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CHAIRMAN’S STATEMENT

It 1s with pleasure that | am able to report that Empyrean Energy Plc ("Empyrean™ or “the Company”) 1s
entering a new and exciting phase 1n its development Since the last AGM held in May 2007, we have
continued to concentrate on projects within pohitically stable regions

A major discovery was confirmed in April 2008 at the Sugarloaf Project in Texas, USA Empyrean 1s part of
this discovery and has been able to increase 1ts interest 1n this project where further upside exists Appraisal
wells continue to reduce uncertanty, and two deeper potential pay zones provide exceptional upside
potential should flow rates respond well to the completion techniques presently being implemented by the
two operators

The confirmed discovery at the TCEI JV Block A-3 well 1s supported by the unexpected flow at the TCEI JV
Block A-1 well, prior to 1t being fracture stimulated Since these initial flows, the TCEI JV Block A-1 well
has been fracture stimulated successfully resulting in spectacular commercial flow rates There are three
further wells at the Sugarloaf Project, which are drilled to total depth, but are yet to be tested The flows from
the Block A wells have come from the shallowest of three potential pay zones, and the two deeper zones
could provide significant upside The operator currently expects a further 39 wells to be drilled on
Empyrean’s acreage based on the uppermost productive zone alone, resulting in a 44 well development case
Empyrean’s net recoverable production 1s estimated to be at least 32 5 befe (“billions cubic feet equivalent™),
valued (at today’s o1l and gas prices) at circa US$325m

In addition to this success, the 6 well programme at the Margarita Project has resulted in four discovery wells
being completed for commercial production, and three of those wells remain in production today providing
useful cashflow

Empyrean also retains a 38 5% interest in the Eagle O1l Pool Development Project, which has very attractive
potential o1l and gas reserves The operator of this project 1s in the process of farming out 1ts interest in the
project and Empyrean looks forward to a fresh well being drilled on the project when the operator’s farm-out
negotiations are resolved

Empyrean’s imtial project, the Glantal Project in Germany, remains an exciting opportunity with multi TCF
gas potential We have been considering with Pannonian International Ltd, the operator, the relative merits of
a seismic acquisition programme focussed either on Glantal or the related Lautertal structure, or of dnlling
another well on one or other of these structures without further seismic It has been our recommendation to
conduct further seismic over the Lautertal prospect prior to drilling

Overall Empyrean has maintamed the momentum that has characterised 1ts operations since its
commencement 1n 2005 We continue to focus on geopolitically stable regions Our projects are close to
existing infrastructure and markets, enabling discoveries to be brought into profitable production very
quickly The strategy of using Jommt Ventures has provided access to extensive techmical data sources
relatively cheaply, and Empyrean’s expenenced management team has demonstrated an abihity to 1dentify,
evaluate and negotiate substantial energy projects efficiently We have also chosen projects with dnll ready
targets, such that there has been drilling programmes soon after negotiating our interest in projects The
management and staff remain dedicated to growing Empyrean into a substantial player in the o1l and gas
sector while keeping overhead costs to a mimimum to generate maximum value for shareholders

With a portfolio of projects which balance nisks and rewards, and which now includes a major discovery
with substantial upside, the existing strategy of seeking additional attractive opportunities will continue to be
followed with vigour The next year will see Empyrean move into substantial production and onto the next
step of the growth ladder. It will be an even more exciting time than we have expenienced so far!

Patrick Cross ﬁutﬁ\ #- Crtza,

Chairman




OPERATIONS REPORT

Empyrean Energy Plc (“Empyrean” or “the Company™) 1s at present involved n four projects, with a fifth
project being drilled during the year being abandoned Four of these were located onshore in the USA, with
one 1n onshore Germany The last 12 months have seen a contuation of the operattonal momentum that has
characterised the progress of Empyrean since its inception in July 2005 Empyrean brought its first project
nto production i 2007 with discovery success at the Margarita Project in Texas providing modest but useful
cashflow More recently Empyrean has confirmed 1t 1s part of a major gas/condensate discovery at the
Sugarloaf Project, located 1n onshore Texas It 1s towards this play that Empyrean has been directing a
greater part of its focus of late

The operational momentum of Empyrean 1s manifest in the increased working interest 1t has been able to
negotiate after consummating a second farm-in agreement with Houston based Texas Crude Energy Inc
(“TCEI”). This second farm-in agreement 1s over an area divided mto Blocks A and B Empyrean started
with a 6% working nterest 1n the whole of Block B acreage, and subsequently dnlled the Sugarloaf-1 well
The additional farm-1n covers the next 16 wells to be drlled on either Block A or B, after Sugarloaf-1 The
deal earns Empyrean a 7 5% working interest where these wells are drilled on Block A and an additional
12% working interest where these wells are drilled on Block B (1¢ the origmal 6% plus a further 12%
resulting in 18%) Following the successful flow testing of two wells on Block A, a drilhing programme 1s
being designed to appraise and develop this exciting new field that has been named the Sugarkane Field

Horizontal drilling 1s proving to be the preferred option to optimise completion in these types of limestone
reservotrs because 1t ensures both increased recovery factor and enhanced productivity

Just recently, on 14 April 2008, Empyrean was able to announce for the first time that an un-stimulated flow
rate of 6 6 mmcfgepd (“million cubic feet of gas equivalent per day”) and subsequent increase 1n flow rate to
7 8 mmcfgepd had been measured at TCEI JV Block A-3, the third well assigned to Block A 1n the 16 well
deal This news was followed by the unexpected flow of the TCEI JV Block A-1 well prior to it being
fracture stimulated at a rate of 2 0 mmcfgepd Further excitement and de-risking of the project came with the
news that following a successful fracture stimulation the flow rate at the TCEl JV Block A-1 well had
increased by a factor of 6 times to approximately 12 mmefgepd These initial test results augur well for the
remaining wells already drilled in Blocks A and B which have yet to be tested and which have all given
encouraging hydrocarbon shows during drilling

In the meantime, the Margarita Project onshore Texas has continued to generate revenue from the 3 shallow
producing wells where Empyrean has a 44% working interest The option to participate in the drilling of a
“Deep Prospect” under the same Margarita farm-in terms has not been exercised to date Instead, Empyrean
elected to participate in what 1t considered to be a more attractive deep play being offered under more
favourable terms by Texon Petroleum Limited, a recently created oil exploration company active in the USA

The following provides a more detailed update on each of the projects in which Empyrean has been involved
with during the year

Glantal Gas Project, Germany (Empyrean Interest 40%)

Following the results of Glantal -1, the operator Pannonian International Ltd (“Pannonian™) and Empyrean
had to decide which of the following alternatives offered the best opportunity to properly assess the play
The perceived alternatives were

a) drill a second well updip of Glantal -1 without acquiring further seismic,

b) proceed with a seismic acquisition programme focussed on the Glantal area,

¢) embark on a seismic acquisition programme focussed on the Lautertal structure to the east, or
d) dnll Lautertal without further seismic
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OPERATIONS REPORT (Continued)

Glantal Gas Project, Germany (Empyrean Interest 40%) continued....

