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Transition to International Financial Reporting Standards - Overview

The transition to International Financial Reporting Standards (IFRS) represents a significant change to Sibir Energy Plc’s (‘Sibir’) accounting policies. The purpose of this document is to provide details of the impact of that change.
These financial statements have been presented in US Dollars for the first time. Details of the methods used to translate the Sterling values into US Dollars are contained in the ‘Foreign currency translation’ section within the Notes to the consolidated financial statements. 

In understanding the changes, it is important to note that adopting IFRS has no impact on our business strategy, which remains consistent with that which we presented in our previously published Annual Report and Accounts for the year ended 31 December 2006.  Adoption of IFRS also does not change the underlying drivers of value in our businesses.

The main accounting changes introduced by IFRS relate to the following:

· Restatement of tangible fixed assets and changes in depreciation expense recognised in line with IAS 16: Property, plant and equipment;

· Recognition of deferred tax on uplifts to fair value from historic cost arising on the acquisition of Evikhon in 2000 and STBP in 2006;

· Eliminating negative goodwill which arose on the acquisition of Magma, with an associated adjustment for deferred tax;

· Reversal of fair value adjustments arising on the acquisition of minority shares in Evikhon;

· Fair valuing the Group’s investments in Mostnefteprodukt and Fortune Oil Plc;

· Fair valuing through the Income Statement some of the Group’s oil and oil product purchase and sales contracts; 

· Presentation of certain oil purchase and sale arrangements on a net basis in the Income Statement; and

· Re-classification of promissory notes from ‘trade and other debtors’ to ‘cash and cash equivalent’ with an associated impact on the Group’s cash flow statement.

Impact on earnings per share

For 2006, these changes reduce basic earnings per share by 2.3 cents per share to 30.65 cents per share and reduce diluted earnings per share by 2.1 cents per share to 30.60 cents compared to the UK GAAP position.

For 2005, these changes increase the basic and diluted loss per share by 3.74 cents per share to 22.97 cents per share.

Impact on result for the year

Profit for the year ended 31 December 2006 decreases by $0.9 million to $89 million. Loss for the year ended 31 December 2005 increases by $7.8 million to $45.1 million. This is primarily due to changes in fixed asset depreciation expense and the deferred tax charge associated with the elimination of negative goodwill on the balance sheet.

Impact on net assets

Net assets at 31 December 2006 decrease by $276.8 million to $1,041.6 million and net assets at 31 December 2005 decrease by $216.2 million to $235.7 million. This is primarily due to the reversal of fair value adjustments on the acquisition of the minority shares in Evikhon and the restatement of goodwill calculated on Evikhon minority share acquisitions.
Net assets at 1 January 2005 decreased by $93.2 million to $253.4 million, primarily due to the reversal of fair value adjustments on the acquisition of the minority shares in Evikhon and effects of eliminating negative goodwill which arose on the acquisition of Magma and which had been recorded as a credit to fixed assets.
H Cameron
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Director





Director

Independent Auditors’ Report to Sibir Energy plc on the IFRS Financial Statements for the year ended 31 December 2006

We have audited the consolidated financial statements of Sibir Energy plc for the year ended 31 December 2006 which comprise the Consolidated Income Statement, the Consolidated Balance Sheet, the Consolidated Cash Flow Statements and the Consolidated Statement of Changes in Equity, together with the related notes 1 to 39. These financial statements have been prepared on the basis of the accounting policies set out in note 1.  

This report is made solely to the directors, as a body, in accordance with our engagement letter dated 31 July 2007.  Our audit work has been undertaken so that we might state to them those matters we are required to state to them in an auditors’ report and for no other purpose.  To the fullest extent permitted by law, we do not accept or assume responsibility or liability to anyone other than the Group and directors, as a body, for our audit work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditors

The directors are responsible for the preparation of the financial statements in accordance with applicable International Financial Reporting Standards (IFRS) as adopted by EU. These financial statements are the responsibility of the Group’s directors and have been prepared as part of the Group’s conversion to IFRS in connection with the Group potential move from AIM to the Official List.

Our responsibility is to audit the consolidated financial statements in accordance with relevant legal and regulatory requirements and International Standards on Auditing (UK and Ireland) and to report to you our opinion as to whether the financial statements give a true and fair view in accordance with International Financial Reporting Standards as adopted by EU.

We read other information contained in the financial statements and consider whether it is consistent with the audited Financial Statements. the Consolidated Income Statement.  We consider the implications for our report if we become aware of any apparent misstatements or material 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, on a test basis, of evidence relevant to the amounts and disclosures in the financial statements. It also includes an assessment of the significant estimates and judgments made by the Directors in the preparation of the financial statements, and of whether the accounting policies are appropriate to the group’s circumstances, consistently applied and adequately disclosed.

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

Opinion

In our opinion the financial statements give a true and fair view of the state of the group's affairs as at 31 December 2006 and of its profit for the year then ended, in accordance with International Financial Reporting Standards.

Ernst & Young LLP

Registered Auditor

London

Date  30 June 2008

Consolidated Group income statement

For the year ended 31 December 

	
	
	2006

(restated)
	2005

(restated)

	
	Note
	$ 000
	$ 000

	
	
	
	

	Revenue
	5
	1,049,895
	635,646

	Cost of sales
	
	(941,033)
	(552,083)

	Gross profit
	
	108,862
	83,563

	
	
	
	0

	Administrative expenses
	
	(29,785)
	(32,627)

	Other (losses)/gains - net
	9
	(586)
	1,859

	Operating profit
	6
	78,491
	52,795

	
	
	
	

	Finance income
	10
	51,216
	19,654

	Finance costs
	10
	(21,092)
	(33,233)

	Share of profit / (loss) from joint ventures and associates
	15
	3,360
	(58,965)

	Profit/(loss) before taxation
	
	111,975
	(19,749)

	Taxation
	11
	(23,005)
	(25,329)

	Profit/(loss) for the year 
	29
	88,970
	(45,078)

	
	
	
	0

	Attributable to:
	
	
	0

	Equity holders of the Company
	     27
	85,358
	(47,521)

	Minority interest
	30
	3,612
	2,443

	
	29
	88,970
	(45,078)

	
	
	
	

	Earnings / (loss) per share for profit / (loss) attributable to the equity holders of the Company during the year (expressed in cents per share)
	
	
	

	
	
	
	

	- Basic
	12
	30.65
	(22.97)

	- Diluted
	12
	30.60
	(22.97)


The notes 1 to 39 form part of these financial statements.
Consolidated Group balance sheet 

As at 31 December 

	
	
	2006

(restated)
	2005

(restated)

	
	Note
	$ 000
	$ 000

	Assets
	
	
	

	Non-current assets
	
	
	

	Property, plant and equipment
	13
	86,586
	74,810

	Intangible assets
	14
	24,753
	24,385

	Investments in joint ventures accounted for using the equity method
	15
	47,486
	46,687

	Investments in associates
	16
	180,477
	-

	Available-for-sale financial assets
	18
	24,541
	19,113

	Trade and other receivables
	20
	556,892
	382,055

	
	
	920,735
	547,050

	Current assets
	
	
	

	Inventories
	21
	24,510
	32,054

	Trade and other receivables
	20
	172,555
	121,968

	Derivative financial instruments
	26
	-
	                 1,725

	Cash and cash equivalents
	22
	216,748
	23,609

	
	
	413,813
	179,356

	Total assets
	
	1,334,548
	726,406

	Liabilities
	
	
	

	Current liabilities
	
	
	

	Borrowings
	26
	(134,330)
	(353,826)

	Trade and other payables
	23
	(47,914)
	(101,080)

	Current income tax
	
	(1,042)
	-

	Derivative financial instruments
	26
	-
	                  (258)

	
	
	(183,286)
	(455,164)

	Non-current liabilities
	
	
	

	Borrowings
	26
	(69,667)
	(6,349)

	Trade and other payables
	23
	(13,667)
	(7,474)

	Deferred income tax liabilities
	24
	(22,854)
	(19,889)

	Provisions
	25
	(3,478)
	(1,784)

	
	
	(109,666)
	(35,496)

	Net assets
	
	1,041,596
	235,746

	
	
	
	

	Equity
	
	
	

	Capital and reserves attributable to equity holders of the Company
	
	
	

	Called up share capital
	27
	86,766
	373,085

	Share premium
	27
	914,371
	207,341

	Other reserves
	28
	1,867
	9,317

	Retained earnings
	29
	27,694
	(362,350)

	
	
	1,030,698
	227,393

	Minority interest in equity 
	30
	10,898
	8,353

	Total equity
	
	1,041,596
	235,746

	
	
	
	


The financial statements were approved and authorised for issue by the Board of Directors on 
30 June 2008
H Cameron





A Betsky

Director





Director

The Notes 1 to 39 form part of these financial statements.
Statement of changes in shareholders’ equity (restated)
	
	Share capital

$ 000
	Share premium

$ 000
	Shares to be issued

$ 000
	Other reserves 

$ 000
	Retained earnings

$ 000
	Total

$ 000
	Minority

interest

$ 000
	Total

$ 000

	
	
	
	
	
	
	
	
	

	Note
	27
	27
	27
	28
	29
	
	30
	

	
	
	
	
	
	
	
	
	

	At 1 January 2005
	370,751
	133,078
	3,842
	27,658
	(314,829)
	220,500
	32,931
	253,431

	-Gains on revaluation of available-for-sale financial assets
	-
	-
	-
	       29
	-
	29
	-
	29

	-Currency translation adjustments
	-
	-
	-
	(18,370)
	-
	(18,370)
	-
	(18,370)

	-Total income and expense for the period recognised directly in equity
	-
	-
	-
	(18,341)
	-
	(18,341)
	-
	(18,341)

	-Profit/ (loss) for the period
	-
	-
	-
	-
	(47,521)
	(47,521)
	2,443
	(45,078)

	-Total income and expense for the period 
	-
	-
	-
	(18,341)
	(47,521)
	(65,862)
	2,443
	(63,419)

	-Shares issued
	2,332
	74,263
	(3,842)
	-
	-
	72,753
	-
	72,753

	-Share options exercised
	2
	-
	-
	-
	-
	2
	-
	2

	-Changes in minority due to share acquisitions
	-
	-
	-
	-
	-
	-
	(27,021)
	(27,021)

	At 31 December 2005
	373,085
	207,341
	-
	9,317
	(362,350)
	227,393
	8,353
	235,746

	-Gains on revaluation of available-for-sale financial assets
	
	
	
	2,585
	
	2,585
	
	2,585

	-Currency translation adjustments
	-
	-
	-
	(10,035)
	-
	(10,035)
	-
	(10,035)

	-Total income and expense for the period recognised directly in equity
	-
	-
	-
	(7,450)
	-
	(7,450)
	-
	(7,450)

	-Profit for the period
	-
	-
	-
	-
	85,358
	85,358
	3,612
	88,970

	-Total income and expense for the period 
	-
	-
	-
	(7,450)
	85,358
	77,908
	3,612
	81,520

	-Shares issued
	18,367
	707,030
	-
	-
	-
	725,397
	-
	725,397

	-Reduction of share capital
	(304,686)
	-
	-
	-
	304,686
	-
	-
	-

	-Reversal of special reserve
	-
	-
	-
	-
	-
	-
	-
	-

	-Changes in Minority due to share acquisitions
	-
	-
	-
	-
	-
	-
	(1,067)
	(1,067)

	At 31 December 2006
	86,766
	914,371
	-
	1,867
	27,694
	1,030,698
	10,898
	1,041,596


Consolidated Group cash flow statement 

For the year ended 31 December

	
	
	2006

(restated)
	2005

(restated)

	
	Note
	$ 000
	$ 000

	
	
	
	

	Cash flows from operating activities
	
	
	

	Cash generated from operations
	31
	(15,097)
	81,743

	Interest received
	
	  3,668
	109

	Interest paid
	
	(24,228)
	(27,012)

	Tax paid  
	
	(25,828)
	(13,739)

	Net cash flow from operating activities
	
	(61,485)
	41,101

	
	
	
	

	Cash flows from investing activities
	
	
	

	Purchase of property, plant and equipment 
	
	(18,679)
	(12,087)

	Proceeds from disposal of property, plant and equipment
	
	37
	3,925

	Loans to joint ventures
	
	(126,378)
	(238,647)

	Loans to other entities
	
	(15,919)
	(52,287)

	Purchase of promissory notes
	
	-
	(173,078)

	Redemption of promissory notes
	
	14,584
	173,078

	Acquisition of minority interest
	
	-
	(22,705)

	Net cash flow from investing activities
	
	(146,355)
	(321,801)

	
	
	
	

	Cash flows from financing activities
	
	
	

	Proceeds from issue of shares
	
	561,692
	-

	Proceeds from loans
	
	424,685
	627,149

	Repayment of loans
	
	(602,650)
	(333,286)

	Proceeds from exercise of share options
	
	-
	18

	Net cash flow from financing activities
	
	        383,727
	293,881

	
	
	
	

	Net increase in cash and cash equivalents
	
	175,887
	13,181

	Opening cash and cash equivalents
	
	23,609
	8,380

	Currency translation differences on change in presentational currency
	
	17,252
	2,048

	Closing cash and cash equivalents
	22
	216,748
	23,609


Notes to the consolidated financial statements

1.
General information
Sibir Energy plc (‘the Company’) is a Company domiciled and incorporated in the United Kingdom under the Companies Act 1985.  The address and registered office is 17c Curzon Street, London, W1J 5HU.  The Company is listed on the Alternative Investment Market (AIM), London.  

Sibir Energy plc and its subsidiaries (together ‘the Group’) are involved in oil and gas exploration and production and are also engaged in the refining of oil and the sale of oil and gas products. The Group’s areas of oil and gas exploration and production activity are in the Khanty-Mansiysk Okrug area in Western Siberia in the Russian Federation.  

These consolidated financial statements for the year ended 31 December 2006 and for the comparative year ended 31 December 2005 were authorised for issue by the Board of Directors on 30 June 2008.
2.
Summary of significant accounting policies
Introduction

As Sibir Energy plc is an AIM listed entity, the Group is required to prepare consolidated financial statements in accordance with International Financial Reporting Standards (‘IFRS’) as endorsed by the European Union (‘EU’) for periods beginning on or after 1 January 2007.  Based on the requirement to present comparative information under IFRS, the mandatory transition date would be 1 January 2006.  

The Board has however decided to adopt IFRS early and has elected therefore to bring the date of transition forward to 1 January 2005.  The Group has accordingly applied IFRS for the year ended 31 December 2006 and has prepared 2005 comparative figures on the same basis.  

The Group’s previous published annual financial statements for the years ending 31 December 2006 and 31 December 2005 were prepared under United Kingdom Generally Accepted Accounting Principles (‘UK GAAP’).  Accordingly, this transition report re-presents the previously published annual financial statements for years ended 31 December 2006 and 31 December 2005 under IFRS.  

To assist with the understanding of the impact of the transition from UK GAAP to IFRS, the Group has presented the reconciliations of UK GAAP to IFRS as required by IFRS 1, ‘First time adoption of International Financial Reporting Standards’ for 1 January 2005, 31 December 2005 and 31 December 2006 in note 39.

This report contains the consolidated financial statements for these periods under the basis of preparation and principal accounting policies set out below. These policies have been consistently applied to all the years presented, unless otherwise stated.
Basis of preparation

These consolidated financial statements have been prepared on the going concern basis in accordance with IFRS and IFRIC interpretations endorsed by the EU and with those parts of the Companies Act 1985 applicable to companies reporting under IFRS.  Aside from the presentation of the Group’s 2007 un-audited interim condensed consolidated financial statements prepared under IFRS, these financial statements represent Sibir Energy’s first application of IFRS.

The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting estimates. It also requires management to exercise its judgement in the process of applying the Group’s accounting policies. The areas involving a higher degree of judgement or complexity, or areas where assumptions and estimates are significant to the consolidated financial statements are disclosed in Note 4.

Transitional arrangements

IFRS 1 – First Time Adoption of International Financial Reporting Standards

IFRS 1 requires that an entity developed and applied accounting policies based on the standards and interpretations effective at the date of transition, 1 January 2005. 

On transition to IFRS, an entity is generally required to apply IFRS retrospectively, except where an exemption is available under IFRS 1.  IFRS 1 allows exemptions from the application of certain IFRS’s to assist with the transition process.  Accordingly, the Group has made the following accounting treatments on transition:
To deem cumulative translation differences arising on consolidation of subsidary undertakings to be zero at 1 January 2005
IFRS 3 – Business Combinations. Business combinations prior to 31 December 2004 have not been restated.

Early adoption of accounting standards

The Group as a first time adopter has adopted early (with effect from 1 January 2005) the following standards and interpretations.  There has been no significant impact of early adoption on the transition financial statements.

