:

{as used for report) 4.4% pa 5.4% pa
% rnillion $ millicn $ million
Defined benefit obligation 323 B4 2710

The key risks which could significantly impact the balance sheet, and to a lesser extent the profit and loss account,
are as follows:

* falls in asset values which are not offset by a rise in the discount rate used to value liabilities;
*  areduction in the discount rate, which will increase the value placed on the Scheme’s liabilities;
*  anincrease in price inflation and/or salary inflation; and

*  improving life expectation (lower mortality rates) resulting in benefits being paid for longer.

Unfunded pensions

The company is paying an unfunded pension to a former director in regard to which annual increases and a reversionary
spouse's pensian apply on the same basis as to pensions paid under the Scheme, On the same actuarniat basis as used to
assess the Scheme’s pension costs, the present value as at 31 December 2010 of the future payments projected to be made
in respect of UK unfunded pensions is US$0.9 million (2009: US$0.9 million).

9. Commitments and guarantees
At the year-end date the company, together with certain subsidiary undertakings, had jointly guaranteed the group’s
borrowing facilities consisting of a US$175.0 million term loan and a NOK 100.0 million {U5$17.2 million) Exploration
Financing Fadility, both maturing in 2012, and a US$300.0 million term loan, a US$456.8 million revelving credit facility and
a £399.5 million {US$623.2 million) letter of credit fadlity, all maturing in 2015.
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10. Share capital

2010 2010 2009 2009
50 shares £ 50p shares £

Ordinary Shares:
Called-up, issued and fully-paid 116,395,912 58,197,956 114,673,066 57,336,533
2010 2009
$ million $ million
Balance at 1 January 970 736
Shares issued in respect of rights issue (nominal value) - 260
Shares issued to the Premier Qil plc Employee Benefit Trust (nominal value) 1.3 -
Ordinary Shares cancelled - (2.6
Balance at 31 December 98.3 97.0

Rights issue

On 25 March 2009, the company announced its proposal to raise approximately £171 million (US$252.2 million) by way of a
fully undenwritten rights issue. Under the proposal, the company offered its shareholders the opportunity to acquire four
new Ordinary Shares for every nine Ordinary Shares held at a price of 485 pence per new Ordinary Share. The preposal was
subject to autherisation by shareholders which was obtained at a General Meeting held on 20 April 2009, The offer period
commenced on 21 April 2009 and closed for acceptance on é May 2009. Dealing in the new shares began on 7 May 2009.

Share-based payments

£11,423 (US$16,988) of Ordinary Shares were issued during 2010 relating to the company's share option plans (2009: £12,113
(US$19,651). In addition, 1,700,000 Crdinary Shares with a nominal value of £850,000 (US$1,327,955) were issued to the
Premier Qil pic Employee Benefit Trust to be used to satisfy future awards under the company’s long-term incentive
arrangements (2009: £nil).

Share option plans

The company has share option schermes under which options to subscribe for the company’s shares have been granted to
certain executives and employees. Options granted are normally exercisable not less than thrae years after their grant and
will lapse on their tenth anniversary. Options cannot be exercised until pre-determined performance conditions have been
achieved.

Lnder the Savings Related Share Option Scheme, eligible employees with six months or more continuous service can join
the scheme. Employees can save to a maximum of £250 per month through payroll deductions for a period of three or five
years, after which time they can acquire shares at up to a 20 per cent discount.

Under the Share Incentive Plan employees are invited to make contributions to buy Partnership Shares. If an employee
agrees to buy Partnership Shares the company currently matches the number of Partnership Shares bought with an award
of shares {Matching Shares), on a one-for-one basis.

2010 2009
Weighted Weighted
average average
Options  exercise price Options  exercise price
Qutstanding at the beginning of the year 174,473 £4.72 189,722 469
Adjustrment for rights issue - - 44,556 £4.26
Granted during the year 38,906 £10.42 23,190 7.2
Lapsed during the year {2,36%) £8.49 12,913) £9.26
Exercised during the year™ (106,339 21 70,082) £2.04
Qutstanding at the end of the year 104,671 £8.33 174473 472
Exercisable at the end of the year 5831 £2.08 89,324 £2.16

* Thera were 22,846 Ordinary Shares issued under the group’s share option schemes dluring the year (2009: 24,225). The remaining 83,493 Ordinary Shares
waere issued from the Premier Oil plc Employee Benefit Trust (2009: 45,856).
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10. Share capital {continued)
The weighted average share price at the date of exercise for share options exercised during the year was £14.28. The
options outstanding at 31 December 2010 had a weighted average exercise price of £8.33 and a weighted average
remaining contractual life of 3.0 years.