The third option was finally decided upon after much consideration It was agreed that the same high
maturation readings encountered at Glantal-1 nisked being encountered im an updip well (Poltzberg
Anticline) And even though the Glantal prospectivity remams ntact, Lautertal presented a more attractive
potential target The results of the 2D vibroseis seismic programme of approximately 125 km, will need to be
analysed prior to choosing locations for drilling at Lautertal

Eagle Oil Pool Development Project, California, USA (Empyrean Interest 38.5%)

Since mid 2007, the operator Victona Petroleum Ltd (“VicPet”) has been attempting to reduce 1ts interest in
the project and find a replacement for its operatorship This development has been the result of a VicPet
internal corporate deciston, and in no way reflects a change mn perception of the prospectivity of the Eagle
01l Pool project

It still has not been decided by partners whether the Eagle North-1 will be re-entered and sidetracked to test
the 177m of Lower Mary Bellocchi Gatchell o1l sand or whether a new well should be drilled n close
vicinity It would currently be Empyrean’s intention to participate 1n the drilling of a new well Empyrean
currently holds a 38 5% interest n the project and awaits results of negotiations with the potential new
operator

Margarita Project, Gulf Coast Texas, USA (Empyrean Interest 44%)

Empyrean farmed into this project in November 2006 It earned a 44% Working Interest by its participation
in the dnlling of 6 shallow wells that were drilled in two phases of 3 wells each

The results of phase one were reported 1n the 2006/2007 Annual Report

Milagro, the second well drilled in phase one, commenced gas sales on 3 Apnl 2007 and peaked at 532
mcfgpd (“thousand cubic feet of gas per day”™) with 2 bopd (“barrels of o1l per day”), up from an nitial rate
of 350 mcfgpd In September 2007 production from this well became o1l dominant peaking at 135 bopd with
62 mcfgpd Since the end of October 2007 1t has been producing o1l only and production has been choked
back to approximately 40 bopd and 25 bwpd (“barrels of water per day”)

Dos Dedos, the third well drilled in phase one, commenced gas production 1n late April 2007 and reached a
peak of 420 mcfgpd during the following month when problems began to arise In June 2007 the well had
watered out prematurely having produced only 2 1 million cft (“cubic feet”) of gas

Phase two invelved the dnlling of 3 wells Dona Carlota, Agavero and Climaco, which resulted 1n two
commercial gas discoveries

Dona Carlota

Dona Carlota was dnlled to a total depth 1,524m and showed a net gas pay of 5 6m 1n the primary target Frio
sands On completion and cleanup the well flowed 1 024 mmcfgpd (“million cubic feet of gas per day™) with
no water A calculated Absolute Open Flow Rate of 20 5 mmcfgpd day attests the excellent gas deliverability
potential of the reservoir The well 1s at present producing approximately 900 mefgpd

Apavero

Agavero was drilled to a total depth of 1,34 1m and intercepted gas filled Frio sands over a 5 5m interval On
completion and clean up the well flowed 707 mcfgpd with no water and was then shut in awaiting
permission for a tie in pipeline Gas production commenced on 4 October 2007 at 375 mcfgpd and 1s at
present producing approxumately 300 mcfgpd




OPERATIONS REPORT (Continued)

Climaco
Climaco reached a total depth of 1,858m and despite having good gas shows in the primary objective, was
plugged and abandoned as a non-commercial gas well

Phase 2 dnlling was concluded 1n early August 2007 with 2 out of the 3 wells proving commercial quantities
of gas Overall, the 6 well programme was highly rewarding for Empyrean as 1t resulted in gas being
discovered i all 6 wells 4 wells were onginally completed for commercial production, and only one of
these, Dos Dedos, termmated because of water production problems This premature termination was
compensated by the Milagro well transforming into an o1l producer only 5 months after commencing as a gas
producer

EME Interest Total Depth  Exploration /Production Status

Drilted

Margarita Project

(Phase 1)

El Vigjito well 44% 1,932m Plug and abandoned due to well watering out

Milagro well 44% 1,593m Production reduced to o1l only at 40 bopd

Dos Dedos well 44% 966m Production reach peak of 420 mefgpd but well water out
(Phase 2)

Dona Carlota well 44% 1,524m The well 15 at present producmg 900 mefgpd

Agavero well 44% [,341m The well 15 at present producmg 300 mcfgpd

Chimaco well 44% 1,858m Plug and abandoned as non-commercial

Texon Farm-in, Texas, USA (Empyrean Interest 15%)

The Bond1 prospect was considered to have the possibility of containing estimated gas reserves of between
30 and 76 billion cft, based on 3D seismic character and empirical data from nearby fields

The target was the prolific Upper Wilcox Formation and the original total depth was 13,500 fi Raun#1 was
spudded 1n early November 2007 and halted at 12,500 ft because no obvious lithological or petrophysical
anomalies were found which correlated with the seismic bnght spot. In fact, because the sediment velocities
were much slower than anticipated at the well, the bright spot actually fell within a thick Jackson Shale
sechon Two potential gas-bearing sands with a total thickness of 50 ft were tested, but to no avail, and the
well was finally plugged and abandoned in February 2008

Empyrean retains the right to participate 1n any wells drilled by Texon Petroleum Limited at a 15% working
nterest anywhere 1n the area of mutual interest of approximately 25 km?

Sugarloaf Hosston Project, Texas, USA (Empyrean Interest between 6%-18%)

The original farm-in agreement with TCEl was announced by Empyrean on 6 April 2006. Although the
Sugarloaf-i well was successtully dnlled to a total depth of 20,896 ft, the pnimary objective reservorr, the
Hosston sandstones, proved to have insufficient permeability to provide economic gas production

However, significant gas shows and fluorescence were encountered higher in the section 1n the secondary
objective Electric log analysis indicated the presence of a 92 ft gross column of gas 1n fractured limestones
of the Austin Chalk
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OPERATIONS REPORT (Continued)
Sugarloaf Hosston Project, Texas, USA (Empyrean Interest between 6%-18%) continued...

The gas discoveries in this carbonate reservoir had two immediate effects Firstly, the operator increased the
land acquisition programme within the area of mutual interest (which stood at approximately 19,500 acres in
Apnil 2007), and secondly, 1t activated negotiations which resulted in the conclusion of a second farm-in
agreement between Empyrean and TCE]

This second agreement involved the division of the prospective area into Blocks A and B and pertained only
to the next 16 wells to be dnlled on Blocks A or B (subsequent to Sugarloaf-1) TCEI remains the operator n
Block B A major o1l and gas company (name undisclosed for confidentiality purposes and to protect
competitive advantage) 1s the operator in Block A In Block B, which contains Sugarloaf-1, Empyrean had
already earmmed a 6% working interest in Sugarloaf-1 and wells dnlled thereafier in Block B Under the terms
of the second agreement announced on 10 May 2007, Empyrean earns a further 12% in Block B for each
well drilled after Sugarloaf-1

In Block A Empyrean earns 7 5% under the terms of the new farm-in agreement

These respective interests will be earned by Empyrean only m wells dnlled in Blocks A and B which form
part of the 16 well deal The results to date are as follows

BLOCKB
Sugarloaf-1 Well (Empyrean Interest 6%)

Remedial cementation was required prior to the fraccing operations of the lower part of the gas-bearing chalk
interval in which there are at least three separate intervals of enhanced porosity development Testing
operations began on 11 September 2007

The first fracc attempt was unsuccessful due to premature screen out of the proppant with only 6% entering
the formation, all of which required redesigming a second fracc attempt which was executed on 19 October
2007

Despite imitial gas flows of 387mcfgpd with associated condensate, the flow rate declined Following the
completion of swabbing operations and the setting of production tubing, the well was shut i until results
from wells already being drilled and tested in Block A could be used to modify the continued testing
programme of the remaining porous zones of the Austin Chalk

Kennedy-1H Well (Empyrean Interest 6% - 12%)

This well was originally called Sugarloaf-2 and 1s the second well to be spudded in the 16 well deal
mentioned above It s located 1 6 km from Sugarloaf-1 well The zone targeted in the horizontal section of
approximately 5,000 ft of Austin Chalk reservoir 1s believed to correlate with the producing section in the
Sugarkane Field discovery well located 8 km to the west of Kennedy-1H well

Backround gas readings increased significantly on entering the Austin Chalk.