IFRIC 8 – Scope of IFRS 2 – which requires consideration of transactions involving issuance of equity instruments where the identifiable consideration received is less than the fair value of the equity instruments issued – to establish whether or not they fall within the scope of IFRS 2.

Other standards and interpretations that are not yet effective and have not been early adopted by the Group

The following standards and interpretations to existing standards that are not yet effective have not been early adopted by the Group:

IFRS 7 - Financial Instruments: Disclosures, and a complementary Amendment to IAS 1, Presentation of Financial Statements – Capital Disclosures (effective from 1 January 2007), have not been early adopted in 2006. IFRS 7 introduces new disclosures relating to financial instruments.  IFRS 7 will be adopted for the Group’s financial statements for the year-ended 31 December 2007.

IFRIC 7 - Applying the Restatement Approach under IAS 29, Financial Reporting in Hyperinflationary Economies (effective for annual periods beginning on or after 1 March 2006). IFRIC 7 provides guidance on how to apply requirements of IAS 29 in a reporting period in which an entity identifies the existence of hyperinflation in the economy of its functional currency, when the economy was not hyperinflationary in the prior period. As none of the Group entities has a currency of a hyperinflationary economy as its functional currency, IFRIC 7 is not relevant to the Group’s operations.

IFRIC 9 - Reassessment of Embedded Derivatives (effective from annual periods beginning on or after 1 June 2006). IFRIC 9 requires an entity to assess whether an embedded derivative is required to be separated from the host contract and accounted for as a derivative when the entity first becomes a party to the contract. Subsequent reassessment is prohibited unless there is a change in the terms of the contract that significantly modifies the cash flows that otherwise would be required under the contract, in which case reassessment is required. IFRIC 9 is not expected to be relevant to the Group’s operations because none of the terms of the Group’s contracts has been changed.  However, the Group will continue to monitor changes to contracts in order to assess the application on IFRIC 9.

IFRIC 10 - Interim Financial Reporting and Impairment (effective for annual periods beginning on or after 1 November 2006). IFRIC 10 prohibits the impairment losses recognised in an interim period on goodwill and investments in equity instruments and in financial assets carried at cost to be reversed at a subsequent balance sheet date.  The Group will apply IFRIC 10 from 1 January 2007 but it is not expected to have any impact on the Group’s financial statements.

IFRS 8 Operating Segments

This standard requires disclosure of information about the Group's operating segments and replaced the requirement to determine primary (business) and secondary (geographical) reporting segments of the Group. The Group determined that the operating segments were the same as the business segments previously identified under IAS 14 Segment Reporting.
IFRIC 11 IFRS 2 - Group and Treasury Share Transactions

This interpretation requires arrangements whereby an employee is granted rights to an entity's equity instruments to be accounted for as an equity-settled scheme, even if the entity buys the instruments from another party, or the shareholders provide the equity instruments needed. IFRIC 11 is not relevant for the Group.

IAS 23 - Borrowing Costs

The standard has been revised to require capitalisation of borrowing costs when such costs relate to a qualifying asset. A qualifying asset is an asset that necessarily takes a substantial period of time to get ready for its intended use or sale. In accordance with the transitional requirements in the Standard, the Group will adopt this as a prospective change, IAS 23 becomes effective for financial years beginning on or after 1 January 2009. Accordingly, borrowing costs will be capitalised on qualifying assets with a commencement date after 1 January 2009. No changes will be made for borrowing costs incurred to this date that have been expensed.
IFRIC 12 - Service Concession Arrangements

IFRIC Interpretation 12 was issued in November 2006 and becomes effective for annual periods beginning on or after 1 January 2008. This Interpretation applies to service concession operators and explains how to account for the obligations undertaken and rights received in service concession arrangements. No member of the Group is an operator and hence this Interpretation will have no impact on the Group.
IFRIC 13 - Customer Loyalty Programmes

IFRIC Interpretation 13 was issued in June 2007 and becomes effective for annual periods beginning on or after 1 July 2008. This Interpretation requires customer loyalty award credits to be accounted for as a separate component of the sales transaction in which they are granted and therefore part of the fair value of the consideration received is allocated to the award credits and deferred over the period that the award credits are fulfilled. The Group expects that this interpretation will have no impact on the Group's financial statements as no such schemes currently exist.
IFRIC 14 IAS 19 - The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction

IFRIC Interpretation 14 was issued in July 2007 and becomes effective for annual periods beginning on or after 1 January 2008. This Interpretation provides guidance on how to assess the limit on the amount of surplus in a defined benefit scheme that can be recognised as an asset under IAS 19 Employee Benefits. The Group expects that this Interpretation will have no impact on the financial position or performance of the Group.

Basis of consolidation

The consolidated financial statements incorporate the results of the Company and its subsidiary undertakings that are directly or indirectly controlled by the Company.

Subsidiaries

Subsidiaries are entities over which the Group has the ability to control the financial and operating policies, either through a shareholding of more than fifty percent of the voting rights, a right to exercise a controlling influence or to obtain the majority of the benefits and be exposed to the majority of the risks. Subsidiaries are consolidated from the date on which control transfers to the Group.  They are de-consolidated from the date on which control ceases.

The acquisition method of accounting is used to account for the purchase of subsidiaries by the Group.  The cost of an acquisition is measured as the fair value of the assets acquired, any equity instruments issued and liabilities incurred or assumed at the date of acquisition, plus any costs directly attributable to the acquisition. The Identifiable assets, liabilities including any contingent liabilities assumed in a business combination are measured initially at their fair values at the date of acquisition.  Any excess of the cost of acquisition over the fair value of the Group’s share of the identifiable net assets acquired is recorded as goodwill.  If the cost of acquisition is less than the fair value of the net assets of the subsidiary acquired, the difference is recognised directly in the income statement.

Inter-company transactions, balances and unrealised gains on transactions between Group companies are eliminated as part of the consolidation process.  Unrealised losses are also eliminated unless the transaction provides evidence of an impairment of the asset transferred.  Accounting policies of subsidiaries have been changed where necessary to ensure consistency with the policies adopted by the Group.

Associates

Investments where Sibir has significant influence, but not control or joint control, are accounted for as an associate. Significant influence is the power to participate in the financial and operating policy decisions of the investee entity but not control or joint control over those policies.

Financial statements of associates are prepared for the same reporting year as the Group. Where necessary, adjustments are made to those financial statements to bring the accounting policies into line with those used by the Group. Unrealised gains/losses arising from transactions between the Group and associates are eliminated to the extent of the Group’s interest in the associates’ equity.

In the consolidated financial statements, associates are consolidated using the equity method.  The share of earnings recorded in the consolidated financial statements are based on the after tax earnings of the associates.  In the income statement, the share of earnings from associates is shown after Operating profit.

The investment in associate is carried in the balance sheet at the Group’s share of the fair value of the associate’s net assets at the date of acquisition plus post-acquisition changes in the Group’s share of net assets of the associate, less any impairment in value.    

Joint Ventures

An investment in a joint venture is where contractual arrangements between two or more participants gives each investee joint control over the business. 

Financial statements of jointly controlled entities are prepared for the same reporting year as the Group. Where necessary, adjustments are made to those financial statements to bring the accounting policies into line with those used by the Group. Unrealised gains/losses arsing from transactions between the Group and the joint venture are eliminated to the extent of the Group’s interest in the joint ventures‘ equity.

In the consolidated financial statements, joint ventures are consolidated using the equity method. The share of earnings recorded in the consolidated financial statements are based on the after tax earnings of the joint venture. In the income statement, the share of earnings from joint ventures is shown after Operating profit. 

Segment reporting

Segment reporting follows the Group’s internal reporting structure, and accordingly its primary segment reporting is by business segment. A business segment is engaged in providing products within a particular economic environment that is subject to risks and returns that are different from those segments operating in other economic environments. In the opinion of the directors’ the operations of the Group comprise two classes of business:

· Production and sale of crude oil; and

· Sale of refined oil products.

Foreign currency translation

Functional currency
Although Sibir Energy plc is domiciled in the UK the Group’s operations are based in the Russian Federation. The functional currency of Sibir Energy plc (the Company) is pound sterling. 
The functional currency of all the Group’s trading entities and majority of other Group entities is the US Dollar. This is due to the direct or indirect linkage of oil and oil product prices to the US Dollar, even when some trades are priced and settled in Roubles.

Presentational currency
Given that the functional currency of the majority of the Group’s operations is US Dollars, management have elected to present for the first time Group consolidated financial statements in US Dollars. This also reflects the fact that the majority of the Group’s business is influenced by pricing of commodities with a US Dollar economic environment.
This is a change from prior years and the Group’s last published interims when the financial statements were presented in pound sterling.
Change in presentational currency
Assets and liabilities were translated into US Dollars using the closing rate at the 2005 and 2006 balance sheet date. Income, expenses and cashflows recognised in the period were translated at an average US Dollar exchange rate for the period. Resulting exchange differences were reflected as currency translation adjustments and included in the cumulative currency translation reserve.

Equity and share capital items were translated using the historic closing rate applicable on 1/1/2005 and were not re translated at each subsequent balance sheet date. All share capital transactions which were effected after 1/1/2005 were recorded using an exchange rate which prevailed at the date of those transactions.

The applicable exchange rates used for 2005 and 2006 were:
	 
	 Pounds Sterling 

	 Period Ending: 
	01/01/2005
	31/12/2005
	31/12/2006

	 Average 
	 -
	        0.5498 
	         0.5444 

	 Closing Rate 
	           0.5205 
	        0.5825 
	         0.5109 


Transactions and balances
Items included in the financial statements of each of the Group entities are measured using the functional currency of the primary economic environment in which the entity operates. 

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the dates of the transactions.  Foreign currency gains and losses resulting from the settlement of such transactions and from the translation at year-end exchange rates of monetary assets and liabilities denominated in foreign currencies are recognised in the income statement. Foreign exchange gains or losses arising on the translation of long term monetary assets, where there is no intention to seek repayment for the foreseeable future and the investment is of a long term nature, form part of the Group’s investment in the net assets of a foreign operation. The foreign exchange gain or loss arising on translation is recognised as a separate component in equity.

Translation differences on non-monetary financial assets and liabilities are reported as part of the fair value gain or loss. 

Group companies

The results and financial position of all the Group entities that have a functional currency different from the presentation currency are translated into the presentation currency as follows:

· assets and liabilities for each balance sheet presented are translated at the closing rate at the date of that balance sheet;

· income and expenses for each income statement are translated at average exchange rates; and

· all resulting exchange differences are recognised as a separate component of equity.

On consolidation, exchange differences arising from the translation of the net investment in foreign operations, and of borrowings and other currency instruments entered into as hedges of such investments, are taken to shareholders’ equity. When a foreign operation is partially disposed of or sold, exchange differences that were recorded in equity are recognised in the income statement as part of the gain or loss on sale.

Goodwill and fair value adjustments arising on the acquisition of a foreign operation are treated as assets and liabilities of the foreign operation and translated at the closing rate.

Oil and gas assets

Exploration and evaluation 

(a) Pre-licence expenditure

Any expenditure incurred relating to Exploration and evaluation and similar activities prior to obtaining a field exploration or development licence (or similar rights) are expensed as incurred.

(b) Licence costs

The cost of acquiring an exploration/development licence (or similar rights) are capitalised and classified as an intangible asset. Incidental costs relating to the acquisition of the licence are capitalised as part of the cost of acquisition.

Licence costs will be amortised over the expected remaining life of the licence on a straight line basis from the point that production commences. The licence asset will be subject to impairment review as required by our accounting policy for Impairment.

(c) Exploration and evaluation expenditure

All post licence, pre-production expenditure is capitalised as Exploration and Evaluation costs in the balance sheet as either an intangible or property, plant and equipment (“PP&E”) item, depending on the nature of the expenditure. The type of expenditure, which will be capitalised, includes:

· topographical, geological, geochemical and geophysical studies; 

· exploratory drilling; 

· trenching; 

· sampling; and 

· activities in relation to evaluating the technical feasibility and commercial viability of extracting the Oil & Gas. 

On completion of exploration and evaluation of a field, the associated exploration and evaluation assets in property, plant and equipment and any exploration and evaluation intangible assets (other than those which can be separately identifiable, such as licences) are reclassified as development and production assets within property, plant and equipment category at cost less any impairment charged. Exploration and Evaluation is deemed to be completed when proved reserves of oil and natural gas are determined to be commercially viable, technically feasible and development is authorised by management. 

(d) Amortisation and depreciation

Intangible exploration and evaluation assets are not subject to amortisation until production commences.  

Property, plant and equipment that are consumed in developing an intangible Exploration and Evaluation asset are subject to depreciation over their useful economic lives. The depreciation amount reflecting that consumption will be capitalised as part of the cost of developing the intangible exploration and evaluation asset.
(e) Impairment

Exploration and evaluation expenditure is assessed for impairment purposes when facts and circumstances suggest that the carrying amount of exploration and evaluation assets may exceed their recoverable amount on an individual cash generating unit basis in accordance with the principles set out in IAS 36 Impairment of assets.

If the prospects of generating commercially viable reserves are subsequently determined to be unlikely on completion of evaluation, the associated costs are expensed in the period in which that determination is made.

Development and production 

All capitalised costs associated with developed fields are classified as ‘development and production’ assets (an individual category within property, plant and equipment) or within intangibles, depending on the nature of the assets. Costs capitalised within development and production assets include items such as the acquisition and installation of production facilities, pipelines, development drilling costs, project related engineering and other technical and services costs.

Development assets are depreciated using either the straight line or unit of production basis:

(a) Straight line basis,

Assets whose value is depleted with the passage of time are depreciated on a straight-line basis over the asset’s expected useful economic life, which can be summarised as follows: 

General plant and machinery

4 to 10 years

Pipeline and related equipment

7 to 15 years

Oil and gas treatment facilities

4 to 15 years

Electricity generating assets

7 to 25 years

(b) Unit of production

Assets whose value is depleted in accordance with the volume of production are depreciated on a unit of production basis in the proportion of actual production for the period to the total remaining commercial reserves.  Depreciation commences from the commencement of production in the fields concerned. The remaining commercial reserves are those estimated at the end of the period plus production during the period, and are based on proved and probable reserves utilising Russian A, B and C1 reserves classifications. For depletion purposes only, an estimate of the future cost of developing the reserves is included. This estimate is based on a current period estimate and does not allow for future price changes. Changes in these estimates are dealt with prospectively.

Abandonment 

Provision for decommissioning of oil and gas facilities is recognised in full at the commencement of field development. The amount recognised is the present value of the estimated future expenditure determined in accordance with local conditions and requirements. A corresponding tangible fixed asset of an amount equivalent to the provision is also created. This is subsequently depreciated based on a unit of production basis.  Any change in the present value of the estimated expenditure is reflected as an adjustment to the provision and the fixed asset.  Unwinding of the discount is treated as a finance cost.

Other property, plant and equipment

Other property, plant and equipment include Buildings, plant, equipment and vehicles, office equipment. These assets are shown at cost less subsequent depreciation and impairment. Cost includes expenditure that is directly attributable to the acquisition of the items.  Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset only when it is probable that future economic benefits associated with the item will flow to the Group and the cost of the item can be measured reliably. Repairs and maintenance are charged to the income statement during the financial period in which they are incurred.

Depreciation on other assets is calculated using the straight-line method to allocate their cost less their residual values over their estimated useful lives, as follows:

Plant and machinery

4 to 10 years

Office equipment

3 to 10 years

Motor vehicles

4 to 7 years

Buildings

8 to 25 years

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each balance sheet date. Gains and losses on disposals are determined by comparing proceeds with carrying amount.  These are included in the income statement.

Goodwill

Goodwill represents the excess of the cost of an acquisition over the fair value of the Group’s share of the net assets of the acquired subsidiary, joint venture, or associate at the date of acquisition. Goodwill arising on acquisitions of subsidiaries is included as a separately identified component within Intangible assets. Goodwill arising on acquisitions of joint ventures or associates is included as a component with the category ‘investments in associates’ or ‘investments in joint ventures’. 

Separately recognised goodwill is tested annually for impairment and carried at cost less accumulated impairment losses. Impairment losses on goodwill are not reversed. Gains and losses on the disposal of an entity include the carrying amount of goodwill relating to the entity sold.

Goodwill is allocated to cash-generating units for the purpose of impairment testing. The allocation is made to those cash-generating units or Groups of cash-generating units that are expected to benefit from the business combination in which the goodwill arose. For goodwill arising on acquisition of joint ventures or associates, goodwill is tested for impairment as a component of the total carrying value of each investment. Impairment losses are allocated to goodwill before the Group’s share of the underlying assets.