The fair value of the options granted during the year was determined using the Black-Scholes valuation model and is not
material.

The company recognised a cost of US$52.7 million and US$27.3 million related to equity-settled share-based payment
transactions in 2010 and 2009 respectively.

Asset and Equity Plan

The Asset and Equity Plan is designed to reward employees for improvement in the asset value of the business and the
market value of the company over a three-year period and s operated by reference to two benus poals — an equity bonus
pool and an asset bonus pool. The asset bonus pool is created by reference to the increase in the net asset value per share
of the company over a three-year period and the equity bonus pocl is created by reference to the increase in the equity
market value per share of the company over a three-year period.

The company uses a Monte Carlo simulation model to calculate the value of the equity bonus pool of the plan.

The main assumptions used for the calculations are as follows:

Volatility: 31.5%
Risk free rate of interest: 4.4%
Historic market value growth factor: 109.0%

For the asset bonus pool a discounted cash flow model based on the average oil price over the pericd is used to calculate
the final value of the pool and to estimate the value of future asset bonus pools.

The Asset and Equity Plan expired in 2009 and the award granted in 2008, which matured at the end of 2010, is the last
award remaining under the plan,

Long Term Incentive Plan

The Lang Term Incentive Plan {LTIP) was intreduced in 2009 to previde a long-term all employee scheme which motivates
all employees and provides a longerterm perspective to the total remuneration package. Awards under the LTIP comprise
three elements: Equity Pool Awards, Performance Share Awards that vest after the expiry of a three-year performance
period, and a potential Matching Award that vests at the expiry of a further three-year performance period, commencing
at the end of the three-year performance period for Equity Pocl and Perfermance Share Awards.

Full details about this plan have been provided in the Remuneration Report,

The company uses a Monte Carlo simulation model to calculate the value of the equity bonus pool of the plan and of the
Performance Share Awards.

The main assumptions used for the calculations are as follows:

Volatility: 40.0% to 41.0%
Risk free rate of interest: 3.3% to 3.7%
Correlation factor with comparator group: 02910 0.30

For the year ended 31 December 2010, the total cost recognised by the company for long-term incentive arrangements is
U5$18.0 million (2009: US$26.0 million), with a cumutative liability on the balance sheat of US$nil (2009: US$11.1 million).

A credit of US$52.7 million has been recorded in the prefit and loss reserve (2009: US$27.3 million) for all equity-settled
payments of the group. Like other elements of remuneration, this charge is processed through the time-writing system
which allocates cost, based on time spent by individuals, to various entities within the Premier Oil plc group. Part of this cost
is therefore capitalised as directly attributable to capital projects and part is charged to the profit and loss account as
operating costs, pre-licence explaration costs or general and administration costs.
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10. Share capital (continued)

11.

Ordinary Shares
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The rights and restrictions attached to the Ordinary Shares are as follows:

Dividend rights

The rights of the helders of Ordinary Shares shail rank pari passu in all respects with each other in relation to dividends.

Winding up or reduction of capital

On a return of capital on a winding up or otherwise (other than on conversion, redemption or purchase of shares) the rights
of the holders of Ordinary Shares to participate in the distribution of the assets of the company available for distribution
shall rank pari passu in all respects with each other.

Voting rights

The holders of Crdinary Shares shall be entitled to receive notice of, attend, vote and speak at any General Meeting of

the company.

Share capital and reserves

Share Capital
Share premium Profit and redemption Equity

capital account  loss account reserve reserve Total

$ million $ million % million $ million $ million % million

At 1 January 2009 736 97 2.2 17 518 2490
lssue of Ordinary Shares 260 2262 - - - 2522
Expenses of issue of Ordinary Shares - (12.2) - - - (12.2)
Cancellation of Ordinary Shares (2.6) - - 24 - -
Purchase of shares for ESOP Trust - - {2.5) - - (2.5)
Profit for the year - - 231 - - 231
Provision for share-based payments - - 7.3 - - 273
Pension costs — actuarial losses - - (3.5 - - (3.5)
At 31 December 2009 70 2237 156.6 43 51.8 5334
Issue of Ordinary Shares 1.3 311 (32.1) - - 03
Purchase of shares for ESOP Trust - - (8.3) - - (8.3)
Profit for the year - - 7.4 - - 74
Provision for share-based payments - - 52.7 - - 527
Pension costs — actuarial gains - - 0.6 - - 06
At 31 Decernber 2010 98.3 2548 1769 43 51.8 586.1