The rnig was released on 8 December 2007 following the emplacement of a 4 '2” limer in the horizontal part of
the well On 15 February 2008 it was announced that fraccing and testing procedures were necessarily
dependent on the results of the operations in the adjacent Block A, and 1t was not until 16 April 2008 that
Empyrean received notification of the details of the final completion programme
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OPERATIONS REPORT (Continued)
Kennedy-1H Well (Empyrean Interest 6% - 12%) continued...

The fraccing operation was carried out on 14 May 2008 A total of 95,000 Ibs of sand and 5182 barrels of
flutd were injected under pressure into four sets of perforations over an approximate 600ft horizontal
interval Initial flow results of gas condensate and frace fluid recovery were announced on 25 May 2008, and
since then the well has been slowly expelling the fracc fluids prior to the measuring of full gas condensate
flow

The result 1s particularly relevant to the overall prospectivity of the area as 1t has shown that the so-called
“middle pay zone” contains gas condensate and could therefore add 150% to the recoverable reserves
attributed to the “upper pay zone”

As of 29 May 2008 the plan was to run pressure gauges while the well was continuing to flow, then shut n
the well for a prolonged pressure build up There still remained approximately 4,120 barrels of fracc fluid to
recover

BLOCK A
TCEI JV Block A-1 Well (Empyrean Interest 7.5%)
TCEI JV Block A-1, a horizontal appraisal well, was spudded on 22 May 2007.

Two sidetrack operations were required to get the well to total depth A total depth of 14,586 ft (measured
depth) was finally reached on 29 August 2007

Gas shows were encountered over the whole horizontal length of approximately 2,500 ft Muluiple gas flares
measuring up to 65’ were recorded over approximately a 1,000 ft horizontal length, including an interval of
about 600 ft that produced a constant gas flare

A 4 '%” liner was cemented to 14,586 ft on 3 September 2007 which again was an operation not without 1ts
problems Fraccing and testing operations were put on hold until the adjacent the TCEI JV Block A-2 well
could be made available for seismic monitoring purposes This technique enables the operator to determine
the efficacy of the fracc operation at the TCEL JV Block A-1 well The first attempt to fracc on 13 December
2007 resulted in the fracc being unable to be injected nto the reservoir, as did a second attempt on 20
December 2007 Sufficient inyection rates required to frace could not be achieved without exceeding the 77
casing hmitations, and on 17 January 2008 Empyrean announced that 4 2" casing was being tied to the top
of the liner and being run to surface to enable higher injection pressures Three further attempts to pump the
fracc sand to the reservoir under high pressure were unsuccessful

The operator made the decision to shut down the weil on 9 Feb 2008 and imtiate a detailed reservoir
engineering post-mortem which mncludes a 3-D simulation study This study was performed to re-evaluate
the options on offer

Operations recommenced on site on 14 April 2008 On 21 April 2008 Empyrean announced to shareholders
that “the well unexpectedly began to flow commercial quantities of gas and condensate during operations to
prepare the well for a fracture stimulation and flow test programme” Initial flows of 2 0 mmefepd were
measured which ncreased to 2 4mmcfepd before the well was shut in to obtain pressure build up
measurements

An acid frace was successfully completed over a 900ft horizontal interval through five sets of perforations on
28 May 2008
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OPERATIONS REPORT (Continued)
TCEI JV Block A-2 Well (Empyrean Interest 7.5%)

The operation resulted n a six fold increase in deliverability On 28 May 2008 Empyrean was able to report
an average gas flow of 2 Smmefgpd accompanied by 950 bepd and no water through a 14/64” choke This
equates to approximately 12 mmecfgepd based on present gas and condensate prices

On the same day the well was shut in to measure pressure build up as part of the normal reservoir and
production engineering procedures This well already has a sales line connected to 1t enabling all production
to be sold soon after flowing

TCEI JV Block A-2 well, located between the Sugarkane discovery well and the TCEI IV Block A-1 well, 1s
the third well to be drilled 1n the 16 well deal It1s a vertical well and may test any of the three Austin Chalk
intervals that were intercepted at Sugarloaf-1 well

The TCEL JV Block A-2 well was spudded on 16 August 2007 and was in fact a re-entry of a well previously
drilled 1n 2006 In that well an electric wireline tool had become stuck permanently and the TCEI JV Block
A-2 was designed to avoid the fish by dnilling a directional leg

A total depth of 12,084 ft was reached and 5 '4” production casing set at 12,068 ft Since then the well has
been used to momtor fraccing operations in the TCEI JV Block A-1 well located to the south During
drilling, the gas backround increased to 350 units in the Austin Chalk and this zone will be fracced and
tested, most likely after operations at the TCEI JV Block A-1 are completed

TCEI JV Block A-3 Well (Empyrean Interest 7.5%)

The TCEI JV Block A-3 well 1s the fourth well in the 16 well deal and the third located in Block A in which
Empyrean 1s a participant It lies southwest of the TCEI JV Block A-1 well and has as its target the same
producing interval of the Austin Chalk that was intercepted at the Sugarkane Nol well gas-condensate
discovery

The well was spudded on 24 October 2007 and on 12 November 2007 reached a total depth of 12,457 ft in an
8 14" vertical pilot hole Gas shows over a 185 ft interval rose to a maximum of 350 units, almost 10 times
the backround After electric logs were run the well was kicked off at 11,480 ft to begin horizontal drilling 1n
the Austi Chalk reservoir A 7”° casing shoe was set at 12,272 ft

During the horizontal dnlling operation, three sidetracks were made to precisely target high permeability pay
zones The third and final sidetrack spanned 13,230 to 15,100 ft Significant shows and flares were recorded
while drilling the entire 2,800 ft of open hole The well continually tried to flow despite the high mud
weights being used This persuaded the operator to stop drilling at 15,100 ft, short of the oniginal 17,800 ft,
and attempt a natural open hole test A plug was set at the base of the 77 casing and the rig released and
replaced by a smaller and less expensive workover rig

Workover operations commenced on 29 January 2008 The operator was forced to leave in the open hole a
fish made up of a length of 2 7/8” tubing and a 5 7/8” rock bit It 1s permanently lodged in the honzontal part
of the open hole in the interval 12,676 ft to 13,097 fi

On 2 Apnl 2008 a production packer was emplaced in the 77 casing at 11,720’ to begin the open hole testing
procedure On 14 April 2008, Empyrean was finally able to announce the initial test results of a significant
gas-condensate discovery Initial flows through a 12/64” choke were measured at 1 9Immcfgpd with 460
barrels of condensate per day Based on present day prices for gas and condensate this would be equivalent
to 6 6 mmcfepd




OPERATIONS REPORT (Continued)

TCEIL JV Block A-3 Well (Empyrean Interest 7.5%) continued...