Impairment of intangible assets and property plant and equipment

At each year end, the Group reviews the carrying value of its property, plant and equipment and intangible assets to determine whether any indicators that the assets may have suffered impairment have occurred. Such indicators for example will include significant changes in the technological, market, economic or legal environment in which the Group operates.  Where such indicators have occurred a full impairment review is undertaken.

For impairment purposes, assets are grouped together as a cash generating unit (CGU) being the smallest identifiable Group of assets that generate cash inflows that are largely independent of other assets. For development and production assets this is typically an individual oil field. An estimate of the CGU’s recoverable amount is determined based on the higher of its value in use and its fair value (including disposal costs). Value in use is determined on a discounted cash flow basis.

Inventories

Inventories are stated at the lower of weighted average cost and net realisable value and comprise oil in tanks and pipelines, refined products and spare parts and materials and include costs associated with bringing the inventories to their present location and condition. Net realisable value is the estimated selling price in the ordinary course of business, less applicable variable selling expenses.

Financial instruments

Derivative financial instruments

The Group enters into contracts for the sale and purchase of oil and oil products.  The majority of these contracts are entered into and continue to be held for the purpose of receipt or delivery of the oil or oil products in accordance with the Group’s expected sale, purchase or usage requirements. Accordingly, these contracts are not within the scope of IAS 39.

Certain transactions where the Group enters into contracts to purchase oil products from third parties and re-sell this oil to other third parties in return for a fee are within the scope of IAS 39 because they are not for the Group’s expected sale, purchase or usage requirements.  Such contracts are accounted for as derivatives under IAS 39 and are initially recognised at trade date on the balance sheet at their fair values.  Subsequently, the contracts are revalued, with any gains or losses arising recognised in the Income Statement.

Available for sale financial assets

‘Available for sale financial assets’ are defined by IAS 39: Financial instruments recognition and measurement. These include the Group’s listed and unlisted equity investments which are initially recognised at fair value. They are subsequently recognised at fair value with gains and losses arising from changes in fair value recognised directly in equity until the asset is disposed of. 

Trade and other receivables

Trade receivables, which generally have 30 day or less terms, are recognised at fair value, which is considered to be the lower of original invoice amount and recoverable amount.  A provision for impairment of trade receivables is established when there is objective evidence that the Group will not be able to collect all amounts due according to the original terms of the receivables. Balances are written off when the probability of recovery is assessed as being remote. 

Other receivables include loans made by the Group. Loans are non-derivative financial instruments with fixed or determinable repayment dates and are not quoted on an active market. They do not qualify as trading assets and have not been designated as fair value through the profit and loss account or available for sale. Long term loan assets are carried at amortised cost using the effective interest method if the time value of money is significant. Gains and losses are recognised in income where the loans are derecognised as well as through any amortisation.

Cash and cash equivalents

Cash and cash equivalents includes cash in hand, bank overdrafts and deposits with banks including short term deposits and other highly liquid investments, which are readily convertible into cash with maturity dates of less than three months on origination. Bank overdrafts are shown within borrowings in current liabilities on the balance sheet.

Trade payables

Trade payables are recognised initially at fair value and subsequently measured at amortised cost using the effective interest method.

Borrowings

Borrowings are recognised initially at fair value, net of transaction costs incurred.  Borrowings are subsequently stated at amortised cost; any difference between the proceeds (net of transaction costs) and the redemption value is recognised in the income statement over the period of the borrowings.

Borrowings are classified as current liabilities unless the Group has an unconditional right to defer settlement of the liability for at least 12 months after the balance sheet date. 

Share capital

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new shares or options are shown in equity as a deduction, net of tax, from the proceeds.  Incremental costs directly attributable to the issue of new shares or options, for the acquisition of a business are included in the cost of acquisition as part of the purchase consideration. Dividends on ordinary shares are not recognised as a liability or charged to equity until they have been declared.

Current and deferred income tax

The Corporate tax charge represents the sum of tax payable, based on the taxable profit for the year. 

Deferred income tax is provided in full, using the liability method, on temporary differences at the balance sheet date between the tax bases of assets and liabilities and their carrying amounts for financial reporting purposes. Deferred tax liabilities are recognised for all taxable temporary differences. 

However, if the deferred income tax arises from initial recognition of an asset or liability in a transaction other than a business combination, that, at the time of the transaction affects neither accounting nor taxable profit or loss, it is not accounted for.  Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the year when the asset is realised or the liability is settled, based on tax rates (and tax laws) that have been enacted or substantively enacted at the balance sheet date

Deferred income tax assets are recognised for all deductible temporary differences, carry-forward of unused tax assets and unused tax losses, to the extent that it is probable that future taxable profit will be available against which the temporary differences can be utilised. Deferred income tax is provided on temporary differences arising on investments in subsidiaries and associates, except where the timing of the reversal of the temporary difference is controlled by the Group and it is probable that the temporary difference will not reverse in the foreseeable future.

Customs duties and sales taxes

Revenues, expenses and assets are recognised net of the amount of customs duties or sales tax except where:

· Revenue from the export of Oil and Oil products are stated gross of export duties;

· Customs duty or sales tax incurred on a purchase of goods and services is not recoverable from the taxation authority, in which case the customs duty or sales tax is recognised as part of the cost of acquisition of the asset or as part of the expense item as applicable; and

· Receivables and payables are stated with the amount of customs duty or sales tax included.

The net amount of sales tax recoverable from, or payable to, the taxation authority is included as part of receivables or payables in the balance sheet.
Employee benefits

Pension costs

The Group pays contributions to personal pension schemes of employees, which are administered independently of the Group. The Group has no other obligations once the contributions have been paid.  The contributions are recognised as an employee benefit expense when they are due.

Share based compensation

The Group makes equity-settled, share-based payments to certain directors and senior management. These are measured at fair value at the date of grant and are recognised as an expense on a straight line basis over the vesting period of the option using the Group’s estimate of the percentage of shares which will eventually vest. The proceeds received net of any directly attributable transaction costs are credited to share capital and share premium when the options are exercised. 

Provisions and contingent assets and liabilities

Provisions are recognised when the Group has a present obligation as a result of a past event, if it is probable that an outflow of resources will be required and the amount of the obligation can be estimated reliably.

A contingent liability is disclosed where the Group has an obligation which will only be confirmed by future events or the amount of the obligation can not be measured with reasonable reliability.

Contingent assets are not recognised, but are disclosed where it is probable that a future inflow of resources will occur.

Revenue recognition

Revenue comprises the fair value for the sale of goods and services sold, net of VAT, but gross of export duties. Revenue is recognised when it is probable that the benefits associated with the transaction will flow to the Group and the amounts can be measured reliably.

Revenue associated with the sale of oil, natural gas and refined oil products are recognised when title passes on delivery to the customer. Sales and purchases made as part of an arrangement where physical exchange of oil or oil products occurs with the same or another counter-party and the substance of the transactions are effectively to swap the oil or oil products in different physical locations for the Group’s own commercial purposes, are reported net within cost of sales. 

Where the Group acts as agent for a third party to purchase or sell oil, gas or oil products, revenue is recognised in respect of the Group’s fees and not for the full value of the sale.

Oil and gas reserves

The Group’s commercial reserves are based on the Russian federal government reserves classification. This is defined as reserves proved and developed, reserves proved but not yet developed and reserves tested and lie within proven and probable.  The Group’s joint venture Salym Petroleum Development N.V. (SPD) uses a reserves classification known as ‘proven, expected and scope for recovery reserves’, which is broadly similar.

Leases

Assets held on finance leases and under hire purchase agreements, where the risks and rewards of ownership have been passed to the Group, are capitalised and depreciated in accordance with the Group’s property, plant & equipment policy. Finance charges are recognised in the income statement over the term of the lease at a constant effective interest rate.  

Operating leases are those leases where the Group does not obtain the significant risks and rewards of ownership. Payments made under operating leases (net of any incentives received from the lessor) are charged to the income statement on a straight-line basis over the period of the lease.
Minority interests

Minority interests represent the proportion of the net assets or liabilities and income or loss in a subsidiary under-taking, which is not owned by the Group. Minority interests are presented as a separately identifiable component in equity. Where the Group purchases part or all of a minority's interest in a subsidiary, the acquisition is accounted for at cost to the Group, cost being the minority's share of the net assets of the subsidiary at the date of acquisition. Any excess of the cost of acquisition over the value of the Group’s share of the identifiable net assets acquired is recorded as goodwill.  If the cost of acquisition is less than the value of the net assets of the subsidiary acquired, the difference is recognised directly in the income statement.

3.
Financial risk factors
The Group’s operations and debt financing expose it to a variety of financial risks.  The Group has in place risk management policies that seek to limit the adverse effects of these risks on the financial performance of the Group.  
Russian Business Environment
During the year ended 31 December 2006 all of the Company’s business was conducted in Russia through its investment in subsidiaries, joint ventures, associates and trade investments operating in the oil and gas industry. These operations and those of similar companies in Russia are subject to the economic, political and regulatory uncertainties prevailing in Russia.

The Russian economy, while deemed to be of market status beginning in 2002, continues to display certain traits consistent with that of a market in transition. These characteristics have in the past included higher than normal historic inflation, lack of liquidity in the capital markets, and the existence of currency controls, which cause the national currency to be illiquid outside Russia. The continued success and stability of the Russian economy will be significantly impacted by the government’s continued actions with regard to supervisory, legal, and economic reforms.

Foreign exchange risk
The Group is exposed to significant foreign exchange risk:

· Approximately 59% of Sibir's Group revenue in 2006 was received in United States dollars, the balance being received in Russian roubles giving significant protection from movements in exchange rates. The majority of loans are repayable in United States dollars; and

· The vast majority of development, production and taxation expenditures are in Russian roubles, and some interest servicing and loan repayments are in Russian roubles, the risk from variations in the value of the rouble is insignificant.

Sibir continues to transfer funds to and from Russia without incident or impediment.

The Group’s objectives in managing the currency exposures arising from its net investments overseas (in other words, its structural currency exposures) are to match, to the extent practical, receipts and payments in the same currency and by following a range of commercial policies to minimise exposure to Roubles denominated sales.

Credit risk
Financial instruments that potentially subject the Group to a concentration of credit risk consist primarily of cash and cash equivalents and trade receivables.  Cash and cash equivalents, primarily composed of deposits, are maintained with a number of major financial institutions in each of the regions that the Group operates.  The Group performs ongoing credit evaluations of its customers and, generally, does not require collateral from its customers.

Interest rate risk
The Group has a mixture of non-interest bearing and fixed and floating rate interest bearing loans receivable from its joint ventures and other related parties. The Group also has mostly fixed rate loans payable. 

Liquidity risk
The Group actively maintains a mixture of long-term and short-term committed facilities that are designed to ensure the Group has sufficient available funds for operations and planned expansions.

Oil price risk
Oil, gas and oil product prices for export sales from our Russian operations are subject to international supply and demand. Political developments may also affect global supply and oil prices. Russian domestic sales are agreed at an arms’ length price with our customers. Movements in the Russian domestic market are indirectly affected by global pricing considerations due to Russian government controls over the amount of oil available for export.

A significant period of lower oil prices would lead to a review for impairment of the Group’s oil and gas properties. Such a review would reflect management’s view of long term oil, gas and oil product prices and could result in a charge for impairment that could have a significant effect on the Group’s results as well as requiring the Group to make changes to its capital expenditure plans.

Fair value of financial instruments
The carrying value of certain of the Group’s financial instruments, including cash and cash equivalents, accounts receivable, accounts payable, and other accrued liabilities, approximate fair value because of their short maturities.  Due to their nature, being largely interest bearing loans receivable from Sibir’s joint venture, SPD, the carrying amount of long-term accounts receivable is deemed to be approximate to fair value

Regulatory compliance

We are subject to regulation and intervention by the Russian federal and state governments in such matters as:

· The award of production and development licences;

· Environmental and decommissioning obligations; 

· Field development plans; and

· The ability to export oil from the Russian market.

4.
Critical accounting estimates and judgements
The Group makes estimates and assumptions concerning the future. The resulting accounting estimates will, by definition seldom equal the related actual results. The estimates and assumptions that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next financial year are discussed below.

Impairment

The Group tests annually whether goodwill has suffered any impairment, in accordance with the accounting policies stated in Note 2. In addition, the Group also considers the facts and circumstances surrounding its exploration and evaluation expenditure, property, plant and equipment and intangible assets and whether these suggest that the carrying amount may be impaired. Where necessary a full impairment review will be performed on a cash-generating unit basis.  

The recoverable amounts of cash-generating units are determined based on value in use calculations. These calculations require the use of estimates.

Value in use is based on the cash flows expected to be generated by the projected oil or natural gas production profiles up to the earlier of the expected dates of cessation of production or the expected licence termination date of each producing field. The date of cessation of production depends on the interaction of a number of variables, such as the recoverable quantities of oil and gas, the production profile of the field, the cost of the development of the infrastructure necessary to recover the oil and gas, the production costs and the selling price of the oil and gas produced. As each producing field has specific reservoir characteristics and economic circumstances, the cash flows of the fields are computed using appropriate individual economic models and key assumptions agreed by management. These cash flows are then discounted to their present value using an appropriate discount rate.

Oil field and other asset retirement obligations including decommissioning costs

The Group makes full provision for the future cost of decommissioning oil and gas production facilities and related pipelines on a discounted basis upon the installation of those facilities. Provisions for environmental remediation are made when a clean-up is required under the Group’s licence obligations, in accordance with Russian state or federal law, or when the requirement is probable and the amount can be reasonably determined. 

The provision for the costs of decommissioning and environmental remediation of these production facilities and pipelines at the end of their economic lives has been estimated using existing technology, at current prices increased by forecast future Russian inflation and discounted using a real discount rate of 10% (2006: 10%). These costs are expected to be incurred over the next 20 to 30 years. While the provision is based on the best estimate of future costs and the economic lives of the facilities and pipelines, there is uncertainty regarding both the amount and timing of incurring these costs. In addition, there is additional uncertainty regarding the scale of any possible environmental contamination, the timing and extent of future corrective actions and changes in Russian state or federal requirements.

Oil and gas reserve estimates

The Group uses the Russian federal government reserves classification for estimating oil and gas reserves for all accounting and reporting purposes. The Russian classification is defined as ‘reserves proved and developed, reserves proved but not yet developed and reserves tested and lie within proven and probable’.  The Group’s joint venture Salym Petroleum Development N.V. uses a reserves classification known as ‘proven, expected and scope for recovery reserves’, which is broadly similar.

Fair value of non-traded investments

Sibir has a trade investment representing 12.5% of the issued share capital and voting rights in Mostnefteprodukt, a downstream fuels retailing and distribution network in the Moscow region, and a small holding in Fortune Oil Plc, a company listed on the London Stock Exchange. These investments are carried in the balance sheet at their fair value. For Mostnefteprodukt, Sibir estimates the fair value using its estimated net realisable value and estimated value in use using discounted cash flow forecasts and information supplied by market analysts.

Salym Petroleum Development N.V.  – Current and deferred taxation

During 2005 the regional tax inspection of Nefteyugansk, Russia, had completed a tax audit of the company’s joint venture, SPD. The inspection had assessed SPD with additional tax charges totalling $12.8 million. Whilst the management of SPD believes that the company is in strict compliance with the Russian tax regulations the company lost its case in the first and second instances in the Khanty-Mansiysk Arbitration Court. The liabilities have been provided for in full during 2006, however, management is to appeal the decision as it believes it has a reasonable chance of winning on the majority of matters.

At 31 December 2006 $35 million of losses, of which Sibir’s 50% share is $17.5 million, incurred during 2002-2006 by the Moscow branch of the SPD Joint Venture, could not be utilised.  These losses are not expected to be recoverable as it is unlikely that there will be assessable income generated in the Moscow branch in the foreseeable future, against which these losses could be utilised. The tax losses expire after 10 years from the date that they are incurred.  Accordingly, no deferred tax asset has been recognised in relation to these expenses. 

5.
Segmental information
Primary reporting format – business segments
During 2006, the Group operated in two business segments, being those of the production and sale of crude oil and sales of refined oil products.