In June 2007, Premier Qil Finance (Jersey) Ltd, a 100 per cent subsidiary of the company, issued convertible bonds at a par
value of US$250.0 million. These bonds are convertible into Crdinary Shares of the company at any time from & August 2007

until six days before their maturity date of 27 June 2014.

At the initial conversion price of £15.82 per share there were 8,003,434 Ordinary Shares of the company underlying the

bonds. In Agril 2009 the conversion price was adjusted from £15.82 per share to £13.56 per share, as a result of the

cormpany’s four for nine rights issue of new Ordinary Shares. At the adjusted conversion price of £13.56 per share there are
9,337,340 Ordinary Shares of the company underlying the bonds.

If the bonds have not been praviously purchased and cancelled, redeemed or converted, they will be redeemed at par

value on 27 June 2014. Interest of 2.875 per cent per annum will be paid semi-annually in arrears up to that date.
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12. Reconciliation of movements in shareholders’ funds

2010 2009

$ million $ mitlion

Cpening shareholders’ funds 5334 24320
Issue of Ordinary Shares 03 2522
Expenses of issue of Ordinary Shares - (12.2)
Purchase of shares for ESOP Trust (8.3 (2.5)
Profit for the year 74 231
Provision for share-based payments 527 273
Pension costs — actuarial gains/{losses) 06 (3.5)
Net addition to shareholders’ funds 527 2844
Closing shareholders’ funds 586.1 5334

13. Own shares
Treasury ESGP

Shares Trust Total

Note § million £ million £ million

At 1 January 2009 47.2 164 636
Acquired in the year - 25 25
Release of shares for long-term incentive arrangements - (2.4) (2.4)
Cancellation of Ordinary Shares 47.2) - 47.2)
At 31 December 2009 - 165 1465
Acquired in the year - 83 B3
lssuance of Ordinary Shares (market value)” 10 - 321 321
Release of shares for long-term incentive arrangements - {25.2 (25.2}
At 31 December 2010 - 317 n7
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* During the year 1,700,000 Ordinary Shares were issued to the Premier Qil ple Employee Benefit Trust to be used to satisfy awards under the
company’s long-term incentive arrangement schemes.

The own shares reserve represents the net cost of shares in Premier Oil ple purchased in the market or issued by the
company into the Premier Qil ple Employee Benefit Trust (ESOP Trust).

At 1 January 2009, the company held 2,798,186 Ordinary Shares as Treasury Shares. All of these Ordinary Shares were
cancelled by the company on 23 March 2009.

The Premier Qil ple Employee Benefit Trust holds shares to satisfy options under the group’s share award schemes.
The number of Ordinary Shares held by the Premier Qil plc Employee Benefit Trust at 31 December 2010 was 1,714,601
(2009:1,077,711).




112

Five Year Summary
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Financials 2010 2009 2008 2007 2004
Accounting basis IFRS IFRS IFRS IFRS IFRS
Sales revenues $ million) 763.6 621.1 655.2 578.2 402.2
Profit before tax % million) 100.8 799 277.6 147.0 156.6
Net profit for the year after tax {$ million) 129.8 1130 98.3 390 616
Cash flow from operating activities ($ million) 4380 3477 3523 2695 2448
Shareholders’ funds (% milliocn)  1,130.2 @71.3 5989 552.9 4491
Net {debt)/cash {$ million) {405.7) {315.6} 1172.3 790 40.9
Per share statistics:
Revenue per share (cents/share) 658.3 571.¢ 6598 705.1 4917
Earnings per share — basic (cents/share) 111.9 104.1 99.0¢ 47.6 82.6
Earnings per share - diluted (cents/share) 1031 1039 8.2 49 817
Cash flow from operating activities per share (cents/share) 3759 3202 354.8 3287 299.3
Reserves per share —year-end (boe/share) 2.25 235 2,79 2.58 1.86
Issued Ordinary Shares — average (millicn) 116.0 108.6 993! 82.0 818
Operations:
Production (working interest basis) {kboepd) 42.8 44,2 365 35.8 330
Proved and probable reserves {working interest basis) {mmboe) 260.8 255.2 2275 2115 152.1
Employees - UK {number) 119 110 62 &0 &0
-Overseas {number) 442 398 4082 300 249
Key indices:
Realised average oil price ($/bbl) 7990 &6.30 24.50 72.30 64.90
Average exchange rates 3/8) 1.55 1.57 185 200 1.84
Closing exchange rates (3/5) 1.56 162 146 1.98 1.96