This open hole test has been conducted without stimulation It compares favourably with other similar fields
in the region which exploit the Austin Chalk The Brookeland Field in Tyler County, for example, has an
approximate equivalent rate of 1 4 mmefepd (“million cubic feet of equivalent per day™) per thousand feet of
horizontal The TCEI JV Block A-3 well produces comparatively at 2 4 mmcfepd A typical well for one
operator 1n the Brookeland Field has approximately 12,000 ft of horizontal with average initial rates of over
16 mmcfepd The TCEI JV Block A-3 well provides evidence that longer horizontal completions targeting
the natural fracture swarms that exist intermittently 1n the reservoir should result in even better deliverability

The TCE1 JV Block A-3 well will be flow tested then shut 1n as part of the normal reservoir and production
engineering procedure During the shut in period the operator will be supervising the construction of
production faciities and pipeline connection Condensate will be separated in situ and trucked to the

appropriate markets

) Total Depth
EME Interest Drilled
Sugarloaf Hosston
BLOCK A
TCEI JV Block A-1 7 5% 14,586 ft
TCEI IV Block A-2 7 5% 12,084 fi
TCEI JV Block A-3 7 5% 12,457 ft
BLOCK B
Sugarloaf-1 6% 20,896 ft
Kennedy-1H 18% 16,7504t
2]

Exploration /Production Status

Well commenced flowing commercial quantities of gas
and condensate, measuring 2 lmmcfepd Well currently
shut 1n to test reservoir through pressure build up

Gas present during drilhng Well currently being used to
test the TCEI JV Block A-1 well Remains to be fracced
and tested

Significant gas condensate discovery occurred after testing
mn Apnl 2008, with an expected capacity to produce
2 4mmctfgepd Well currently shut in to test reservoir
through pressure build up

Initial flows of gas and condensate dechned, which
resulted in the well being shut in until Block A wells are
completed so information can be used to continue testing

Gas present during dnlling Further testing will commence
once results from the Block A wells are received

FJ Brophy BSc (Hons)
Technical Director
Empyrean Energy Pic
2 June 2008
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DIRECTORS’ REPORT

The Directors are pleased to present their report and the audited financial statements of the Company for the
period 1 Apnil 2007 to 31 March 2008.

Principal Activities and Business Review

The pnincipal activities of the Company are energy resource exploration and project development n
geopolitically stable environments The developments during the period are detailed in the Chatrman’s
Staternent and Operations Report

Results and Dividends

The loss for the year on ordinary activities of the Company after taxation amounted to £1,153,000
(2007 £791,000)

The Company generated a £525,000 (2007 ml) turnover from o1l and gas sales dernived from 1its Margarita
prospect 1n Texas This was offset by cost of sale, including o1l and gas properties amortisation, of £254,000
(2007 mil)

The Company mncurred administrative expenses of £419,000 (2007 £572,000), which 15 exclusive of share
based payment expenses of £329,000 (2007 £294,000)

Net exploration costs for the year of £2,797,000 {2007 £2,583,000) have been capitalised, which 1s inclusive
of exploration expenditure impairment write off totalling £830,000 (2007 mil) Due to production success at
the Margarita prospect, net o1l and gas properties of £374,000 (2007 ml) were re-classified from exploration
expenditure

The Directors do not propose the payment of a dividend
Directors and Directors’ Interests

The Directors who served during the vear to 31 March 2008 had, at that time, and at the date of their
respective appointment, the following beneficial interests in the shares of the Company

31 March 2008 31 March 2007
Number of Number of Number of Number of
ordinary shares options over ordinary shares opticns over
ordinary shares ordinary shares

Patrick Cross - 800,000 - 500,000
Frank Brophy - 3,500,000 - 2,000,000
Thomas Kelly 3,500,000 2,500,000 3,500,000 1,600,000
Malcolm James (resigned 03/07/07) N/A N/A 500,000 N/A

For further details on options held by Directors, refer to Note 5 of the Financial Statements

None of the Directors hold warrants in the Company There have been no changes in Directors’ interests mn
shares since the year-end

Directors’ Remuneration

The Company’s policy on remuneration of directors 1s to attract, retain and motivate the best people,
recognising they are Key to the ongoing success of the business, but to avoid paying more than 1s necessary
for that service

B
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DIRECTORS’ REPORT (Centinued)

Details of the Directors’ emoluments and of payments made for professional services rendered are set out 1n
Note 5 to the Financial Statements

Management Incentives

To assist in the incentivisation, retention and recruitment of employees and consultants, the Company 1ssued
share options to each of the Directors during the period as part of this scheme. Details of these options are set
out m Note 5 to the Financial Statements

Substantial shareholdings
On 31 March 2008 the following were registered as being interested 1n 3% or more of the Company’s
ordinary share capital other than Directors holdings as previously disclosed

31 March 2008
Ordinary shares of | 9% of 1ssued share

£0 002 each capital
TD Waterhouse Investor Services 5,969,732 11 81%
Williams de Broe 5,643,815 11 17%
Barclays Stockbrokers Limited 4,896,134 9 69%
Halifax Share Dealing 4,796,665 9 49%
Squaregain 3,970,240 7 85%
WH Ireland 2,592,097 513%
Hoodless Brennan & Partners 1,819,659 360%

Share Capital
Information relating to shares 1ssued during the period is given 1in Note 14 to the Financial Statements

Charitable and Political Donations
During the period there were no charitable or political donations

Payment of Suppliers

The Company’s polwcy 1s to settle terms of payment with suppliers when agreeing terms of business, to
ensure that suppliers are aware of the terms of payment and to abide by them It 1s usual for suppliers to be
paid within 28 days of receipt of invoice

Post Balance Sheet Events
Material post balance sheet events are set out in Note 18 to the Financial Statements

Going Concern

The Directors consider that the Company has adequate resources to continue in operational existence for the
foreseeable future and that 1t 1s therefore appropriate to adopt the going concern basis in preparing its
financial statements

Auditors
The auditors, Chapman Dawvis LLP, have indicated their willingness to continue 1n office and a resolution

that they be reappointed will be proposed at the annual general meeting




DIRECTORS’ REPORT (Continued)

Control Procedures
The Board has approved financial budgets and cash forecasts In addition, it has implemented procedures to
ensure compliance with accounting standards and effective reporting

Corporate Governance

The Directors are committed to mamtaimming high standards of corporate govemance The Directors have
established procedures, so far as 1s practicable, given the Company’s size, to comply with the Combined
Code as modified by the recommendations of the Quoted Companies Alliance The Company has adopted
and operates a share dealing code for directors and senior employees on substantially the same terms as the
Model Code appended to the Listing Rules of the UK Listing Authority

The Board

The Board meets regularly throughout the year To enable the Board to perform tts duties, each of the
Directors has full access to all relevant information and to the services of the Company Secretary If
necessary the non-executive directors may take independent professional advice at the Company’s expense

The Board currently includes one non-executive drrector, although steps have been taken to 1dentify a further
non-executive for the Company The Board has delegated specific responsibihties to the committees
described below

The audit commuttee

The audit committee comprises Patrick Cross and Thomas Kelly, is chaired by Patrick Cross and met twice
during the period ended 31 March 2008 The committee reviews the Company’s annual and 1nterim financial
statements before submission to the Board for approval The commuttee also reviews regular reports from
management and the external auditors on accounting and internal control matters When appropriate, the
committee monitors the progress of action taken n relation to such matters The commuittee also recommends
the appointment of, and reviews the fees of, the external auditors

The remuneration committee

The remuneration committee s made up of Patrick Cross and Frank Brophy and chaired by Patrick Cross
The remuneration committee met twice during the period ended 31 March 2008. It 1s responsible for
reviewing the performance of the Executive Directors and for setting the scale and structure of therr
remuneration, paying due regard to the interests of shareholders as a whole and the performance of the
Company
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STATEMENT OF DIRECTORS’ RESPONSIBILITIES