The segment results for the year ended 31 December 2006 are as follows:

	
	Production and sale of crude oil 
	Sales of refined  

oil products
	Unallocated
	Total

	
	$ 000
	$ 000
	$ 000
	$ 000

	
	
	
	
	

	Segment revenue
	187,835 
	862,060 
	- 
	1,049,895 

	-Export
	187,372 
	463,135 
	- 
	650,507 

	-Domestic
	463 
	398,925 
	- 
	399,388 

	
	
	
	
	

	Inter-segment revenue (i)
	126,871
	-
	-
	126,871

	
	
	
	
	

	Depreciation and Depletion
	(4,855)
	-
	(1,706)
	(6,561)

	
	
	
	
	

	Operating profit / segment result
	20,537 
	80,797 
	(22,843)
	78,491

	Finance income
	46,414
	-
	4,802 
	51,216 

	Finance costs
	-
	-
	(21,092)
	(21,092)

	Share of profit from joint ventures

and associates
	3,360
	-
	-
	3,360

	Taxation
	-
	-
	(23,005)
	(23,005)

	Profit/(loss) for the year
	70,311
	80,797
	(62,138)
	88,970


(i) Inter-segment revenue relates to the combination of the sale and transfer at cost of crude oil from the production and sale of crude oil segment to the sales of refined oil products segment. There are no inter-segment sales from the sales of refined oil products to the production and sale of crude oil segment.  The inter-segment revenue relates to sales and purchases by the same legal entity and accordingly no presentation is made for inter-segment disclosure for the segmental assets and liabilities.

The segment results for the year ended 31 December 2005 are as follows:
	
	Production and sale of crude oil
	Sales of refined  

oil products
	Unallocated
	Total

	
	$ 000
	$ 000
	$ 000
	$ 000

	
	
	
	
	

	Segment revenue
	47,138
	588,508
	 -
	635,646

	-Export
	45,006
	279,953
	-
	324,959

	-Domestic
	2,132
	308,555
	-
	310,687

	
	
	
	
	

	Depreciation and Depletion
	(5,441)
	-
	(484)
	(5,925)

	
	
	
	
	

	Operating profit / segment result
	1,559
	76,849
	(25,613)
	52,795

	Finance income
	-
	-
	19,654
	19,654

	Finance costs
	-
	-
	(33,233)
	(33,233)

	Share of profit from joint ventures
	(58,965)
	-
	-
	(58,965)

	Taxation
	-
	-
	(25,329)
	(25,329)

	Profit/(loss) for the year
	(57,406)
	76,849
	(64,521)
	(45,078)


Segment assets consist primarily of property, plant and equipment, intangible assets, investments in associates and joint ventures, available-for-sale financial assets, inventories, trade and other receivables, and cash and cash equivalents. Unallocated assets comprise cash and cash equivalents, loans and deferred taxation.

Segment liabilities comprise operating liabilities, including derivative financial instruments. Unallocated liabilities comprise items such as taxation and borrowings.

Capital expenditure comprises additions to property, plant and equipment (Note 13) and intangible assets (Note 14).

The segment assets and liabilities at 31 December 2006 and capital expenditure for the year then ended are as follows:

	
	Production and sale of crude oil
	Sales of refined  

oil products
	Unallocated
	Total

	
	$ 000
	$ 000
	$ 000
	$ 000

	
	
	
	
	

	Assets
	824,075
	58,262
	224,248
	1,106,585

	Investment in associate
	-
	180,477
	-
	180,477

	Investment in joint venture
	47,486
	-
	-
	47,486

	Total assets
	871,561
	238,739
	224,248
	1,334,548

	Total liabilities
	(41,471)
	(20,969)
	(230,512)
	(292,952)

	Total net assets
	830,090
	217,770
	(6,264)
	1,041,596

	
	
	
	
	

	Capital expenditure
	20,091
	-
	204
	20,295


The segment assets and liabilities at 31 December 2005 and capital expenditure for the year then ended are as follows:

	
	Production and sale of crude oil
	Sales of refined  

oil products
	Unallocated
	Total

	
	$ 000
	$ 000
	$ 000
	$ 000

	
	
	
	
	

	Assets
	600,478
	50,407
	28,834
	679,719

	Investment in joint venture
	46,687
	
	
	46,687

	Total assets
	647,165
	50,407
	28,834
	726,406

	Total liabilities
	(99,897)
	(9,539)
	(381,224)
	(490,660)

	Total net assets
	547,268
	40,868
	(352,390)
	235,746

	
	
	
	
	

	Capital expenditure
	125,229
	-
	261
	125,490


Secondary reporting format – geographical segments
The Group’s revenues are mainly within Russia, Western Europe and the USA.

	Revenue
	2006
	2005

	
	$ 000
	$ 000

	Russia
	399,388
	310,687

	Western Europe 
	561,119
	267,842

	USA
	74,619
	41,781

	Others
	14,769
	15,336

	 
	1,049,895
	635,646

	Revenue is allocated based on the country in which the customer is located.



	
	
	

	Total assets
	2006
	2005

	
	$ 000
	$ 000

	
	
	

	Russia
	1,069,271
	678,852

	Western Europe
	37,314
	867

	 
	1,106,585
	679,719

	Joint ventures (Note 15)
	
	

	- Russia
	                                  47,486                          
	46,687

	Associates (Note 16)
	
	

	- Russia
	                               180,477                                                                                        
	-

	 Total assets
	    1,334,548 
	726,406

	
	
	

	Total assets are allocated based on where the assets are located.

	

	Capital expenditure
	2006
	2005

	
	$ 000
	$ 000

	
	
	

	Russia
	20,144
	125,440

	Western Europe 
	151
	50

	 
	 20,295 
	125,490

	
	
	

	Capital expenditure is allocated based on where the assets are located.


6. 
Operating profit
The following items have been charged/ (credited) in arriving at operating profit:

	
	2006
	2005

	
	$ 000
	$ 000

	
	
	

	Auditors Remuneration
	
	

	Audit of the Company’s financial statements and the Group consolidation (i)
	419
	244

	Other fees to auditors (ii)
	
	

	- local statutory audits for subsidiaries
	268
	251

	- taxation services
	35
	24

	- corporate finance services
	-
	29

	- other services
	17
	38

	
	320
	342

	
	739
	586

	
	
	

	Depletion of oil and gas development and production assets
	4,855
	5,441

	Depreciation of other tangible fixed assets
	1,706
	484

	Total depletion and depreciation charge
	6,561
	5,925

	Loss on disposal of fixed assets
	                  221
	-

	Others
	
	

	Foreign exchange gains
	(2,335)
	(2,490)

	Operating lease rental – land and buildings
	503
	333


(i) $91,850 (2005: $90,950) of this relates to the audit of the Company.
(ii) Included in other fees to auditors is $17,000 (2005: $38,200) relating to the Company and its UK subsidiaries.

7. 
Employment costs
The table below sets out details of the emoluments of the Group’s staff costs, including key management and Directors.
	
	2006
	2005

	
	$ 000
	$ 000

	
	
	

	Wages and salaries 
	14,380
	6,505

	Social security costs
	544
	431

	Pension costs – defined contribution plans
	481
	380

	
	
	

	
	15,405
	7,316


The average monthly number of employees during the year was made up as follows:

	
	2006
	2005

	
	No
	No

	
	
	

	Management and administration
	151
	135

	Technical and operational
	137
	128

	
	288
	263

	
	
	


Key Management

The table below sets out details of the emoluments of the Group’s key management including Directors.
	
	2006
	 2005

	
	$ 000
	$ 000

	
	
	

	Wages & Salaries
	9,483
	2,919

	Social Security Costs
	33
	25

	Other Pension Costs
	113
	78

	
	9,629
	 3,022

	
	
	


8.        Directors’ Emoluments

The table below sets out details of the emoluments of the Group’s Executive Directors.

	
	2006
	2005

	
	$ 000
	$ 000

	
	
	

	Aggregate Directors’ emoluments in respect of qualifying services
	6,515
	1,897

	Company contributions to personal pension schemes
	90
	53

	
	6,605
	1,950


The emoluments of the highest paid Director were as follows:
	
	2006
	2005

	
	$ 000
	$ 000

	
	
	

	Emoluments in respect of qualifying services
	2,998
	493

	Company contributions to personal pension schemes
	72
	40

	
	3,070
	533


There are two Directors in defined contribution pension schemes.

9. 
Other (losses)/gains – net
	
	2006
	2005

	
	$ 000
	$ 000

	
	
	

	Excess of fair value of identifiable net assets acquired over consideration 
	-
	302

	Other income
	985
	-

	Net gains/(losses) relating to derivative financial instruments at fair value through profit and loss
	(1,571)
	1,555

	Currency translation differences on change in presentational currency
	
	2

	
	(586)
	1,859


The book value of the net assets acquired by the acquisition in 2005 of 10% of the issued share capital of Evikhon Oil Open Joint Stock Company from Dana Petroleum Limited was $23.0 million, which has been accounted for as a reduction to the Minority Interest (Note 30). The excess of the book value of the assets acquired over the purchase consideration was $302k, which has been recognised in the income statement immediately.  

Derivative financial instruments at fair value through profit and loss relates to the re-measurement through the income statement of certain forward contracts to buy and sell oil and refined oil products (Note 26).

10.
Finance income and costs
	
	2006
	2005

	
	$ 000
	$ 000

	Finance Income:
	
	

	- interest income on short term bank deposit
	2,390
	109

	- interest on joint venture loans
	46,414
	16,466

	- interest on other loans
	2,412
	3,079

	
	51,216
	19,654

	Finance cost:
	
	

	– interest on bank borrowings
	(18,392)
	(12,170)

	– interest on other loans
	(2,610)
	(21,028)

	– unwinding of discount on decommissioning provision
	(90)
	(35)

	
	(21,092)
	(33,233)

	
	
	

	Net finance income / (costs)
	            30,124
	(13,579)


11.
Taxation
Analysis of charge for the year

	
	2006
	2005

	
	$ 000
	$ 000

	
	
	

	Current tax
	22,250
	17,525

	Deferred tax
	755
	7,804

	
	
	

	Tax charge for the year
	23,005
	25,329


The tax for the period is lower (2005: higher) than the standard rate of corporation tax in the UK (30%).  The differences are explained below:

	
	2006
	2005

	
	$ 000
	$ 000

	
	
	

	Profit/(loss) on ordinary activities before tax
	111,975
	(19,749)

	
	
	

	Tax @ 30%
	33,592
	(5,925)

	
	
	

	Effects of:
	
	

	Notional interest receivable
	531
	-

	Movement on unrecognised deferred tax assets
	2,460
	22,861

	Utilisation of previously unrecognised tax losses
	(7,850)
	-

	Expenses not deductible for tax purposes
	3,401
	4,231

	Other permanent differences
	219
	238

	Foreign exchange gains/(losses)
	(4,585)
	151

	Effect of lower overseas tax rates
	(5,553)
	(3,925)

	Deferred tax on un-remitted earnings of subsidiaries
	790
	7,698

	
	
	

	Tax charge
	23,005
	25,329


12.
Earnings/(loss) per share
Basic

Basic earnings /(loss) per share is calculated by dividing the profit / (loss) attributable to equity holders of the Company by the weighted average number of ordinary shares in issue during the year.

	
	2006
	2005

	
	Earnings/ (loss)


	Weighted average number of ordinary shares in issue
	Basic earnings / (loss) per share
	Earnings/ (loss)


	Weighted average number of ordinary shares in issue
	Basic earnings / (loss) per share

	
	$000
	No.
	Cent per share
	$000
	No.
	Cent per share

	Earnings/ (loss) attributable to ordinary shareholders
	85,358
	278,498,436
	30.65
	(47,521)
	206,854,887
	(22.97)


Diluted

The diluted earnings / (loss) per share includes the potential ordinary shares resulting from the exercise of the share options.

	
	2006
	2005

	
	Earnings/ (loss)
	Weighted average number of ordinary shares in issue
	Earnings / (loss) per share 
	Earnings
/ (loss)
	Weighted average number of ordinary shares in issue
	Earnings / (loss) per share 

	
	$ 000
	No.
	Cent per share
	$ 000
	No.
	Cent per share

	Basic EPS
	
	
	
	
	
	

	Earnings/ (loss) attributable to ordinary shareholders
	85,358
	278,498,436
	30.65
	(47,521)
	206,854,887
	(22.97)

	
	
	
	
	
	
	

	Diluted EPS
	
	
	
	
	
	

	Effect of dilutive share options issued (i)
	-
	419,185
	-
	-
	-
	-

	Diluted earnings/ (loss) attributable to ordinary shareholders
	85,358
	278,917,621
	30.60
	(47,521)
	206,854,887
	(22.97)


Diluted earnings/(loss) per share is calculated by adjusting the weighted average number of ordinary shares outstanding to assume the conversion of  the share options  to ordinary shares. The company has a share option scheme under which options to subscribe for the company’s shares have been granted to certain Executives and employees. At 31 December 2006 options under the scheme were outstanding over 575,000 ordinary shares exercisable, with 475,000 exercisable at 100p and 100,000 exercisable at 195p. The market price of the company’s share was 430p as at 31 December 2006 (31 December 2005: 368p).

At 31 December 2005 the potential ordinary shares resulting from the exercise of the share options have an anti-dilutive effect and, as such, were excluded from the calculation of diluted loss per share.
13.
Property, plant and equipment
	
	Development and production
	Buildings
	Plant, equipment, & vehicles
	Office equipment
	Development and production in progress
	Abandonment
	Total

	
	$ 000
	$ 000
	$ 000
	$ 000
	$ 000
	$ 000
	$ 000

	Cost
	
	
	
	
	
	
	

	At 1 January 2006
	83,622
	2,622
	3,008
	1,137
	13,085
	287
	103,761

	Exchange difference
	(32)
	-
	(67)
	26
	-
	21
	(52)

	Additions
	15,640
	-
	242
	191
	1,370
	1,236
	18,679

	Reclass/Transfers
	3,935
	858
	4,041
	             -
	(8,834)
	-
	-

	Disposals
	(455)
	(20)
	(70)
	(72)
	-
	-
	(617)

	At 31 December 2006
	102,710
	3,460
	7,154
	1,282
	5,621
	1,544
	121,771

	
	
	
	
	
	
	
	

	Accumulated depletion and depreciation
	
	
	
	
	
	
	

	At 1 January 2006
	(25,012)
	(1,343)
	(1,650)
	(836)
	-
	(110)
	(28,951)

	Exchange difference
	11
	-
	(17)
	(17)
	-
	(9)
	(32)

	Charge for the year
	(4,802)
	(187)
	(1,304)
	(215)
	-
	(53)
	(6,561)

	Disposals
	202
	15
	70
	72
	-
	               -
	359

	At 31 December 2006
	(29,601)
	(1,515)
	(2,901)
	(996)
	0
	(172)
	(35,185)

	Net book value
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	At 1 January 2006
	58,610
	1,279
	1,358
	301
	13,085
	177
	74,810

	At 31 December 2006
	73,109
	1,945
	4,253
	286
	5,621
	1,372
	86,586

	
	
	
	
	
	
	
	


	
	Development and production
	Buildings
	Plant, equipment & vehicles
	Office equipment
	Development and production in progress
	Abandonment
	Total

	
	$ 000
	$ 000
	$ 000
	$ 000
	$ 000
	$ 000
	$ 000

	Cost
	
	
	
	
	
	
	

	At 1 January 2005
	76,800
	2,622
	2,169
	1,014
	14,538
	267
	97,410

	Exchange difference
	523
	-
	(20)
	(18)
	(2)
	(20)
	463

	Additions
	5,737
	-
	864
	276
	5,170
	40
	12,087

	Reclass/Transfers
	2,694
	-
	-
	-
	(6,621)
	-
	(3,927)

	Disposals
	(2,132)
	-
	(5)
	(135)
	-
	-
	(2,272)

	At 31 December 2005
	83,622
	2,622
	3,008
	1,137
	13,085
	287
	103,761

	
	
	
	
	
	
	
	

	Accumulated depletion and depreciation
	
	
	
	
	
	
	

	At 1 January 2005
	(17,613)
	(1,094)
	(1,296)
	(724)
	-
	(101)
	(20,828)

	Exchange difference
	(2,299)
	(131)
	(143)
	(74)
	-
	(4)
	(2,651)

	Charge for the year
	(5,435)
	(118)
	(216)
	(151)
	-
	(5)
	(5,925)

	Disposals
	335
	-
	5
	113
	-
	-
	453

	At 31 December 2005
	(25,012)
	(1,343)
	(1,650)
	(836)
	0
	(110)
	(28,951)

	Net book value
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	At 1 January 2005
	59,187
	1,528
	873
	290
	14,538
	166
	76,582

	At 31 December 2005
	58,610
	1,279
	1,358
	301
	13,085
	177
	74,810

	
	
	
	
	
	
	
	


There were no impairments arising in 2006 (2005: none)

14.
Intangible assets
	
	2006
	2005

	
	Goodwill
	Oil field

Exploration and Evaluation cost
	Total
	Goodwill
	Oil field

Exploration and Evaluation cost
	Total

	
	$ 000
	$ 000
	$ 000
	$ 000
	$ 000
	$ 000

	Cost
	
	
	
	
	
	

	At 1 January
	23,971
	414
	24,385
	-
	414
	        414

	Additions
	-
	368
	368
	23,971
	-
	23,971

	At 31 December 
	23,971
	782
	24,753
	23,971
	414
	24,385

	
	
	
	
	
	
	

	Net book amount
	
	
	
	
	
	

	At 31 December 
	23,971
	782
	24,753
	23,971
	414
	24,385


Additions to goodwill in 2005 arose from the acquisition of Hitchens Global SA (Note 19). 