Notes:

1. The average issued Ordinary Shares for 2008 have been adjusted to reflect the bonus element related 1o the rights issue in 2009. The 2008 'per share

statistics’ have been restated accordingly, The ‘per share statistics’ for 2006 and 2007 are as reported,

2. The 2008 overseas employee numbers have been restated to reflect a reclassification of employee categories during 2009 and the indusien of offshore

staff. The nurmbers for 2006 and 2007 are as reported.

Certain cperations presented as discontinuing in 2006 were re-presented as continuing operations in 2007. The numbers for

2006 have been restated accordingly.
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Shareholder Information

Analysis of shareholding as at 23 March 2011

Size of shareholding Numbaer of holders % Number of shares %
1-5000 10,979 94.03 5982474 514
5,001 - 10,000 206 1.76 1,455,183 1.25
10,001 - 50,000 253 217 5,727,278 492
50,001 - 100,000 74 0.63 5,393,021 463
100,001 - 500,000 121 1.04 26,355,312 2288
500,001 and over 43 0.37 71,482,644 6142
Total 11,676 100.00 116,395,912 100.00

Dealing information
SEAQ short code - PMO

Financial calendar
Announcements:

Interim - August 2011
Preliminary - March 2012

113

Additional Information
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Oil and Gas Reserves

As at 31 December 2010

‘Working interest basis

North $ea and Middle
West Africa East-Pakistan Asia TOTAL
Oil and Qil and Qil and Qil and QOil, NGLs
NGLs Gas NGLs Gas NGLs Gas NGLs Gas?  and gas
mrbbls bef  mmbbls bef  mmbbls bef  mmbbls bcf  mmboe
Group proved plus probable reserves:
At 1 January 2010 457 32 11 296 341 666 809 994 255.2
Revisions 08 (2 0.1 5 0.1) 14 0.4 17 3.8
Discoveries and extensions! 17.6 4 - 2 - - 174 6 18.7
Acquisitions and divestments? (1.3) - - - - - {1.3) - (1.3)
Production (5.3) 3 0.1} (34) {0.4) (20) (5.8) (57) (15.8)
At 31 December 2010 57.5 Ky | 0.9 269  33.6 660 920 950 2608
Total group developed and undeveloped reserves:
Proved on preduction 200 9 02 21 16 9% 218 196 56.9
Proved approved/justified for development 19.4 9 0.4 87 229 376 427 472 1253
Probable on production 7.3 9 02 7 0.2 15 7.7 95 23.6
Probable approved/justified for development  10.8 4 0.1 20 89 173 198 197 55.0
At 31 December 2010 57.5 3 0.9 269  33.4 660 920 960 2608

Notes:

1, Includes reserves discovered at Catcher and Varadero {UK) and Kadanwari {Pakistan). Additional discoveries at West Rochelle (U0 and Biabaer {Norway)
of 8 mmboe working interest contingent resources are not shown here.

2. Excludes 645 per cent royalty interest at Janice and James.

3. Proved plus probable gas reserves include 70 bef fuel gas.

Premier Oil plc categorises petroleum resources in accordance with the 2007 SPE/WPC/AAPG/SPEE Petroleum Resource
Management Systermn {SPE PRMS).