Directors’' Responsibilities for the Financial Statements

Company law 1n the United Kingdom requires the Directors to prepare financial statements for each financial
year which give a true and fair view of the state of affars of the Company and of the Profit or Loss of the
Company for that period In preparing those financial statements, the Directors are required to

o select suitable accounting policies and then apply them consistently,
¢ make judgements and estimates that are reasonable and prudent,

» state whether apphcable accounting standards have been followed, subject to any matenal departures
disclosed and explained n the financial statements,

e prepare the financial statements on the going concern basis unless 1t 15 inappropriate to presume that the
company will continue in business,

* 5o far as each director 1s aware, there 15 no relevant audit information of which the Company’s auditors
are unaware, and the directors have taken all the steps that they ought to have taken as directors’ 1 order
to make themselves aware of any relevant audit information and to establish that the Company’s auditor
are aware of that information

The Directors are responsible for keeping proper accounting records, for safeguarding the assets of the
company and for taking reasonable steps for the prevention and detection of fraud and other wuregularities
They are also responsible for ensuring that the annual report includes information required by the AIM
Listing Rules

The maintenance and mtegnity of the Company’s website 1s the responsibility of the Directors The work
carried out by the auditors does not involve consideration of these matters and accordingly, the auditors
accept no responsibility for any changes that may have occurred to the financial statements since they were
mitially presented on the website

Legislation n the United Kingdom governing the preparation and dissemination of the financial statements
may differ from legislation n other jurisdictions

By order of the Board

Fohwd H#. Co

Patrick Cross
Chairman
2 June 2008
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Independent Auditors Report to the Shareholders of Empyrean Energy Plc

We have audited the financial statements of Empyrean Energy Plc for the year ended 31 March 2008, which
compnse the Income Statement, the Balance Sheet, Cash Flow Statement, Statement of Changes in Equity,
Statement of Accounting Policies and the related notes 1 to 18 These financial statements have been prepared
under the accounting policies set out therein

Respective Responsibilities of Directors and Auditors

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

Our responsibility 1s to audit the financial statements in accordance with relevant legal and regulatory requirements
and Internaticnal Standards on Auditing (UK and Ireland) This report, inciuding the opimion, has been prepared
for and only for the Company's members as a body 1n accordance with Sechon 235 of the Companies Act 1985
and for no other purpose  We do not, in giving this opinion, accept or assume responsibility for any other purpose
or to any other person to whom this report is shown or into whose hands it may come save where expressly
agreed by our pnor consent in wnting

We report to you our opinion as to whether the financial statements give a true and fair view and whether the
financial statements have been properly prepared in accordance with the Companies Act 1985 We also report to
you whether in our opimion the information given in the Directors’ Report I1s consistent with the financial statements

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

We read the other information contained 1n the Annual Report and consider whether it 1s consistent with the
audited financial statements The other information compnses only the Directors’ Report, Chairman’s Statement,
the Operations Report and the Statement of Directors’ Responsibilittes We consider the implicatons for our
report If we become aware of any apparent misstatements or maternal inconsistencies with the financial
statements Our responsibilities do not extend to any other information

Basis of Audit Opinion

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

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

Opinion
In our opiion

+ the financial statements give a true and farr view, In accordance with IFRSs as adopted by the European
Union, of the state of affairs of the company as at 31 March 2008 and of its loss and cash flows for the year
then ended, and

+ the financial statements have been propery prepared in accordance with the Comparnies Act 1985, and

+ the information given in the Directors’ Report I1s consistent with the financial statements

Py DN‘" "}l

Chapman Davis LLP

Chartered Accountants and Registered Auditors
London

2nd June 2008




INCOME STATEMENT
for the year ended 31 March 2008

Revenue

Cost of Sales

Operating costs (excluding exploration cost
impairment / write off)

Amortisation - o1l and gas properties
Total cost of sales

Gross Profit

General and admmistrative expenses

Share based payments

Exploration expenditure impaiwrment / write off
Operating loss

Interest received

Loss on ordinary activities before taxation
Taxatron on loss on ordinary activities

Loss for the financial year

Loss per share expressed in pence per share
- Basic

No dividends were proposed or paid during the period

Notes

o0

All financial results presented are from continued operations

A separate Statement of Recognised Income and Expense 1s not required

2008 2007
£000 £2000
525 -
(38} -
(216) -
(254) -
271 -
(419) (572)
(329) (294)
(830) -
(1,307) (866)
154 75
(1,153) (791)
(1,153) (791)
2.30)p @2 10)p

The accompanying accounting policies and notes form an ntegral part of these financial statements.
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BALANCE SHEET
as at 31 March 2008

Assets

Non-current assets
Intangible assets

O1l and gas properties
Plant and equipment

Current assets

Trade and other receivables
Cash and cash equivalents

Liabilities
Current liabilities
Trade and other payables

Net current assets
Net assets

Shareholders’ equity
Share capital

Share premium

Other reserves
Retained loss

Total equity

The Financial Statements on pages 16 to 32 were approved by the Board of Directors on 2 June 2008 and

were signed on 1ts behalf by

Prcd Ho Lo

Chairman

Notes

12

14

2008 2007
£°000 £000
9,240 6,443
374 -

1 4
9,615 6,447
351 237
1,510 4,889
1,861 5,126
(422) Q27)
422) Q7)
1,439 5,099
11,054 11,546
101 99
12,816 12,486
770 441
(2,633) (1,480)
11,054 11,546

The accompanying accounting policies and notes form an integral part of these financial statements
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CASH FLOW STATEMENT
for the year ended 31 March 2008

Net cash outflow from operating activities
Return on Investments

Interest recerved

Net cash inflow from returns on investments

Capital expenditure

Purchase of tangible fixed assets
Purchase of intangible fixed assets
Proceeds from the sale of intangible fixed assets

Net cash inflow for capital expenditure

Financing

Issue of ordinary share capital
Expenses relating to share 1ssues

Net cash inflow from financing
Increase in net cash

Cash and cash equivalents at the start of the year

Cash and cash equivalents at end of the year

'l EMPYREAN ~

I
|[Eresgy 3

Notes 2008 2007
£°000 £°000

13 17 (644)

154 75

154 75

- (3)

(3,748) (2,583)

- 3

(3,748) (2,583)

332 5,095

- (264)

332 4,831

(3.379) 1,679

4,889 3,210

1,510 4,889

The accompanying notes and accounting policies form an integral part of these financial statements.
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STATEMENT OF CHANGES IN EQUITY
For the year ended 31 March 2008

=

i EMPYREAN |

IEnergy P

Share Share Other Retained Total equity
capital premium reserve loss
account reserve
£000 £000 £000 £000 £000
As at 31 March 2006 70 7.665 147 (689) 7,193
Share capital 1ssued 29 5,066 - - 5,095
Cost of share 155U - (245) - - (245)
Share based payments - - 294 - 294
Loss for the year - - - (791) (781)
As at 31 March 2007 99 12,486 441 {1,480) 11,546
Share capital 1ssued 2 330 - - 332
Share based payments - - 329 - 329
Loss for the year - - - (L,153) (1,153)
As at 31 March 2008 101 12,816 770 (2,633) 11,054

The accompanying accounting policies and notes form an integral part of these financial statements
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STATEMENT OF ACCOUNTING POLICIES
for the year ended 31 March 2008