Impairment testing of goodwill

The goodwill arising on the acquisition of Hitchens Global SA is allocated to the Oil production cash-generating unit. The recoverable amount of a CGU is determined based on value in use calculations.  These calculations use pre-tax cash flow projections based on financial budgets approved by management covering at least a three year period.  Cash-flows beyond this period are extrapolated using estimated growth rates.  

The key assumptions used in the value in use calculations are as follows:

	Gross Margin (i)
	31%

	Growth Rate (ii)
	2%

	Discount Rate (iii)
	10%


(i)
Budgeted gross margin.

(ii)
Growth rate used to extrapolate cash flows beyond the budget period.

(iii)
Pre-tax discount rate applied to the cash flow projections.

These assumptions have been used for the analysis of the CGU within the ‘Unallocated’ business segment.

Management have determined budgeted gross margin based on past performance and its expectations of market developments.  The growth rates used are consistent with forecasts included in industry reports.  The discount rates used are pre-tax and reflect specific risks relating to the relevant segments.

15.
Investments in joint ventures accounted for using the equity method
	
	2006
	2005

	
	$ 000
	$ 000

	
	
	

	At beginning of year
	46,687
	101,384

	Profit /(Loss) for the year
	3,360
	(58,965)

	Exchange differences
	(2,561)
	4,268

	At end of year
	47,486
	46,687


The Group’s interests in significant joint ventures are described below.

	
	Country of Incorporation
	Class of share capital held
	Proportion held

by the Group
	Nature of business

	
	
	
	
	

	Salym Petroleum Development N.V.
	Netherlands
	Ordinary
	50%
	 Oil & Gas production & exploration


The Group’s share of the net assets and post taxation results of SPD is as follows:

	
	2006
	2005

	
	
	

	
	$ 000
	$ 000

	
	
	

	Current assets
	121,409
	102,915

	Non-current assets
	558,947
	392,897

	Share of gross assets
	680,356
	495,812

	
	
	

	Current liabilities
	(60,442)
	(49,784)

	Non-current liabilities
	(572,428)
	(399,341)

	Share of gross liabilities
	(632,870)
	(449,125)

	
	
	

	Share of net assets
	47,486
	46,687

	
	
	

	Revenue
	174,416
	            14,603

	Profit/(loss) before taxation
	(1,624)
	(58,965)

	Taxation
	4,984
	-

	Share of post taxation results 
	3,360
	(58,965)


At 31 December 2006 $35 million of losses, of which Sibir’s 50% share is $17.5 million, incurred during 2002-2006 by the Moscow branch of the SPD Joint Venture could not be utilised. These losses are not expected to be recoverable as it is unlikely that there will be assessable income generated in the Moscow branch in the foreseeable future against which these losses could be utilised. The tax losses expire after 10 years from the date that they are incurred. Accordingly, no deferred tax asset has been recognised in relation to these expenses.
During 2005 the regional tax inspection of Nefteyugansk, Russia, had completed a tax audit SPD. The audit resulted in additional tax charges totalling $12.8 million.  Whilst the management of SPD believes that the company is in strict compliance with the Russian tax regulations the company lost its case in the first and second instances in the Khanty-Mansiisk Arbitration Court. The liabilities have been provided for in full during 2006, however, management is to appeal the decision as it believes it has a reasonable chance of winning on the majority of matters.

The joint venture has no significant contingent liabilities to which the Group is exposed and nor has the Group any significant contingent liabilities in relation to its interest in the joint venture.  

The Group’s share of capital commitments of the joint venture is shown in Note 34.

16. 
Investments in associates 
	
	2006

	
	$ 000

	
	

	At beginning of year
	-

	Acquisition
	180,477

	Post acquisition results
	-

	Exchange differences
	-

	At end of year
	180,477


On 12 December 2006 the Group completed the acquisition of a 25% plus one share of STBP Holdings Limited, a downstream fuels retailing and distribution network in Moscow, from Bennfield Limited. The consideration for the acquisition was settled by the issue of 21,955,520 new ordinary shares of 10p each and the total of $180,477,000 (£92,212,000) represents the fair value of this acquisition, based on the fair value of Sibir Energy Plc shares at the date of acquisition. The interest has been accounted for as an investment in an associate undertaking.

	
	Country of Incorporation
	Class of share capital held
	Proportion held 

by the Group
	Nature of business

	
	
	
	
	

	STBP Holdings Limited
	Cyprus
	Ordinary
	25% + 1 share
	Fuel retail and distribution 


17.
Subsidiary undertakings
The Group’s subsidiary undertakings at 31 December 2006 and 2005 are listed below.

	Held directly
	Country of incorporation
	Class of share capital held
	Proportion held by Group
	Status
	Nature of business

	
	
	
	
	
	

	Sibir Energy Overseas Limited
	Guernsey
	Ordinary
	100%
	Dormant
	Investment holding

	Caraline Trading Limited
	Cyprus
	Ordinary
	100%
	Trading
	Trading company

	Silver Fox Limited
	Isle of Man
	Ordinary
	100%
	Dormant
	Investment holding

	Expid Holdings Limited
	Cyprus
	Ordinary
	100%
	Dormant
	Investment holding

	Yaklort Holdings Limited
	Cyprus
	Ordinary
	100%
	Dormant
	Investment holding

	Visini Holdings Limited
	Cyprus
	Ordinary
	100%
	Dormant
	Investment holding

	Labico Holdings Limited
	Cyprus
	Ordinary
	100%
	Dormant
	Investment holding

	Eurosov Energy PLC
	England & Wales
	Ordinary
	100%
	Dormant
	Intermediate holding

	Sibenergy (Cyprus) Limited
	Cyprus
	Ordinary
	100%
	Dormant
	Intermediate holding

	Kangol Enterprises Limited
	Cyprus
	Ordinary
	100%
	Dormant
	Intermediate holding

	Rensdorf Management Limited
	Cyprus
	Ordinary
	100%
	Dormant
	Intermediate holding

	Printempa Holding Limited
	Cyprus
	Ordinary
	100%
	Dormant
	Intermediate holding

	Farrell Resources Limited
	British Virgin Islands
	Ordinary
	100%
	Dormant
	Intermediate holding

	Zambrano Limited
	British Virgin Islands
	Ordinary
	100%
	Dormant
	Intermediate holding



	Hitchens Global S A
	British Virgin Islands
	Ordinary
	100%
	Dormant
	Intermediate holding

	Moscow Oil International Limited
	England &Wales
	Ordinary
	100%
	Dormant
	None


	Held indirectly
	Country of incorporation
	Class of share capital held
	Proportion held by Group
	Status
	Nature of business

	
	
	
	
	
	

	Yugraneft Joint Stock Oil Company
	Russian Federation
	Ordinary
	100%
	Dormant
	Intermediate holding

	Evikhon Oil Open Joint Stock Company
	Russian Federation
	Ordinary
	100%
	Dormant
	Intermediate holding

	SF International LLC
	Russian Federation
	Ordinary
	100%
	Dormant
	Investment holding

	Caraline Inter LLC
	Russian Federation
	Ordinary
	100%
	Dormant
	Investment holding

	Farrell Resources LLC
	Russian Federation
	Ordinary
	100%
	Dormant
	Investment holding

	EuroSov Petroleum Limited
	Guernsey
	Ordinary
	100%
	Dormant
	Intermediate holding company and provider of technical and management services

	W & D Holdings Limited
	Guernsey
	Ordinary
	100%
	Dormant
	Intermediate holding


	Langue Limited
	Isle of Man
	Ordinary
	100%
	Dormant
	Investment holding

	Fabula Limited
	Isle of Man
	Ordinary
	100%
	Dormant
	Investment holding

	EuroSov Petroleum 

Holdings (Cyprus) Limited
	Cyprus
	Ordinary
	100%
	Dormant
	Investment holding

	SOC (Cyprus) Limited
	Cyprus
	Ordinary
	100%
	Dormant
	Investment holding

	Cosmodon Holdings Limited
	Cyprus
	Ordinary
	100%
	Dormant
	Investment holding

	G. S. Margarita Holdings Limited
	Cyprus
	Ordinary
	100%
	Dormant
	 Oilfield supplies & Services

	Magma Oil Company
	Russian Federation
	Ordinary
	95%
	Trading
	Oil and gas production and exploration


All subsidiary undertakings have been consolidated in the Group financial statements.

18.
Available for sale financial assets
	
	2006
	2005

	
	$ 000
	$ 000

	
	
	

	At beginning of year
	19,113
	10

	Exchange difference
	2,843
	(1,026)

	Acquisition
	-
	20,100

	Change in fair value
	2,585
	29

	At end of year
	24,541
	19,113


The Group’s Available-for-sale financial assets comprise a 12.5% stake in Mostnefteprodukt, acquired in September 2005 and a minor holding in Fortune Oil Plc, a company listed on the London Stock Exchange.

19.
Acquisition of minority interest in Evikhon
Evikhon is Sibir’s Russian subsidiary, which is partnered with Shell in a 50/50 joint venture to develop the Salym Group of oil fields in Western Siberia. 

On 13 June 2005 the Company completed the acquisition of 10% of the issued share capital of Evikhon Oil Open Joint Stock Company from Dana Petroleum Limited. The consideration for the acquisition was $22.7 million paid in cash and brought the Group’s total holding in Evikhon to 92%. 

	
	
	
	2005

	
	
	
	$ 000

	
	
	
	

	Book value of 10 % minority share of Evikhon
	
	
	23,051

	
	
	
	

	Proceeds 
	
	
	22,749

	
	
	
	

	Difference – taken to the income statement
	
	
	(302)


The excess of the book value of the assets acquired over the purchase consideration was $302k, which has been recognised in the income statement immediately.  

On 22 September 2005 the Company completed the acquisition of Hitchens Global S.A., bringing to 100% its ownership of Russian subsidiary, Evikhon. The Hitchens acquisition is part of a larger corporate restructuring approved by shareholders at Sibir’s EGM on December 20, 2004 and brings into the Company three assets, 8% of Evikhon, benefit of a $9.9 million debt payable by Evikhon (eliminated on consolidation), and a 12.5% interest in Mostnefteprodukt, a downstream fuels retailing and distribution network in the Moscow region.

	
	
	
	2005

	
	
	
	$ 000

	
	
	
	

	Book value of minority share of Evikhon 
	
	
	19,441

	Fair value of investment in Mostnefteprodukt
	
	
	20,100

	Fair value of Evikhon loan
	
	
	9,995

	
	
	
	

	Proceeds 
	
	
	73,507

	
	
	
	

	Goodwill arising on acquisition
	
	
	23,971


No adjustments were made to the preliminary goodwill determined during 2005, in 2006.

20.
Trade and other receivables
	
	2006
	2005

	Amounts falling due within one year:
	$ 000
	$ 000

	
	
	

	Trade receivables
	55,622
	9,176

	Other debtors 
	                   698
	202

	Prepayments and accrued income
	              13,154
	4,793

	VAT receivable
	              47,949
	72,789

	Other loans receivable (i)
	              55,132
	35,008

	
	172,555
	121,968

	
	
	

	
	2006
	2005

	Amounts falling due after one year:
	$ 000
	$ 000

	
	
	

	Prepayments and accrued income
	                4,032
	4,194

	Other loans receivable (ii)
	552,860
	377,861

	
	556,892
	382,055


(i) Other loans receivable falling due within one year mainly consist of Rouble loan amounts owed by Central Fuel Company ($22,588,000) and MOGC ($30,906,000) both of whom are related parties. Further details of these loans are contained in note 36.
(ii) Other loans receivable falling due after more than one year is an amount owed by Salym Petroleum Development NV, the Group’s Joint Venture with Shell’s Salym Development BV, a member of the Royal Dutch Shell Group. The total amount outstanding as at the end of the year was $552,860,000 (2005: $377,861,000). The loans are interest bearing with interest being charged at the US Dollar six month Libor rate plus 5%. 

21.
Inventories
	
	2006
	2005

	
	$ 000
	$ 000

	
	
	

	Oil products
	12,276
	29,568

	Raw materials and consumables
	12,234
	2,486

	
	24,510
	32,054


The difference between the purchase price or production costs of inventories and their replacement cost is not material.

The cost of inventories recognised as an expense and included in cost of sales amounted to $798 million (2005: $354 million)

22.
Cash and cash equivalents
	
	2006
	2005

	
	$ 000
	$ 000

	
	
	

	Cash at bank and on hand
	94,860
	215

	Short term promissory notes
	-
	14,341

	Short-term bank deposits
	121,888
	9,053

	
	216,748
	23,609


Refer to Note 26 Financial Instruments for the details of cash and cash equivalents.

23.
Trade and other payables
	
	
	

	
	2006
	2005

	
	$ 000
	$ 000

	Amounts falling due within one year: 
	
	

	Trade payables
	24,326
	77,067

	Accruals and deferred income 
	23,588
	10,945

	Other payables
	-
	45

	Social security and other taxes 
	-
	13,023

	
	47,914
	101,080

	
	
	

	
	2006
	2005

	
	$ 000
	$ 000

	Amounts falling due after one year: 
	
	

	Deferred income
	                 13,667
	                 7,474

	
	                 13,667
	                 7,474


24.
Deferred income tax liability/(asset)
The movement in deferred tax assets and liabilities during the year, without taking into consideration the offsetting of balances within the same tax jurisdiction, is as follows:

	
	Unremitted earnings
	Fair value gains and losses
	Fixed assets
	Total

	 
	 $ 000
	$ 000 
	$ 000
	$ 000

	
	
	
	
	

	At 1 January 2005
	3,865
	-
	9,737
	13,602

	Charged/(credited) to the income statement
	7,698
	244
	(138)
	7,804

	Currency translation differences on change in presentational currency
	(843)
	(14)
	(660)
	(1,517)

	At 31 December 2005
	10,720
	230
	8,939
	19,889

	
	
	
	
	

	Charged/(credited) to the income statement
	790
	(246)
	211
	755

	Currency translation differences on change in presentational currency 
	1,554
	16
	640
	2,210

	At 31 December 2006
	13,064
	-
	9,790
	22,854


The Group has tax losses of approximately $64,245,000 (2005 - $88,803,000) arising in the UK that are available indefinitely for offset against future taxable profits. The tax returns for the years ended 31 December 2000, 2001, 2002, 2003, 2004 and 2005 for Sibir Energy plc have yet to be agreed by HMRC and the tax losses could be reduced when the returns are agreed. Deferred tax assets have therefore not been recognised in respect of these losses because although losses arising in the UK may be used to offset profits arising in certain UK companies the UK subsidiaries within the same tax Group are currently loss-making. 

A number of changes to the UK Corporation tax system were announced in the March 2007 Budget Statement and were enacted in the 2007 Finance Act. The changes had not been substantively enacted at the balance sheet date and, therefore, their effects have not been included in these financial statements.

The effect of the changes in the Finance Act 2007 would not have a material effect on the deferred tax liability for Sibir.

25.
Provisions
	
	Decommissioning
	Vacant property
	Total

	
	$ 000
	$ 000
	$ 000

	
	
	
	

	At 1 January 2005
	619
	1,558
	2,177

	Exchange difference
	-
	(166)
	(166)

	Additions
	5
	-
	5

	Unwinding of discount
	35
	-
	35

	Release of provision
	(267)
	-
	(267)

	At 31 December 2005
	392
	1,392
	1,784

	
	
	
	

	At 1 January 2006
	392
	1,392
	1,784

	Exchange difference
	-
	195
	195

	Additions
	585
	174
	759

	Unwinding of discount
	88
	-
	88

	Increase in provision
	652
	-
	652

	At 31 December 2006
	1,717
	1,761
	3,478


The decommissioning provision relates to the estimated net present cost of decommissioning the Group’s oil and gas assets at the end of their useful lives. The estimate has been provided by the field operators and is based on oil reserves, price levels and technology at the balance sheet date. The timing of the decommissioning payments are expected to be incurred over the next 20 to 30 years.

26.
Financial instruments
A financial instrument is defined as any contract that gives rise to a financial asset of one entity and a financial liability or equity instrument of another entity. The Group’s financial instruments comprise cash, investments in quoted and unquoted companies, loans receivable, accounts receivable and accounts payable, borrowings and derivative financial instruments.  

The main purpose of the financial instruments is to finance the Group’s operations. 