Proved and probable reserves are based on operator, third party reports and internal estimates and are defined in accordance
with the Statement of Recormnmended Practice (SORP) issued by the Qil Industry Accounting Committee (OIAC), dated July 2001,

The group provides for amortisation of costs relating to evaluated properties based on direct interests on an entitlement basfs,
which incorporates the terms of the PSCs in Indonesia, Vietnam and Mauritania. On an entitlement basis reserves were 222.0
mmboe as at 31 December 2010 {200%: 229.0 mmbce). This was calculated in 2010 using an oil price assumption of US$75.0/bbl
(2009: US$75.0/bbl).
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Worldwide Licence Interests

As at 23 March 2011
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Licence Block Operator PQ Equity % Field/discovery
Congo Marine [X* Marine X Prermier 31.50
Egypt North Red Seat Block 1 Hess 20.00
South Darag! Premier 100.00
Indonesia Buton Japex 30.00
Kakap Star Energy PT 18.75 Kakap
Natuna Sea Block A Premier 28.67 Anoa
Block A Acehs PT Medco 41.67 Alur Siwah
E&P Malaka
Tuna Premier 85,00
Mauritania PSC A Block 3, 4 &5 (shallow water) Petronas 4,615
PSCB Block 4 & 5 (deep water) Petronas 9.23
PSCB Chinguetti EEA Petronas 8.12 Chinguetti
Norway PL35% 16/1 (part} & 16/4 {part} Lundin 30.00
PL34&4 25/2 (part), 25/3 {pany), Det norske 50.00 Frey
25/5 (part) & 25/6 {part}
PL374S 3472 (part) & 34/5 {part) BG 15.00 Blabaer
PL378 35/12 (part) & 36/10 (part) Wintershall 20.00 Grosheak
PL378B 35/12b Wintershall 20.00
PL4CS& 8/3 {part), 911 {part), Premier 40.00
17/12 {part), 18/10 {part)
& 18/11 {part)
PLAC7 17/8 (part), 17/9 (part), BG 20.00 Bream
17/1% (part), 17/12 (part),
18/7 (part) & 18/10 (part)
PL5&7 216 Prermier 60.00
Pakistan Production Leases Bolan Mari Gas 375 Zarghun South
Dadu BHP 2375 Zamzama
Kirthar ENI 6.00 Badhra
Kirthar ENI 6.00 Bhit
Qadirpur OGDCL 475 Qadirpur
Tajjal ENI 15.79 Kadanwari
United Kingdom  PO77 22/12a Shell 50.00 Nelson™*
PO87 22f1-F1 Premier 4550 Nelsontt
P10 23/21 (North & South Moth 8G 50.00 Moth
— below bottom chalk)
P110 22/14a {non-Everest deep) Premier 27.24 Mallory
P110Q 22/14a (non-Everest shallow)  Premier 2504 Huntington East
P119 15/2%a (area P) Premier 60.00 Ptarmigan
P185 15/22 (rest of block, Nexen 50.00 Blackhorse
non-Palaeocene formation}
P2 16/21a Premier 85.00  Balmoral®, Stirling®
& Glamis
P201 16/21a (Brenda field area) Premier 100.00 Brenda
{above 7,500f1)
P213 16/26 (area P) Premier 100.00 Caledonia
P218 15/21a (Scott field) Nexen 4583 Scott™™
P218 15/21a (Telford field area} Nexen 7.29 Telfordtts
P233 15/25a Premier 70.00 Nicol
P257 14/25a Talisman 1.518
p2s8 31/21a, 31/26a, 31/26f, Hess 15.00 Angus, Fife, Flora
/269 & 31/27a
P300 14/26a (Oddjob area) Nexen 25.00
P344 16/21b (Nosthem area) Premier 55.00
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Worldwide Licence Interests (continued)
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As at 23 March 2011
Licence Block Operator PO Equity % Field/Discovery
P344 16/21b & 16/21¢ Premier 44.20 Balmoraltt
& Stirling®
P354 22/2a {non-Chestnut field area}  Premier 30.00
P489 15/23b Nexen 50,00 Blackhorse
P534 98/6a & 98/7a BP 12.50 Wytch Farm
(offshore)t#*
P&ag 15/24b {(area B} ConocoPhillips 50.00
P748 29/2c CNR 4000 Kyle
P758 31/26¢ Hess 35.00 Fife
P811 13/30b {Oddjob area) Nexen 25.00
P815 15/23d Nexen 50.00 Bugle
P1042 15/25b Premier 100.00 Brenda
P1095 16/27d Maersk 50.00 Bladon
P1114 22/14b & 22/19b EON Ruhrgas 40,00 Huntington
P1157 15/25e Premier 100.00 Brenda
P1181 23/27b Premier 57.50
P1212 15/136 Nexan 50.00
P1220 21/23a Sterling &5.00 Sheryt
P1260 22/2b Premier 100.00 Shelley
P1298 15/266 Nexen 50.00 Kildare/
West Rochelle
P1420 22/13b Premier 7273
P1430 28/9 & 28/10¢ Encore 35.00 Catcher/Varadero
P1431 29/6b Premier 100.005%
P1466 15/24¢ & 15/25f Premier 100.00%
P14&7 15/25d Maersk 50.00
P1559 15/23e Premier 100.00
P1577 201/5, 202/24, 202/25, Premier 100.00
202/29, 202/30, 203/16,
203/21 & 203/26
P1615 15/26¢ Endeavour 25.00 West Rochelle
P1620 22/1%¢ Premier 50.00
P1770 14/30b Nexen 50.00
P1771 15/9, 15/10, 15/14 & 1515 Nexen 50.00
P1772 15/23g Premier 50.00
P1784 21/7b Premier 70.00
P1804 22/21c & 22/26¢ (part) Maersk 30.00
PLO8? SY87b, SY88b, SYBFb, SYF7/b, BP 12.50 Wytch Farm
SY%8a, SYP%a, S2/7 & S2/8a (onshore)®
Vietnam 12W Premier 53125 Chim Sao
07/03 Premier 30.00 CaRéng Do
104-109/05 Premier 50.00