The financial statements of Empyrean Energy Plc for the year ended 31 March 2008 were authonsed for
1ssue by the Board on 2 June 2008 and the balance sheets signed on the Board’s behalf by Mr Patrick Cross
and Mr Thomas Kelly

The Company’s financial statements have been prepared in accordance with International Financial
Reporting Standards (“IFRS™) as adopted by the European Union The principal accounting policies are
summarised below They have all been applied consistently throughout the year

Basis of accounting

These financial statements have been prepared under the historical cost convention, modified for certain
tems carried at farr value, in accordance with International Financial Reporting Standards and IFRIC
mterpretations and with those parts of the Companies Act, 1985 applicable to companies reporting under
IFRS

The financtal report 1s presented 1n Sterling and all values are shown 1n pounds (£)

Going concern
The financial statements have been prepared on a going concern basis

Adoption of new and revised International Financial Reporting Standards

The following new standards, amendments and interpretations to existing standards have been published,
which are mandatory for the Company’s accounting periods beginning on or after 1 January 2008, which the
Company’s has not early adopted

IFRS 8, “Operating Segments” {effective for accounting periods beginning on or after 1 January 2009)

IAS 23 (Amendment), “Borrowing Costs” (effective for accounting periods beginning on or after 1
January 2009)

IAS 1 (Amendment), “Presentation of Financial Statements” (effective for accounting periods beginning
on or after 1 January 2009)

[FRS 3(Amendment), “Business Combinations” (effective for accounting penods beginning on or after 1
July 2009)

IFRS 2 (Amendment), “Share-Based Payments Vesting Conditions and Cancellations™ (effective for
accounting periods beginming on or after | January 2009)

The following new standards, amendments and interpretations to existing standards have been published,
which are mandatory for the Company but will not impact on the Company’s financial statements or are not
relevant

IFRIC 8, ~"Scope of IFRS 27 (effective for accounting periods beginning on or after 1 January 2007)

IFRIC 9, “Reassessment of embedded derivatives™ (effective for accounting periods beginning on or after
1 January 2007)
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STATEMENT OF ACCOUNTING POLICIES (Continued)
for the year ended 31 March 2008

Adoption of new and revised International Financial Reporting Standards continued...

IFRIC 10, “Interim Financial Reporting and Impairment™ (effective for accounting periods beginning on
or after 1 January 2007)

[FRIC 11, IFRS 2 — “Group and Treasury Share Transactions” (effective for accounting periods
beginning on or after 1 March 2007)

IFRIC 12, “Service Concession Arrangements” {effective for accounting periods beginning on or after 1
January 2008)

IFRIC 14, IAS 19, “The Lyimit on a Defined Benefit Asset, Mimimum Funding Requirements and their
Interaction” (effective for accounting periods beginning on or after 1 January 2008)

IFRIC 13, “Customer Loyalty Programmes™ (effective for accounting periods beginning on or after 1 July
2008)

IAS 32 (Amendment), “Financial Instruments Presentation” and IAS 1, “Presentation of Financial
Statements — Puttable Financial Instruments and Obligations Arnising on Liquidation” (effective for
accounting periods beginning on or afier | January 2009)

IAS 27 Amendment, “Consolidated and Separate Financial Statements”, (effective for periods beginning
1 January 2009)

Revenue Recognition

Net revenues from crude o1l and natural gas sales are recognised when the oil and gas has been hfted and the
risk of loss transferred to a third-party purchaser The Company uses the entitlement method to account for
its revenue from sales of crude o1l and gas production, which 1s presented i the accounts as net of
production expenditure mcurred prior to the product receipt by a third-party purchaser

Finance Revenue
Finance Revenue is recognised as interest accrues

Cash and cash equivalents
Cash and short-term deposits in the balance sheet comprise cash at bank and 1n hand and short-term deposits
with an original maturity of three months or less

For the purposes of the Cash Flow Statement, cash and cash equavalents consist of cash and cash equivalents
as defined above, net of outstanding bank overdrafts

Deferred tax

Current tax assets and habilities for the current and prior periods are measured as the amount expected to be
recovered from or paid to the taxation authorities The tax rates and tax laws used to compute the amount are
those that are enacted or substantially enacted by the balance sheet date

No deferred tax asset has been recognised because there is nsufficient evidence of the timing of suitable
future profits aganst which they can be recovered
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STATEMENT OF ACCOUNTING POLICIES (Continued)
for the year ended 31 March 2008

Foreign currencies

Transactions denominated in foreign currencies are translated into sterling at contracted rates or, where no
contract exists, at average monthly rates Monetary assets and habilities denominated in foreign currencies
which are held at the year-end are translated into sterling at year-end exchange rates Exchange differences
on monetary items are taken to the Income Statement

Trade and other receivables
Trade recervables, which generally have 30 day terms, are recognised and carried at original invoice amount
less any allowance for any uncollectible amounts

Trade and other payables

Trade payables and other payables are carried at amortised cost and represent liabilities for goods and
services provided to the company prior to the end of the financial year that are unpaid and arise when the
company becomes obliged to make future payments in respect of the purchase of these goods and services

Tangible fixed assets

Tangible fixed assets are included in the balance sheet at cost, less accumulated depreciation and any
provision for impairment Tangible fixed assets are depreciated on a straight line basis at rates sufficient to
write off the cost, less estimated residual values, of individual assets over their estimated useful lives

Office systems, equipment and furniture 2 5 - 6 years

Intangible Fixed Assets

- exploration and development expenditure

Exploration, evaluation and development expenditure incurred 1s accumulated in respect of each 1dentifiable
arca of interest Restoration, rchabilitation and environmental costs necessitated by exploration and
evaluation activities are expensed as incurred and treated as exploration and evaluation expenditure These
costs are only carried forward to the extent that they are expected to be recouped through the successful
development of the area or where activities 1n the area have not yet reached a stage which permits reasonable
assessment of the existence of economically recoverable reserves Accumulated costs n relation to an
abandoned area are written off in full against the profit in the year in which the decision to abandon the area
1s made

A regular review 15 undertaken of each area of interest to determine the appropriateness of continuing to
carry forward the exploration and development costs 1n relation to that area of interest

- oil and gas properties

Investments 1in unevaluated properties and development projects are not reclassified from exploration and
development expenditure to o1l and gas properties, until commercial production associated with the projects
can be determined or until impairment occurs The capitahised costs of intangible o1l and gas assets are
subject to amortisation when they are determined to have commercial production, at which point the
capitahised costs plus the estimated future costs to develop the underlying commercial reserves are amortised
using the unit-of-production method using total estimated reserves

Judgements and estimates

The Group makes judgements and assumptions concerning the future that impact the application of policies
and reported amounts The resulting accounting estimates calculated using these judgements and
assumptions will, by definition, seldom equal the related actual results but are based on historical experience
and expectations of future events The judgements and key sources of estimation uncertainty that have a
significant effect on the amounts recognised in the financial statements are discussed below
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STATEMENT OF ACCOUNTING POLICIES (Continued)
for the year ended 31 March 2008

Judgements and estimates continued...