Risks

Exposure to currency risk, interest rate risk, commodity price risk, credit risk and liquidity risk arises in the normal course of the Group’s business.  

Currency risk

Currency risk is the risk that the Group suffers financial loss as a result of changes in the value of an asset or liability or in the value of future cash flows due to movements in foreign currency exchange rates. 

The Group’s objectives in managing the currency exposures arising from its net investments overseas (in other words, its structural currency exposures) are to match, to the extent practical, receipts and payments in the same currency and by following a range of commercial policies to minimise exposure.

In 2006 approximately 59% (2005: 50%) of Sibir's revenue was received in United States dollars. Protection from movements in US$ exchange rates result from the combination of certain expenses payable is US Dollars and from the majority of the Group’s loans, which are repayable in United States dollars.

The remainder of the Group’s revenue is received in Russian Roubles. Protection from movements in the Rouble exchange rate result from the majority of the Group’s development, production and taxation expenditures being denominated in Roubles, along with some interest servicing and loan repayments costs. 

Sibir continues to transfer funds to and from Russia without incident or impediment, with the exception of foreign currency reservation requirements in respect of loans from the Group’s Russian subsidiaries to the Group’s non-Russian companies (such as the head office companies in the UK) imposed by the Central Bank of the Russian Federation since August 2004 but cancelled in May 2006.
The Group does not hold or issue derivative financial instruments to manage foreign exchange risks.
Gains and losses arising from these transactional currency exposures are recognised in the income statement. The Group’s US Dollar denominated long term loans to its Joint Venture, SPD, are treated as part of the Group’s long term investment in the Joint Venture. Accordingly, the gains and losses arising on retranslating these loan balances are taken directly to the Currency translation reserve.

The table below shows the Group’s currency exposures.  Such exposures comprise the monetary assets and monetary liabilities of the Group that are denominated in currencies other than the functional currency of the operating unit involved.  The functional currency of the Group’s operating companies is the US Dollar in Russia and Sterling in the UK.

At 31 December 2006 the currency risk attributable to net monetary assets and liabilities was as follows:

	Functional currency of Group operations reported in Sterling



	
	
	US Dollar

$ 000
	
	Roubles

$ 000
	
	Total

$ 000

	
	
	
	
	
	
	

	Sterling
	
	545,988
	
	149
	
	546,137

	US Dollar
	
	-
	
	66,876
	
	66,876

	
	
	545,988
	
	67,025
	
	613,013


At 31 December 2005 the currency risk attributable to net monetary assets and liabilities was as follows:-

	Functional currency of Group operations reported in Sterling



	
	
	US Dollar

$ 000
	
	Roubles

$ 000
	
	Total

$ 000

	
	
	
	
	
	
	

	Sterling 
	
	(22,506)
	
	43
	
	(22,463)

	US Dollar 
	
	-
	
	(19,254)
	
	(19,254)

	
	
	(22,506)
	
	(19,211)
	
	(41,717)


Interest rate risk

Interest rate risk is the risk that the Group suffers financial loss due to changes in the value of an asset or liability or in the value of future cash flows due to movements in interest rates.  Any financial asset or liability on which interest is paid or received will be subject to interest rate risk. The Group does not actively manage interest rate risk.  The Group does not hold or issue derivative financial instruments to manage interest rate exchange risks.
The following table indicates the effective interest rates applicable to the Group’s interest earning financial assets and liabilities at the balance sheet date and the earlier periods at which they re-price or mature.

	31 December 2006
	Effective interest rate
	Total
	Within 1 year
	1-2 years
	More than 5 years

	
	%
	$ 000
	$ 000
	$ 000
	$ 000

	
	
	
	
	
	

	Assets
	
	
	
	
	

	Cash – US Dollar (i)
	4.5
	121,888
	121,888
	-
	-

	Other loans receivable – Russian Roubles (ii)
	11.0-12.0
	55,132
	55,132
	-
	-

	Other loans receivable – US Dollar (iv)
	Libor+5%
	552,860
	-
	-
	552,860

	
	
	729,880
	177,020
	
	552,860

	Liabilities
	
	
	
	
	

	Other loans payable - US Dollar loan
	8.0
	187,666
	117,999
	69,667
	-

	Other loans payable - Russian Rouble loan
	10.0
	16,331
	16,331
	-
	-

	
	
	203,997
	134,330
	69,667
	-


	31 December 2005
	Effective interest rate
	Total
	Within 1 year
	1-2 years
	More than 5 years

	
	%
	$ 000
	$ 000
	$ 000
	$ 000

	
	
	
	
	
	

	Assets
	
	
	
	
	

	Cash – US Dollar (i)
	0.0
	2,549
	2,549
	-
	-

	Cash – Russian Roubles (i)
	0.0
	6,503
	6,503
	-
	-

	Short term promissory notes (iii)
	4.5
	14,342
	14,342
	-
	-

	Other loans receivable – US Dollar (iv)
	Libor+5
	377,861
	-
	-
	377,861

	Other loans receivable – US Dollar (iii)
	0.0
	29,467
	29,467
	-
	-

	
	
	430,722
	52,861
	-
	377,861

	Liabilities
	
	
	
	
	

	Other loans payable - US Dollar loan
	12
	318,776
	312,427
	6,349
	-

	Other loans payable - Russian Rouble loan
	11
	25,819
	25,819
	-
	-

	Other floating rate loans
	12
	15,580
	15,580
	-
	-

	
	
	360,175
	353,826
	6,349
	-


(i) The cash at bank comprises floating rate deposits placed on money markets at call.

(ii) At 31 December 2006 other loans receivable falling due within one year are mainly for the purpose of financing oil trading.  These loans were made to the Central Fuel Company $22,588,000, the Moscow Oil and Gas Company $30,906,000 and Ridgit Petroleum $951,000.

(iii) At 31 December 2005 other loans receivable falling due within one year include loans made to Evrazbank $14,342,000 to secure loans made by Evrazbank to the Company for the purpose of financing cash calls to SPD.  These loans were made by the Company’s Russian subsidiary Magma, purchasing US dollar-denominated interest-bearing promissory notes with Evrazbank worth $14.3m, which were then pledged as security for loans provided to Sibir Energy by Evrazbank.  Both loans and promissory notes were redeemed and repaid in 2006.  Also included at 31 December 2005 were loans to Ingas of $5,549,000 and loans to Magnetic LLC of $23,918,000 for the purpose of financing oil trading.  These loans were all repaid during 2006.

(iv) Other loans receivable falling due after more than one year is an amount owed by Salym Petroleum Development NV, the Group’s Joint Venture with Shell’s Salym Development BV, a member of the Royal Dutch Shell Group.  The total amount outstanding as at the end of the year was – $552,860,000 (2005: $377,861,000). The loans are interest bearing with interest being charged at the US Dollar six month Libor rate plus 5%.

The Group’s other financial assets and liabilities are not directly exposed to interest rate risk.

Commodity price risk

Commodity price risk is the risk that market prices for commodities will move adversely between the time that sales prices are fixed and the time that the purchase cost or production cost is fixed, thereby potentially reducing expected margins.

The Group enters into oil and oil product purchase and sales contracts. Most of these contracts are held for the purpose of receipt or delivery of commodities in accordance with the Group’s own purchase, sale or usage requirements and are therefore out of the scope of IAS 39, Financial Instruments: Recognition and Measurement. However, a number of contracts are considered not to be for the Group’s own needs and are therefore fair valued as derivative financial instruments under IAS 39.  These relate to contracts entered into whereby Sibir acts as an agent on behalf of a third party.  It is the Group’s policy not to engage in speculative trading of financial instruments. In effecting these transactions, the companies concerned operate within procedures and policies designed to ensure that risks, including those relating to the default of counterparties, are minimised.  
Credit risk

Credit risk is the risk that the financial benefits of contracts with a specific counterparty will be lost if the counterparty defaults on its contractual obligations.  Significant financial instruments that potentially subject the Group to a concentration of credit risk consist primarily of cash and cash equivalents and accounts receivable.  Cash and cash equivalents, primarily composed of deposits and investments in money market funds, are maintained with a number of major financial institutions in each of the regions that the Group operates.  The Group performs ongoing credit evaluations of its customers and regularly monitors exposures and concentrations of credit risk. 
As at 31 December 2006, Sibir had a significant credit risk exposure on loans falling due after more than one year by Salym Petroleum Development NV, the Group’s joint venture with Shell’s Salym Development BV, a member of the Royal Dutch Shell Group. The total amount outstanding as at 31 December 2006 was $552,860,000 (2005: $377,861,000). The Group considers the credit risk attached to the repayment of these loans to be low based on Sibir holding a 50% interest in the joint venture.  Further, Sibir are considering converting these loans into equity in the future. The Group had no other significant concentrations of credit risk with a single debtor or Groups of debtors that have such a similar characteristic that their ability to meet their obligations is expected to be affected similarly by changes in economic or other conditions.
Maximum credit risk exposure
	
	
	Carrying value
	Carrying value

	
	
	2006
	2005

	
	
	$ 000
	$ 000

	
	
	
	

	Trade and other receivables 
	
	56,320
	9,378

	Cash and cash equivalents 
	
	216,748
	23,609

	Short term loans receivable 
	
	   55,132
	35,008

	Long term loans receivable
	
	552,860
	377,861

	Energy derivatives
	
	-
	1,217


Liquidity risk

Liquidity risk is the risk that the Group will not have sufficient funds to meet its liabilities.  The Group maintains a mixture of long-term and short-term committed facilities that are designed to ensure the Group has sufficient available funds for operations and planned expansions.  
Financial instruments – fair values

The fair value of the Group’s financial instruments together with the carrying amounts included in the Group Balance Sheet are analysed below.  Balances excluded from the scope of IAS 32 within trade and other receivables comprise VAT receivable, prepayments and accrued income, with a carrying value of $65,135,000 (2005: $81,776,000).  Balances excluded from the scope of IAS 32 within trade and other payables comprise taxation and social security, accruals and deferred income of $38,296,000 (2005: $31,428,000), and provisions of $3,478,000 (2005: $1,784,000).

Primary financial assets

	
	Carrying value

2006
	Fair value

2006
	Carrying value

2005
	Fair value

2005

	
	$ 000
	$ 000
	$ 000
	$ 000

	
	
	
	
	

	Other investments – unlisted (i) (ii)
	24,500
	24,500
	19,074
	19,074

	Other investments – listed (i) (ii)
	41
	41
	39
	39

	Trade and other receivables (iii)
	56,320
	56,320
	9,378
	9,378

	Cash(iii)
	216,748
	216,748
	23,609
	23,609

	Short term loans receivable (iii)
	55,132
	55,132
	35,008
	35,008

	Long term loans receivable (iii) 
	552,860
	552,860
	 377,861
	377,861


Primary financial liabilities

	
	Carrying value

2006
	Fair value

2006
	Carrying value

2005
	Fair value

2005

	
	       $ 000
	       $ 000
	       $ 000
	         $ 000

	
	
	
	
	

	Trade and other payables (iii)
	24,326
	24,326
	77,112
	77,112

	Short term borrowings (iii)
	134,330
	134,330
	353,826
	353,826

	Long term borrowings (iii)
	69,667
	69,667
	6,349
	6,349


(i) Available-for-sale financial assets comprise of an investment in Mostnefteprodukt (an unquoted downstream fuels retailing and distribution network in the Moscow region) and Fortune Oil Plc (a quoted oil company listed on the London Stock Exchange).  

(ii) The total gains/losses recognised through reserves from fair value adjustments of other investments were $2,585,000 (2005: $nil).

(iii) Due to the nature and/ or short maturity of these financial instruments, carrying value approximated fair value.

Borrowing Facilities 

At 31 December 2006 the Company’s pre-export finance facility with Central Energy AG had been re-paid (2005 - $15,580,000).  The facility was for the purposes of oilfield development with the Company also guarantying that, for the period of the facility, all crude oil export sales will be sold via Select Energy Trading GmbH. 

At 31 December 2006 the Company’s subsidiary Magma had a trade finance borrowing facility with the Bank of Moscow in the amount of 430,000,000 roubles which was drawn (2005: 1,700,000,000 roubles, of which 432,287,000 was drawn down).

At 31 December 2006, the Company’s subsidiary Magma had non-trade finance borrowings from Sberbank totalling $75,000,000 (secured by the Group’s shareholding in Magma) of which $69,700,000 was drawn down (2005: $75,000,000, which was drawn down).

At 31 December 2006, the Company’s subsidiary Evikhon had a fully drawn facility with Evrazbank $118,000,000 which was fully drawn down.  (2005: nil)

The Company subsidiary Magma had an undrawn facility of $40,000,000 dollars with the International Bank of Moscow as at 31 December 2006 (2005: $nil).

Oil products derivatives

The Group has engaged in forward sales and purchase arrangements with third parties on an arms length basis.  Such contracts are typically of one month duration and extend for one month after the balance sheet date.  The majority of forward contracts were entered into and continue to be held for the receipt or delivery of the commodity in accordance with the Group’s expected purchase, sale or usage requirements.  Accordingly such contracts are outside the scope of IAS 39.  Certain of the forward sales and purchase arrangements are within scope of IAS 39 as they were not entered into for the Group’s own needs.  Accordingly such contracts are held at the balance sheet date at their fair value, with unrealised gains and losses in the fair value since the previous balance sheet date recorded in the Income Statement.

The accounting policies adopted by the Group are outlined in Note 2.  

Derivative financial instruments

	
	Carrying value

2006
	Fair value

2006
	Carrying value

2005
	Fair value

2005

	
	$ 000
	$ 000
	$ 000
	$ 000

	
	
	
	
	

	Financial instruments held at fair value through profit and loss
	
	
	
	

	Oil products derivatives – assets
	-
	-
	1,828
	1,828

	Oil products derivatives - liabilities
	-
	-
	(273)
	(273)


Methodology and assumptions made in determining fair values of oil product derivatives

Sibir holds forward purchase contracts for delivery of oil products in Russia and sales contracts for delivery of oil products for export sales within three months of the balance sheet date.  The market prices against which these contracts have been valued at the period end are sourced by reference to published price quotations, adjusted for the cost of transportation to the purchaser.  

The currency in which the receipts are denominated is US Dollar. The currency in which payments are made is the Russian rouble.
The total fair value change recognised in the Income Statement estimated using the above valuation technique for the year ending 31 December 2006 was a loss of $1,570,635 (2005: gain of $1,555,000).  
Principal values of oil product derivatives

The principal value of energy derivatives contracts is shown in the table below.  Principal values are undiscounted and are derived from the aggregated volumes and contract prices of those sales and purchase contracts which are within scope of IAS 39. 

	
	2006
	2005

	
	        $ 000
	            $ 000

	Principal values of oil product derivatives
	
	

	Contracts expiring less than one year
	-
	66,426


Hedging

The Company did not hedge any of its purchase or sales for the calendar year 2006 (2005: nil) but continues to monitor the position.

27.
Share capital
	
	Allotted, authorised and fully paid
	
	
	

	
	Deferred shares 
	New ordinary shares 
	Deferred shares
	New ordinary shares 
	Shares to be issued
	Share premium
	Total

	
	Number

(i)
	Number

(ii)
	$ 000
	$ 000
	$ 000
	$ 000
	$ 000

	
	
	
	
	
	
	
	

	At 1 January 2005
	191,847,421
	203,160,802
	331,720
	39,031
	3,842
	133,078
	507,671

	Shares issued
	-
	12,921,111
	-
	2,332
	(3,842)
	74,263
	72,753

	Share options exercised
	-
	-
	-
	2
	-
	-
	2

	
	
	
	 
	 
	 
	 
	 

	At 31 December 2005
	191,847,421
	216,081,913
	331,720
	41,365
	-
	207,341
	580,426

	Shares issued
	-
	100,768,528
	-
	18,367
	-
	707,030
	725,397

	Reduction of share capital
	(191,847,421)
	-
	(304,686)
	-
	-
	-
	(304,686)

	Currency translation differences on change in presentational currency
	-
	-
	(27,034)
	27,034
	-
	-
	-

	At 31 December 2006
	-
	316,850,441
	-
	86,766
	-
	914,371
	1,001,137


(i) The total authorised number of deferred shares is nil as at 31 December 2006 (2005: 240 million shares with a par value of 90p each). 

(ii) The total authorised number of ordinary shares is 430 million shares (2005: 300 million shares) with a par value of 10p each (2005: 10p each). All issued shares are fully paid [in cash].

At an Extraordinary General Meeting held on 27 January 2006 shareholders approved an increase in the authorised ordinary share capital of the Company to $76,772,200 (£43,000,000) by the creation of an additional 130,000,000 new ordinary shares of 10p each. Shareholders also approved the issue of 58,813,000 new ordinary shares to Bennfield together with a further 20,000,000 new ordinary shares to placees.  The transactions were announced on 9 December 2005 and a Circular sent to shareholders on 4 January 2006. 