Notice has been served to withdraw from this licence
This farm-in deal has been signed and completion is now subject to government approval

t
t  This government concession has been signed and is awaiting ratification
§

Formerly named North Sumatra Block A, this Eock will be renamed Block A Aceh, with effect from September 2011

**  Unitised share of 1.31404 per cent

t1  Unitised share of 0.348750 per cent

$1 Unitsed share of 78.11542 per cent

§§ Unitised share of 68.68 per cent

*** Unitisad share of 21.83 per cent

11 Unitised share of 1.58677 per cent

$1t Unitised share of 12.38 per cent

§5§§ This licence will be relinquished once government approval has been given

*e0+ Subject to contract, and an earn-in agreement to transfer a 40 per cent interest to Canadian Overseas Petroleum (UK) Ltd, Prermier’s new interest will be

&0 per cent
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Glossary

bbt
BBtud
bcf

boe
boepd
bopd
DECC
EPCI
FDP
FEED
FPSO
FPV
GSA
HSFO
kboepd
KPI

LTl
mmbhbls
mmboe
mmscfd
mscf

mt

PSC
RWDC

barrel of oil

billion British thermal units per day

billion cubic feet

barrel of oil equivalent

barrels of cil equivalent per day

barrels of cil per day

Department of Energy and Climate Change
engineering, procurement, construction and installation
field development plan

front end engineering and design

floating production, storage and offtake vessel
floating production vessel

gas sales agreement

High Sulphur Fuel Oil

thousand barrels of oil equivalent per day
key performance indicator

lost time injury

million barrels of oil

million barrels of cil equivalent

million standard cubic feet per day
thousand standard cubic feet

metric tenne

production sharing contract

restricted workday case
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Contacts

Registered Office

Premier Oil ple

4th Floor

Saltire Court

20 Castle Terrace

Edinburgh

EH1 2EN

Registered No. 234781 Scotland

Head Office

Premier Qil ple

23 Lower Belgrave Street
London

SWIWONR

Tel: 00 44 ()20 7730 1111
Fax: 00 44 ()20 7730 4456

www.premier-oil.com

Auditors

Delgitte LLP

2 New Street Square
London

EC2A 3BZ

Solicitors
Slaughter and May
One Bunhill Row
London

EC1Y 8YY
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Stockbrokers

Deutsche Bank AG
Winchester House

1 Great Winchester Street
London

EC2N 2DB

and

Oriel Securities Ltd
125 Wood Street
London
EC2V7AN

Registrars

Capita Registrars Ltd
4th Floor

Erskine House

68-73 Queen Street
Edinburgh

EHZ 4NR

Shareholder Enquiries
Capita Registrars

The Registry

34 Beckenham Road
Beckenham

Kent

BR34TU

Tel: 0871 664 0300" (UK)
00 44 (0120 8639 3399
Fax: 0044 ()20 8639 2220
E-mail: shareholder.services@capitaregistrars.com

* Calls cost 10p per minute plus network charges. Lines are open
between 8.30am to 5:30pm Mon - Fri.
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