- impairment of assets

Financial and non-financial assets are subject to impairment reviews based on whether current or future
events and circumstances suggest that their recoverable amount may be less than their carrying value
Recoverable amount 1s based on a calculation of expected future cash flows which includes management
assumptions and estimates of future performance

- share-based payments

Certain Directors of the Company receive remuneration 1n the form of equity-settled share-based payment
transactions, whereby services are rendered in exchange for nghts over shares (“equity-settled transactions™)
The cost of equity-settled transactions with employees 1s measured by reference to the fair value at the date
at which they are granted The fair value 1s determmed using the Black-Scholes pricing model, further details

of which are given 1n Note 5 to the Financial Statements

The cost of equity-settled transactions with parties other than employees 1s measured at the fair value of the
services received at the date of receipt, with a corresponding 1ncrease 1n equity

Financial instruments

The Company’s financial assets consist of current account or short-term deposits at variable interest rates,
loans and other receivables

Any interest earned 1s accrued and classified as interest
Trade and other receivables are stated at cost

The Company’s financial liabihities consist of trade and other payables All are non-derivative assets The
trade and other payables are stated at cost
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NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 March 2008

1. Turnover and Segmental Analysis
The primary segmental reporting format 1s determined to be the geographical segment according to the
location of the asset The Directors constder the Company to have a single business being the exploration

for, development and production of o1l and gas properties

There are three geographical segments being Continental Europe and North America which are involved
in exploration and production, and the United Kingdom which 1s where head office 1s located

2008 Continental North
UK Europe America Total
(£°000) (£'000) (£°000) (£°000)

1l and Gas Revenue - - 525 525
Cost of Sales - - (254) (254)
Gross Profit - - 271 271
Interest Received 154 - - 154
General and administrative 419 - - (419)
Share Based Payments (329) - - (329)
Exploration Impairment Write off - - (830) (830)
Operating Expenses (748) - (830) (1,578)
Loss on Ordinary Activities
(before tax) (594) - (559) (1,153)
Exploration expenditure 2,770 6,470 9,240
O1l and gas properties - 374 374

- 2,770 6,844 9,614
2007 Contmental North

UK Europe America Total
(£7000) (£°000) (£°000) (£7000)

Interest Received 75 - - 75
General and administrative (572) - - (572)
Share Based Payments (294) - - (294)
Operating Expenses (866) - - (866)
Loss on Ordinary Activities (791) - - {(791)
(before tax)
Exploration expenditure 2,644 3,799 6,433
O1l and gas properties - - -

- 2,644 3,799 6,433
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NOTES TO THE FINANCIAL STATEMENTS (Continued)
for the year ended 31 March 2008

2. Operating Loss

The operating loss 1s stated after charging

2008 2007
£°000 £°000
Auditors’ remuneration — audit services 13 8
— other services - 3
Depreciation (Note 10) 3 5
Amortisation Exploration Expenditure (Note 9) 216 -
Exploration Expendrture Written Off (Note 8) 830 -
Directors’ emoluments (Note 5) 90 100
Directors® share based payments (Note 5) 301 261
3. Interest Receivable
2008 2007
£000 £000
Bank interest received 154 75
4. Staff Costs (including Directors)
The Company had no employees during the year, other than Directors
2008 2007
£000 £000
Equity-settled share-based payments 329 294

The Company’s equity-settled share based payments comprise incentive options granted to the Company’s
Directors The amount and details of share options subject to equity-settled share based payments are set out
in Note 14

Options were 1ssued to Directors and Employees on 28 June 2007 and 27 February 2008 The fair value of
the options issued has been fully expensed during the year, based on a Black-Scholes model

Under this model options issued on 28 June 2007 assumed a risk free rate of 4 75% and expected volatility of
60% The value per option was 11 16 pence Options 1ssued on 27 February 2008 assumed a risk free rate of
4 71% and expected volatility of 60% The value per option was 507 pence There are no performance
measures attached to either option 1ssue

In addition 50,000 options exercisable at 50 pence, expiring on 31 October 2009, were cancelled due to an
employee ceasing employment with the Company, resulting 1n a write back of £6,536.
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NOTES TO THE FINANCIAL STATEMENTS (Continued)

for the year ended 31 March 2008

8. Directors’ Emoluments

Non-Executive Directors:

Patrick Cross

Malcolm James (Resigned 3 July 2007)
Executive Directors:

Frank Brophy

Thomas Kelly @

Total

Capitalised to Intangible Assets

Expensed to Income Statement

Executive Salary Options Issued
2008 2007 2008 2007
£°000 £°000 £°000 £000
30 30 27 -
6 24 - -
71 36 137 130
71 36 137 131
178 126 301 261
88 26 - -
90 100 301 261

) Services provided by F J Brophy Pty Ltd @ Services provided by Apnea Holdings Pty Ltd No pension benefits are

provided for any Director

The Executive Directors are remunerated for consultancy services provided to the Company 1n relation to its
exploration operations as disclosed above These payments are capitahsed to exploration expenditure as set

out in Note §

Malcolm James was a director of Claridge House Services Limited, for which there 1s a contract for the
provision of admimstrative and office services to the Company

At 31 March 2008, consultancy fees and expenses totalling £15,633 were payable to Frank Brophy, as

included n accounts payable at Note 12

Directors’ Share Options

The interest of Directors 1n office duning the year ended 31 March 2008 were as follows

Grant Date Options held Options granted Options held Exercise Expiry
31 March 07 durmg year 31 March 08 Price
Patrnick Cross 31/10/05 250,000 - 250,000 35p 31/12/08
31/10/05 250,000 - 250,000 40p 31/12/08
28/06/07 - 200,000 200,000 50p 28/06/10
27/02/08 - 100,000 100,000 25p 27/02/11
Frank Brophy 31/10/05 1,000,000 - 1,000,000 35p 31/12/08
20/10/06 1,000,000 - 1,000,000 50p 20/10/09
28/06/07 - 1,000,000 1,000,000 50p 28/06/10
27/02/08 - 500,000 500,000 25p 27/02/11
Thomas Kelly 20/10/06 1,000,000 - 1,000,000 S0p 20/10/09
28/06/07 - 1,000,000 1,000,000 50p 28/06/10
27/02/08 - 500,000 500,000 25p 202111
3,500,000 3,300,000 6,800,000
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NOTES TO THE FINANCIAL STATEMENTS (Continued)
for the year ended 31 March 2008

6. Taxation
2008 2007

£000 £000
Current year taxation
UK corporation tax at 30% on profits for the year - -
Factors affecting the tax charge for the year
Loss on ordmary activities before tax (1,153) {791)
Loss on ordinary activities at the UK standard rate of 30% (346) (237
Effect of tax benefit of loss carried forward 346 237

Current year taxation

No deferred tax asset has been recognised because there 1s nsufficient evidence of the timing of suitable
future profits against which they can be recovered

Tax losses of approximately £2,734,000 (2007 £1,480,000) are available to be claimed going forward,
which are mclusive of the exploration expenditure impairment write off of £830,000 (2007 nil)

7. Loss Per Share

The basic loss per share 1s derived by dividing the loss for the year attnbutable to ordinary shareholders by
the weighted average number of shares in 1ssue

2008 2007
Loss for the year £(1,153,000) £(791,000)
Weighted average number of Ordinary shares of £0 002 1n 1ssue 50,242,755 37,833,661
Loss per share — basic (230)pence (2 10) pence
Weighted average number of Ordinary shares of £0 002 n 1ssue
inclusive of outstanding options 56,084,626 39,000,994

As the inclusion of the potential ordinary shares would result 1n a decrease in the loss per share they are
considered to be anti-dilutive and, as such, a diluted loss per share 1s not included
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NOTES TO THE FINANCIAL STATEMENTS (Continued)
for the year ended 31 March 2008