As announced by Sibir on 9 December 2005, Orton Oil Company Limited ("Orton Oil"), a subsidiary of the Mercury Group of Companies ("Mercury"), signed an agreement with the Company’s existing major shareholder Bennfield, a company ultimately beneficially owned by Mr Chalva Tchigirinski.  Under the terms of the agreement, existing and new shares in Bennfield were to be sold and issued to Orton Oil so that Orton Oil would own a 50% shareholding in Bennfield. Mercury is owned and operated by Mr Igor Kesaev, a well known and prominent businessman in the Russian Federation. 

Orton Oil subsequently acquired its 50% shareholding in Bennfield via an investment of USD 620,358,051, of which $404,633,493 was by way of a capital increase.  Bennfield used the proceeds from the capital increase to subscribe by way of a placing for 58,813,008 new shares in the Company for a consideration of $404,633,493 in cash at a price each of 392p per new share (the "Bennfield Placing").  Simultaneously with the Bennfield Placing, the Company raised an additional $137,600,000 on a non-underwritten basis from qualified investors who were then current shareholders (other than Bennfield) and from retail shareholders to the extent permitted by law on the same terms as the Bennfield Placing.  The placings valued each new share at 392p based on the market exchange rate on the day the issues were placed. 

On 18 January 2006 the High Court of Justice, Chancery Division confirmed the Special Resolution passed by the Company’s shareholders on 8 December 2005 that the issued share capital of the Company be reduced by cancelling the 191,847,421 issued Deferred Shares of 10p each in the Capital of the Company.  The effect of the resolution was to create a reserve of $304,686,000 which has been first used to eliminate the deficit on the Company’s profit and loss account and secondly to create a pool of realised profit to retain within the Company until the Company is ready and able to pay dividends to its shareholders.

On 12 December 2006 the Company completed the acquisition of a 25% + 1 share investment in STBP Holdings Limited, a network of 47 BP branded retail fuels stations in the City of Moscow and Moscow region.  The consideration for the acquisition was settled by the issue of 21,955,520 ordinary shares of 10p each. 

The company has a share option scheme under which options to subscribe for the company’s shares have been granted to certain Executives and employees. At 31 December 2006 options under the scheme were outstanding over 575,000 ordinary shares exercisable, with 475,000 exercisable at 100p and 100,000 exercisable at 195p (2005: 575,000 ordinary shares exercisable, with 475,000 exercisable at 100p and 100,000 exercisable at 195p). The 475,000 ordinary shares are exercisable at any time up to 9 June 2010 and 100,000 ordinary shares at any time up to 22 December 2014.

28.
Other reserves
	
	Capital redemption reserve(i)
	Fair value adjustment for available for sale financial assets
	Currency translation reserve
	Other translation reserve
	Total other reserves 

	
	$ 000
	$ 000
	$ 000
	$ 000
	$ 000

	
	
	
	
	
	

	At 1 January 2005
	27,658
	-
	-
	-
	27,658

	Gains on fair value adjustment for available-for-sale financial assets
	-
	29
	-
	-
	29

	Currency translation differences on presentational re-translation of financial statements
	-
	-
	-
	(18,370)
	(18,370)

	
	
	
	
	
	 

	At 31 December 2005
	27,658
	29
	-
	(18,370)
	9,317


	
	Capital redemption reserve (i)
	Fair value adjustment for available-for-sale financial assets
	Currency translation reserve
	Other translation reserve
	Total other reserves 

	
	$ 000
	$ 000
	$ 000
	$ 000
	$ 000

	
	
	
	
	
	

	At 1 January 2006
	27,658
	29
	-
	(18,370)
	9,317

	Gains on fair value adjustment for available-for-sale financial assets
	-
	2,585
	-
	-
	2,585

	Currency translation differences on presentational re-translation of financial statements
	-
	-
	-
	(10,035)
	(10,035)

	
	
	
	
	
	

	At 31 December 2006
	27,658
	2,614
	-
	(28,405)
	1,867


(i) Capital redemption reserve arose in 2000 when the High Court approved a capital redemption and reduction scheme under which the company acquired a number of its own shares from a subsidiary undertaking. These shares were subsequently cancelled.

(ii) Certain investment assets, which meet the appropriate criteria set out in IAS 39 are treated as financial assets – available for sale. These assets are recognised at their fair value and any gain or loss arising on revaluation at the reporting date is recognised in this reserve.

(iii) Current and deferred tax arising from accounting items recognised directly in equity is recorded in this reserve.

(iv) The Currency translation reserve is used to record the current year and cumulative amount of foreign currency translation gains and losses recognised in equity.

29.
Retained earnings
	
	2006
	2005

	
	$ 000
	$ 000

	
	
	

	1 January
	(362,350)
	(314,829)

	Profit/(loss) for the year
	85,358
	(47,521)

	Reduction in share capital
	304,686
	-

	31 December
	27,694
	(362,350)


30.
Minority interests
	
	2006
	2005

	
	$ 000
	$ 000

	
	
	

	1 January
	8,353
	32,931

	Profit attributable to minority interest
	3,612
	2,443

	Changes in minority due to share acquisitions (Note 19)
	(1,067)
	(27,021)

	
	
	

	31 December
	10,898
	8,353


Minority interests at 31 December 2006 and 2005 related to a 5% economic interest held by various third parties in Magma Oil Company. 

31.
Cash generated from operations 

	
	2006
	       2005

	
	$ 000
	$ 000

	
	
	

	Profit/(loss) before taxation
	111,975
	(19,749)

	Add back share of (profit)/losses of joint venture 
	(3,360)
	58,965

	Group operating profit/(loss) excluding share of result of joint ventures
	108,615
	39,216

	
	
	

	Adjustments for:
	
	

	- Depletion and depreciation charge for the year
	6,561
	5,925

	- Excess of fair value of identifiable net assets acquired over costs
	-
	(302)

	- Loss on disposal of fixed assets
	221
	1,821

	Fair value gains/(losses) on derivative financial instruments
	1,571
	(1,555)

	Finance income
	     (51,216)
	(19,654)

	Finance costs
	21,092
	33,233

	
	
	

	Changes in working capital:
	
	

	- Inventories
	11,294
	(20,775)

	- Trade and other receivables
	(51,173)
	(12,791)

	- Trade and other payables
	(62,062)
	56,625

	Cash flow from operations
	(15,097)
	81,743


32.
Retirement benefit liabilities

The Company’s Russian subsidiaries contribute to the Russian Federation State pension fund, social and medical insurance and unemployment funds on behalf of its employees. The Group contributes to a defined contribution pension scheme which is administered by Standard Life Assurance Company and to various personal pension schemes of Directors and senior employees. There were no unpaid contributions to the schemes as at 31 December 2006 (2005: $nil).

The total pension cost which is charged against profit represents contributions payable by the Group and amounted to $481,000 in 2006 (2005: $380,000).

33.
Operating lease commitments
The future aggregate minimum lease payments under non-cancellable operating leases are as follows:

	
	
	2006
	 2005

	
	
	$ 000
	$ 000

	
	
	
	

	Less than 1 year
	
	604
	518

	2 to 5 years
	
	1,679
	1,765

	More than 5 years
	
	1,461
	1,637

	
	
	
	

	
	
	3,744
	3,920


34.
Capital commitments
	
	
	2006
	2005

	
	
	$ 000
	$ 000

	
	
	
	

	Contracts placed for future capital expenditure but not provided for in the financial statements
	
	3,719
	172

	
	
	
	

	
	
	3,719
	172


35.
Contingent liabilities and assets
Ongoing litigation or claims

On 9 June 1997 the Company’s subsidiary EuroSov Petroleum Limited as a condition of an assignment of contract debt agreed to arrange delivery of certain Russian equipment valued at $500,000 to Henuset Pipeline Construction Limited (“Henuset”).  Henuset had been responsible for the construction of a pipeline at the Group’s subsidiary Magma.  The equipment was handed over in 1998, however, in June 2000 a statement of claim for $750,000 was issued by Henuset which stated that they had not received all of the Russian equipment. EuroSov Petroleum Limited is currently defending the claim. 

In April 2007 the Company filed a Notice of Motion in the Alberta Court in Canada to have the action dismissed and on the 30 April 2007 the case was discontinued without costs to any party.

Guarantees issued

At 31 December 2005, the Company had outstanding guarantees in respect of the performance of obligations of third parties to help finance the Group’s trading operations as follows:

Exportrading

The Company signed performance obligation guarantees in respect of two loans totaling 1,419,million Roubles ($53.8 million) provided by the Bank of Moscow to Exportrading.  As at the date of this report, the outstanding loans have been fully repaid to the Bank of Moscow.

There were no post balance sheet guarantees issued after 31 December 2006.

36.
Related Party Transactions
The following transactions were carried out with related parties:

(I) Bennfield Limited (Bennfield)

In June 2000, Bennfield, Chalva Tchigirinski and Pavel Tchigirinsky (being Directors of Bennfield at that time) entered into a controlling shareholder agreement with Sibir on the acquisition of Evikhon by Sibir.  Following the agreement between Bennfield and Orton Oil as described below, the Independent Directors have agreed new terms of the controlling shareholder agreement with Bennfield and Orton Oil.  

This new agreement, which came into force upon completion of the Bennfield Subscription, stipulates that Bennfield, Orton, Gradison Consultants, Chalva Tchigirinski and Igor Kesaev (the “Controlling Parties”) will agree that, for so long as they control the voting of 30% or more of the issued Ordinary Shares in the capital of the Company (or until that share capital ceases to be admitted to trading on AIM or admitted to the Official List of Financial Services Authority and to trading on the listed securities market of the London Stock Exchange plc) they will (except with the consent of a majority of the Directors who are independent of the Controlling Parties (the “Independent Directors)):

· not use their voting power in relation to the Company to appoint or dismiss any Director nor appoint a majority of the board; 

· not be interested in any company or business which carries on the same or a similar or related business to that of the Company (except through being the holder for investment purposes of only 3% or less of the issued share capital of any publicly quoted company);

· not accept any offer for all or any of the shares which they own in the capital of the Company unless the offeror makes at the same time as such an offer is made, an offer or offers for the share capital of the Company which the offeror would be required to make if the City Code on Takeovers and Mergers applied to the Company;

· not vote in respect of any contract or arrangement with the Company in which they have an interest, except with the consent of the Independent Directors;

· no behave in any way which is detrimental to the interest of the Shareholders as a whole or which precludes the company from carrying on its business independently;

· conduct all transactions and relationships with the Company on an arm’s length basis on normal commercial terms; and

· ensure that the Board has at all times no fewer than two independent Directors. 

During the continuance of these obligations, Sibir will not appoint a Chief Executive without the consent of Bennfield, such consent not to be unreasonably withheld.

With regard to the existing controlling shareholder agreement, from June 2000 referred to above, the Independent Directors have given their consent to Bennfield to vote for the Resolutions.

a) Transactions between Bennfield:

i) Loan

On 22 April 2005, Bennfield provided a loan of $13 million to the company at an interest rate of 15%. The term of the loan was extended until final repayment, which occurred subsequent to year-end.  The funds were used to funds SPD cash calls.  The outstanding sums due were repaid in 2006.

ii) Acquisition of Hitchens Global S.A

On 22 September 2005 the Company completed the acquisition of Hitchens Global S.A., bringing three assets:

· 8% of Evikhon;

· Benefit of a $9.9 million debt payable by Evikhon; 

· A 12.5% interest in Mostnefteprodukt, a downstream fuels retailing and distribution network in the Moscow region.

Sibir acquired Hitchens in exchange for 12,111,111 ordinary Sibir shares at a price of $ 4.52 (£2.50) per share or $54,772,500 from Bennfield Limited. Sibir shares were valued at $4.115 (£2.275) per share the day after the transaction was approved and $6.033 (£3.335) per share the day the shares were issued. The total acquisition cost, based on the price of the shares on the day they were issued and including acquisition expenses was therefore $73.5 million.

iii) 
    Acquisition of investment in STBP Holdings

On 12 December 2006 the Group completed the acquisition of a 25% plus one share interest in STBP Holdings Limited, a downstream fuels retailing and distribution network of 47 BP branded retail fuels stations in the City of Moscow and Moscow region from Bennfield Limited. The interest has been accounted for as an investment in an associate undertaking.

The consideration for the acquisition was settled by the issue of 21,955,520 new ordinary shares of 10p each and the total of $180,477,000 (£92,212,000) represents the fair value of this acquisition.

II) Transactions with other companies related to Chalva Tchigirinski:

i) Gradison Consultants (Gradison)

This Company is beneficially owned by Chalva Tchigirinski.

Throughout 2005 Sibir borrowed funds from Gradison at interest rates ranging from 10% to 12.5%.  In total, drawdowns totaling $18.6 million were made, and repayments totaling $4.2 million.  

The funds were provided to meet Salym Petroleum Development NV (SPD) cash calls.  The remaining outstanding balance was repaid in 2006.

ii) Folbert Limited (Folbert)

This Company is beneficially owned by Chalva Tchigirinski.

On 4 August 2005, the company borrowed $10 million from Folbert at an interest rate of 10%.

The funds were provided to meet Salym Petroleum Development NV (SPD) cash calls.  The remaining outstanding balance was repaid in 2006.

iii) OOO STT Group (STT)

This Company is majority owned by Chalva Tchigirinski.

On 20 July 2005, the company’s subsidiary Magma provided a loan of 27,300,000 Roubles to STT at an interest rate of 3%, which was repaid on 30 December 2005. 

On 20 October 2005, the company’s subsidiary Magma provided a loan of 45,780,000 Roubles to STT at an interest rate of 10%, which was repaid on 30 December 2005.

There were no related party transactions in 2006.

iv) Mall Gallery 1, 2 and 3
This Company is majority owned by Chalva Tchigirinski.

The company’s subsidiary Magma subleases office space to Mall Gallery 1, 2 and 3. The amount Invoiced by Magma in 2006 was $133,156 (2005: $42,066). These amounts represented a slight markup (5.7%) to its cost.

v) Central Fuel Company (CFC)

The Central Fuel Company is owned by the City of Moscow and is the majority shareholder in Moscow Oil & Gas Company.

Chalva Tchigirinski holds the position of General Director of the CFC.

On 27 December 2005, a loan for the amount of 117,980,600 Roubles was provided to CFC by Magma at an interest rate of 13%. The loan is repayable on 27 November 2006. 

On various dates during 2006 Magma provided four further Rouble-denominated loans to CFC. The total amount outstanding at the year end was $22,588,000.
The details of these loan transactions are shown in the table below:

	Loan Agreement
	Loan amount

(RUR)
	Interest Rate
	Outstanding principal at 31/12/2006

(RUR)
	Outstanding principal and accrued interest as at 31/12/2006

(RUR)

	
	
	
	
	

	Provided in 2005
	117,500,000
	12.0 %
	117,500,000
	132,153,699

	30/03/06
	111,586,340
	12.0 %
	111,586,340
	121,864,512

	27/06/06
	110,430,000
	11.5 %
	110,430,000
	116,936,294

	26/09/06
	110,800,000
	11.5 %
	110,800,000
	114,151,321

	22/12/06
	109,300,000
	11.0 %
	109,300,000
	109,464,699


These loans were provided to CFC in order to assist them with the repayment of interest due on a $116m Loan that CFC has with the Bank of Moscow.

III) Moscow Oil and Gas Company and its subsidiary undertakings

The Moscow Oil and Gas Company (MOGC) was incorporated on 30 May 2003.  The terms of the Founders Agreement provide that the two shareholders of MOGC, Sibir and the Central Fuel Company, shall have equal representation on the Board of MOGC.

Yuri Mikhailovitch Luzhkov, the prominent and influential Mayor of Moscow is the Chairman of MOGC and Chalva Pavlovitch Tchigirinski, a Non-Executive Director and significant shareholder of Sibir has been appointed the Chief Executive of MOGC for a five year term.  William Guinness and Henry Cameron, the Chairman and Chief Executive of Sibir respectively, are also Board Members of MOGC, as are Sibir Directors Urs Haener, and Stuard Detmer. 