8. Intangible Assets

Exploration expenditure

2008 2007
£'000 £000
Cost
Balance brought forward 6,443 3,860
Additions 4217 2,583
At 31 March 10,660 6,443
Reclassified - O1l and Gas Properties (590)
Impairment Write Off W (830) -
(1,420} -
Net Book Value
At 31 March 9,240 6,443

M During the period ended 31 March 2008, exploration expenditure of £830,000 was written off due to
impairment This included a £525,000 write off for the Raun#1 well, Bondi Prospect, Texas which the
Directors determined had no obvious lithological or petrophysical anomalies after having tested two
zones This well was plugged and abandoned in February 2008 In addition two wells at the Margarita
prospect, Texas (El Vigyito well and Chimaco well) were plugged and abandoned after testing resulted
in no commercial o1l discovenies, resulting 1n a £305,000 exploration impairment write off

Exploration expenditure by project area (£7000)

Areas of Interest Cost at Additions Written Off Reclassified as Net Book
31 March 07 O1l & Gas Value at
Property 31 March 08
Germany:
Glantal 2,644 126 - - 2,770
USA:
Eagle O1l 2,723 16 - - 2,739
Sugarloaf Hosston 528 2,852 - - 3,380
Marganta 548 698 (305) (590) 351
Texon - 525 (525) - -
Total 6,443 4217 (330) (590) 9,240

28




NOTES TO THE FINANCIAL STATEMENTS (Continued)
for the year ended 31 March 2008

9. Oil and Gas Properties

10.

11.

Net Book Value

Reclassification of exploration costs (Note 8)

Amortisation

At 31 March

Plant and Equipment

Office Equipment

Cost
Balance brought forward

Additions
Disposal
At 31 March

Depreciation
Balance brought forward

Charge for the year
At 31 March

Net Book Value
At 31 March

Trade and Other Receivables

Trade Recervable
Prepayments
VAT recervables

As at 31 March

29

2008 2007
£2000 £2000
590 .
(216) -
374 -
2008 2007
£'000 £000
12 i2
- 3
- 3)
12 12
8 3
3 5
3 8
1 4
2008 2007
£:000 £'000
177
167 -
7 237
351 237




-

"EMPYREAN

gy 2 I

NOTES TO THE FINANCIAL STATEMENTS (Continued)
for the year ended 31 March 2008

12. Trade and Other Payables

2008 2007
£000 £000
Accounts Payable 398 10
Accruals 24 17
Total Payables 422 27
13. Reconciliation of Operating L.oss to Operating Cash Flows
2008 2007
£000 £000
Operating loss (1,307 (866)
Decrease 1n recervables (186) 2
Decrease m prepayments (28) -
Increase / (Decrease) 1n accrued liabilities 7 (88)
Share Based Payments 329 294
Depreciation 3 5
Amortisation Exploration Expenditure 216 -
Exploration expenditure impairment write off 830
Increase in accounts payable 19 9
Net cash outflow from operating activities (117 (644)

14. Called Up Share Capital

The authorised share capital of the Company and the called up and fully paid amounts at 31 March 2008
were as follows -

2008 2007
Authorised
1,000,000,000 ordinary shares of 0 2p each 2,000,000 2,000,000
Issued and fully paid
50,546,291 (2007 49,596,767) ordinary shares of 0 2p each 101,093 99,194

On 27 July 2007 a further 949,524 shares were allotted for cash on exercise of warrants over ordinary shares
of 0 2p at a price of 35p per share
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14. Called Up Share Capital continued...
Share Options and Warrants

The following equity instruments have been issued by the Company and have not been exercised at 31
March 2008

Number options | Exercise Price Vesting Date Expiry Date op‘t:z:luzp[:l:e)
Incentive options 1,250,000 35 pence 31/10/05 3112/08 8 38p
Incentive options 250,000 40 pence 31/10/05 31/12/08 7 80p
Incentive options 2,200,000 50 pence 20/10/06 20/10/09 1307p
Incentrve options 2,450,000 50 pence 28/06/07 28/06/10 11 16p
Incentive options 1,225,000 25 pence 27/02/08 27/02/11 507p

During the year 223,809 warrants exercisable at 35 pence, expired on 27 July 2007 In addition 50,000
options exercisable at 50 pence, expinng on 31 October 2009, were canceiled due to an employee ceasing
employment with the Company

15. Commitments

As at 31 March 2008, the Company had no material capital commitments

16. Related Party Transactions

Other than those disclosed in Note 5 there were no other related party transactions during the year

17. Financial instruments

The Board of Directors determine, as required, the degree to which 1t 1s appropnate to use financial
instruments to mitigate risk Current the Company’s principal financial instruments comprise cash Together
with the 1ssue of equity share capital, the main purpose of these 1s to finance the Company’s operations. The
Company has other financial instruments such as short-term receivables and payables which anse directly
from normal trading

The Company has not entered into any derivative of other hedging instruments

The mam nsk affecting the groups financial mnstruments are interest rate nisk, foreign currency risk and
hquidity nisk, which are discussed below

Throughout the period ending 31 March 2008 no trading 1n financial instruments was undertaken (2006 nil)

There 15 no material difference between the book value and fair value of the Company cash balances, short-
term receivables and payables

31




—

P e

|

EMPYREAN

NOTES TO THE FINANCIAL STATEMENTS (Continued)
for the year ended 31 March 2008

17. Financial instruments continued...

Interest rate risk

The Company finances its operations through the use of cash deposits at varnable rates of interest for a
variety of short-term periods, depending on cash requirements These rates are reviewed regularly and the
best rate obtamed 1n the context of the Company’s needs

Short-term receivables and payables are not exposed to interest rate risk

Currency risk

The Company has potential currency exposures in respect of items denominated in foreign currencies
comprising transactional exposure 1n respect of operating costs and capital expenditure incurred 1n currencies
other than the functional currency of operations

At times the Company may hold cash deposits in foreign currency to meet needs of commitments required
for international operations

Liquidity risk
The Company’s policy throughout the year has been to ensure that it has adequate hquidity by careful
management of its working capital Amount held at bank amounted to £ 1 5 mullion (2006 £4 9 million)

Capital

In managing 1ts capital, the Company’s primary objective 1s to maintain a sufficient funding base to enable
the Company to meet 1ts working capital and strategic investment needs In making decisions to adjust its
capital structure to achieve these aims, through new share issues, the Company considers not only 1ts short-
term position but also 1ts long-term operational and strategic objectives

18. Post Balance Sheet Date Events

On 28 May 2008, the Company announced that following fracture stimulation testing at the TCEI JV Block
A-1 well on Block A at the Sugarloaf Project in Texas, the well had spectacular condensate and gas
flows The reports showed that well was flowing at an average rate of over 950 barrels of condensate with an
average rate of over25 million cubic feet of gasbemng an equivalent of around 12 million cubic
feet equivalent gas per day

On 27 May 2008, the Company announced that after production tubing has been successfully installed 1n the
Kennedy #1 well on Block B at the Sugarloaf Project in Texas, the well has been flowed and placed back
on well test flowed gas and condensate from a new pay zone which was 120 feet thick versus 80 feet thick
upper zone already producing from two wells in Block A This new pay zone had the potential to more than
double the potential recoverable reserves from the project

On 17 April 2008, the Company announced that flow rates at the TCEI JV Block A-3 well on Block A at the
Sugarloaf Project in Texas, had increased by approximately 20% since testing began to the most recent rate
of 7 8 million cubic feet of gas equivalent per day, without stimulation Condensate 1s making up over 70%
of the flow in terms of value, and with the oil price reaching record highs this condensate to gas ratio 1s
healthy for the economics of the project
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