Transactions with MOGC

a) Loans

On 27 December 2005, Magma provided a loan to MOGC in the amount of 28 million Roubles at an interest rate of 13%, repayable on 27 November 2006.  In 2006 Magma provided further Rouble-denominated loans to MOGC. The total amount outstanding at the year end was $30,906,000.
The details of these loan transactions are shown in the table below:

	Loan Agreement
	Loan Amount

(RUR)


	Interest

Rate
	Repayment Status in 2006
	Outstanding principal at 31/12/2006

(RUR)
	Outstanding principal and accrued interest as at 31/12/2006

(RUR)

	
	
	
	
	
	

	Provided in 2005
	28,000,000
	12.0 %
	Fully repaid
	-
	-

	07/03/06
	10,366,104
	12.0 %
	Fully repaid
	-
	-

	23/03/06
	143,000,000
	12.0 %
	Fully repaid
	-
	-

	08/06/06
	25,000,000
	12.0 %
	Fully repaid
	-
	-

	12/10/06
	25,000,000
	11.5 %
	Fully repaid
	-
	-

	09/08/06
	428,750,300
	11.0 %
	No repayments
	428,750,300
	447,486,101

	21/09/06
	275,623,100
	11.5 %
	Partly repaid
	36,623,100
	45,173,919

	04/12/06
	35,000,000
	11.0 %
	No repayments
	35,000,000
	35,263,699

	20/12/06
	286,000,000
	11.0 %
	No repayments
	286,000,000
	286,861,919


These loans were provided to help MOGC repay its refinery liabilities as well as to finance administration expenses.

b) Moscow Oil Company (MOC)

Moscow Oil Company is a subsidiary undertaking of MOCG. Chalva Tchigirinski was a General Director of MOC until his resignation in May 2005.

On 22 February 2005 Magma borrowed funds from MOC in the amount of 237,million Roubles at an interest rate of 14% (repaid with interest on 23 December 2005).

On 9 June 2005 Magma borrowed funds from MOC in the amount of 350,million Roubles at an interest rate of 14% (repaid with interest on 22 December 2005).

On 22 December 2005, accrued interest in the amount of 38,648,902 Roubles due from Magma to MOC related to borrowings made to Magma on 23 April 2003 were paid.

On 22 December 2005, a loan provided to Evikhon by MOC on 21 May 2004 for 278,million Roubles plus accrued interest of 34 million Roubles was reassigned to Magma (repaid with interest on 22 December 2005)

The company’s subsidiary Magma borrowed funds from MOC for the purposes of financing crude oil purchases for later refining. 

During 2005 Magma purchased at arms length a total of 123,846 metric tons of crude oil from the Moscow Oil Company for a total of 470,million Roubles which was processed at the Moscow refinery into various refined products. These were subsequently sold on export or domestic markets.

During 2006 Magma also acted as an agent in selling exported volumes of products of MOC, earning additional agency revenue on an arms length basis, of approximately $130,000. 

(IV) Salym Petroleum Development NV (SPD)

This is a Joint Venture (see note 15). The table below details transactions between Sibir, Magma, Caraline Trading and SPD.

	Transaction Type & Detail:
	 
	2006
	2005

	 
	 
	$ 000
	$ 000

	Loans receivable (falling due after more than 1 year)
	 
	         552,860 
	377,861  

	Purchases of crude oil for production
	 
	           126,870 
	            -   

	Purchases of crude oil for resale
	 
	           135,539 
	            -   


The Loans are interest bearing with interest being charged at the US dollar six month Libor rate plus 5%.

(V) STBP Holdings Limited

This is an Associate of Sibir acquired on 12 December 2006. There were no transactions with the STBP Group prior to the year end.

37.
Post balance sheet events
(i) Financial assistance from a minority shareholder

MOGC acquired its interest in Sibneft Yugra when that interest was contributed to MOGC by the Group's subsidiary, Sibenergy in return for its holding of 31.5 per cent. of the ordinary charter capital of MOGC.  As the contribution was made in good faith when Sibenergy had no knowledge that the value of its interest in Sibneft Yugra had been impaired, there was no legal obligation on Sibenergy to compensate MOGC for the impairment Russian accounting standards require MOGC to write down the value of its interest in Sibneft Yugra as a result of the impairment, thus requiring its charter capital to be reduced.  This in turn would have adversely affected its financial stability and thus the interests of CFC and Sibenergy as its shareholders.  In these circumstances, Sibenergy believed that it had a moral obligation to provide financial assistance to MOGC of such amount as would prevent the reduction in charter capital from occurring to MOGC and that the fulfilment of that obligation would also maintain its relations with CFC and thus the Moscow City Government. Accordingly, having taken the appropriate advice, Sibenergy has paid the sum of US$102 million to MOGC by way of financial assistance from a minority shareholder.
(ii) Completion of the investment in Sibir by the City of Moscow

At an Extraordinary General Meeting of the Company held on 18 September 2007 shareholders approved all the resolutions necessary for the Directors to complete the acquisition of MOGC.  

As a result CFC, a company owned by the Moscow City Government, has subscribed for 69,714,254 new ordinary shares in Sibir (“Subscription Shares”) in exchange for the transfer of 35,010 common shares in MOGC to Sibir (“Subscription”).  The Subscription Shares were admitted to trading on AIM at 8.00 am on 19 September 2007.  At the same time, Sibir completed the acquisition of the 7,780 preferred shares in MOGC from CFC in exchange for US$200 million (“Preferred Shares Acquisition”).    

As a result of the Subscription and the Preferred Shares Acquisition, Sibir now owns 100% of MOGC, and CFC owns shares in Sibir representing 18.03% of Sibir’s issued share capital, as enlarged by the Subscription shares. 
On 24 August 2007 Sibir signed a term facility agreement with ING Bank N.V and J.P. Morgan Plc for a value of $400 million in order to fund the cash element of the transaction, refinance certain other Sibir indebtedness and provide a trading and refining facility.
(iii) MOGC and Gazpromneft shareholder agreement

MOGC and OAO Gazpromneft announced on 17th January 2008 that they have agreed the terms of a Memorandum of Understanding ("MOU") which provides for a board and management structure of the Moscow Oil Refinery ("MOR") acceptable to all concerned. The MOU provides for the steps and mechanisms to ensure a long term and transparent relationship between the parties as shareholders at the MOR.

 

The underlying principle of the MOU is that of parity and transparency in respect of all key issues. The new structure, when implemented following the formal documentation of the MOU into a shareholders' agreement, will also allow the parties to participate fully in the implementation of the planned upgrade of the MOR.
(iv) Orton Oil Company Limited and Gradison Consultant Inc 

On 12 March 2008 and 14 March 2008 the Company entered into agreements with Orton Oil Company Limited and Gradison Consultant Inc (both related parties of the Group) respectively to procure the sale of their shares in Avtocard and Korimos (representing 50% of the ordinary shares of these companies). The sale is conditional upon the Company managing the businesses for a period not exceeding six months. The Company has indemnified the vendors against any losses which may occur as a result of the Company’s management. 

During this period of management the Company will finalise the acquisition price which will be not less than $60 million and not more than $96 million.  In consideration of the above the Company has paid deposits of $38 million to Orton Oil Company Limited and $10 million to Gradison Consultant Inc both of which are fully refundable should the Company decide not to proceed with the acquisition. 

The Group’s joint venture, the Moscow Oil Refinery, owns the other 50% interest in these companies
38.
Ultimate Parent Undertaking and Controlling Party
In the Directors’ opinion, the Company’s ultimate parent undertaking is Bennfield Limited, a company incorporated in the Isle of Man. Bennfield is owned equally by the Tchigirinski family and by Orton Oil Company Limited ("Orton Oil"), a subsidiary of the Mercury Group of Companies ("Mercury").  Mercury is owned and operated by Mr Igor Kesaev, a well known and prominent businessman in the Russian Federation. 

At 31 December 2006 Bennfield Limited owned 56.92% of the Company’s ordinary share capital. 

39.
Reconciliations between UK GAAP and IFRS
The Group and Company reported under UK GAAP in its previously published financial statements for the year ended 31 December 2006. The analysis below shows a reconciliation of the Group net assets, and profit or (loss) as reported under UK GAAP as at 31 December 2006 and 31 December 2005 to the revised net assets, and profit or (loss) under IFRS as reported in these financial statements. In addition, there is a reconciliation of net assets under UK GAAP to IFRS at the transition date of 1 January 2005 for the Group.

Reconciliation of net assets at 1 January 2005 (Date of transition to IFRS)

	
	
	
	
	
	

	
	Note
	UK GAAP 

 £ 000
	UK GAAP 

$ 000
	Effect of transition to IFRS

$ 000
	IFRS

$ 000

	Assets
	
	
	
	
	

	Non-current assets
	
	
	
	
	

	Property, plant and equipment
	(a)(b)
	23,852
	45,826
	28,277
	74,103

	Intangible assets
	(b)
	-
	-
	413
	413

	Investments in joint ventures accounted for using the equity method
	(c)(d)
	112,119
	215,403
	(108,323)
	107,080

	Available for sale financial assets
	
	6
	12
	-
	12

	Trade and other receivables
	
	73,346
	140,912
	-
	140,912

	
	
	209,323
	402,153
	(79,633)
	322,520

	
	
	
	
	
	

	Current assets
	
	
	
	
	

	Inventories
	
	7,250
	13,929
	-
	13,929

	Trade and other receivables
	
	36,345
	69,826
	-
	69,826

	Cash and cash equivalents
	
	4,362
	8,380
	-
	8,380

	
	
	47,957
	92,135
	-
	92,135

	Total assets
	
	257,280
	494,288
	(79,633)
	414,655

	
	
	
	
	
	

	Liabilities
	
	
	
	
	

	Current liabilities
	
	
	
	
	

	Borrowings
	
	(28,474)
	(54,704)
	-
	(54,704)

	Trade and other payables
	
	(23,866)
	(45,852)
	-
	(45,852)

	Derivative financial instruments
	
	-
	-
	-
	-

	
	
	(52,340)
	(100,556)
	-
	(100,556)

	Net current liabilities
	
	(4,383)
	(8,421)
	-
	(8,421)

	Total assets less current liabilities
	
	204,940
	393,732
	(79,633)
	314,099

	Non-current liabilities
	
	
	
	
	

	Borrowings
	
	-
	-
	-
	-

	Trade and other payables
	
	(23,365)
	(44,889)
	-
	(44,889)

	Deferred income tax liabilities
	(e)
	-
	-
	(13,602)
	(13,602)

	Provisions
	
	(1,133)
	(2,177)
	-
	(2,177)

	
	
	(24,498)
	(47,066)
	(13,602)
	(60,668)

	Net assets
	
	180,442
	346,666
	(93,235)
	253,431

	
	
	
	
	
	

	Equity
	
	
	
	
	

	Capital and reserves attributable to equity holders of the Company
	
	
	
	
	

	Called up share capital
	
	192,979
	370,751
	-
	370,751

	Share premium
	
	69,268
	133,078
	-
	133,078

	Shares to be issued
	
	2,000
	3,842
	-
	3,842

	Other reserves
	
	14,396
	27,658
	-
	27,658

	Retained earnings
	(f)
	(115,376)
	(221,659)
	(93,170)
	(314,829)

	
	
	163,267
	313,670
	(93,170)
	220,500

	Minority interest in equity 
	(g)
	17,175
	32,996
	(65)
	32,931

	Total minority interest and shareholders’ equity
	
	180,442
	346,666
	(93,235)
	253,431

	
	
	
	
	
	


39.
Reconciliations between UK GAAP and IFRS (Continued)
(a.1) 
In the Group’s UK GAAP financial statements, the Group’s assets were depreciated based on the guidance contained in the Statement of Recommended Practice: Accounting for Oil and Gas Exploration, Development, Production and Decommissioning Activities.  IAS 16: Property, plant and equipment contains much stricter requirements for the identification of depreciable pools of assets (components).  As a result of the adoption of the different requirements outlined in IAS 16, PP&E has increased by $8.5 million.

(a.2) 
IAS 38: Intangible assets does not permit the recognition of negative goodwill on the balance sheet.  As a result, $20.2 million of negative goodwill which arose on the acquisition of Magma and which had previously been recorded as a credit to fixed assets under UK GAAP can no longer be recognised under IFRS and has been written off through retained earnings.

(b) 
IFRS 6: Exploration for and evaluation of mineral resources requires exploration and evaluation expenditure (E&E) relating to oil fields, where management has not yet taken the decision to commence commercial development, to be classified as an Intangible asset where it meets the definition of an intangible asset under IAS 38. As a result, $0.4 million of E&E costs in relation to the Orekhovskoye field have been reclassified from tangible to intangible assets.

(c) 
In accordance with IAS12: Income taxes, $50.7 million of deferred tax liabilities have been recognised in the investment in joint venture in relation to the fair value adjustment on the acquisition of Evikhon in 2000, for which no corresponding tax base exists.

(d) 
An adjustment of $57.6 million was made in accordance with IAS 21: The effects of changes in foreign exchange rates. This relates to the fair value adjustment on the acquisition of Evikhon in 2000 and requires goodwill and any fair value adjustments to be expressed in the functional currency of the overseas business and translated at the closing rate in the consolidated balance sheet of its parent.

(e)
$13.6 million of deferred tax liabilities have been recognised in respect of the unremitted earnings of subsidiaries, representing the withholding tax that will be suffered when Sibir’s subsidiaries remit their distributable earnings to the UK and temporary differences arising from PP&E in accordance with IAS 12: Income taxes.  This liability was not required to be recognised under UK GAAP.

(f) 
This adjustment relates to the combined impact of the adjustment explained in (a),(c) (d) and (e) on retained earnings.

(g) 
This adjustment reflects the minority interest’s share of the impact of adjustment (a) above.

39.
Reconciliations between UK GAAP and IFRS (Continued)
Reconciliation of net assets at 31 December 2005

	
	
	
	
	
	

	
	Note
	UK GAAP 

£ 000
	UK GAAP 

$ 000
	Effect of transition to IFRS

$ 000
	IFRS

$ 000

	Assets
	
	
	
	
	

	Non-current assets
	
	
	
	
	

	Property, plant and equipment
	(a)(b)(c)
	29,748
	51,071
	23,739
	74,810

	Intangible assets
	(b)(c)
	(5,271)
	(9,050)
	33,435
	24,385

	Investments in joint ventures accounted for using the equity method
	(d)
	175,750
	301,728
	(255,041)
	46,687

	Investments in associates
	
	-
	
	
	

	Available for sale financial assets
	(e)
	11,117
	19,086
	27
	19,113

	Trade and other receivables
	
	222,539
	382,055
	-
	382,055

	
	
	433,883
	744,890
	(197,840)
	547,050

	
	
	
	
	
	

	Current assets
	
	
	
	
	

	Inventories
	
	18,671
	32,054
	-
	32,054

	Trade and other receivables
	(f)
	79,397
	136,310
	(14,342)
	121,968

	Derivative financial instruments
	(g)
	-
	-
	1,725
	1,725

	Cash and cash equivalents
	(f)
	5,398
	9,267
	14,342
	23,609

	
	
	103,466
	177,631
	1,725
	179,356

	Total assets
	
	537,349
	922,521
	(196,115)
	726,406

	
	
	
	
	
	

	Liabilities
	
	
	
	
	

	Current liabilities
	
	
	
	
	

	Borrowings
	
	(206,096)
	(353,826)
	-
	(353,826)

	Trade and other payables
	
	(58,877)
	(101,080)
	-
	(101,080)

	Derivative financial instruments
	(g)
	-
	-
	(258)
	(258)

	
	
	(264,973)
	(454,906)
	(258)
	(455,164)

	Net current liabilities
	
	(161,507)
	(277,275)
	1,467
	(275,808)

	Total assets less current liabilities
	
	272,376
	467,615
	(196,373)
	271,242

	Non-current liabilities
	
	
	
	
	

	Borrowings
	
	(3,698)
	(6,349)
	-
	(6,349)

	Trade and other payables
	
	(4,354)
	(7,474)
	-
	(7,474)

	Deferred income tax liabilities
	(h)
	-
	-
	(19,889)
	(19,889)

	Provisions
	
	(1,039)
	(1,784)
	-
	(1,784)

	
	
	(9,091)
	(15,607)
	(19,889)
	(35,496)

	Net assets
	
	263,285
	452,008
	(216,262)
	235,746

	
	
	
	
	
	

	Equity
	
	
	
	
	

	Capital and reserves attributable to equity holders of the Company
	
	
	
	
	

	Ordinary shares
	
	194,271
	373,085
	-
	373,085

	Share premium
	
	110,377
	207,341
	-
	207,341

	Other reserves
	(i)
	98,189
	145,097
	(135,780)
	9,317

	Retained earnings
	(j)
	(143,177)
	(281,971)
	(80,379)
	(362,350)

	
	
	259,660
	443,552
	(216,159)
	227,393

	Minority interest in equity 
	(k)
	3,625
	8,456
	(103)
	8,353

	Total minority interest and shareholders’ equity
	
	263,285
	452,008
	(216,262)
	235,746

	
	
	
	
	
	


39.
Reconciliations between UK GAAP and IFRS (Continued)
(a) 
In the Group’s UK GAAP financial statements, the Group’s assets were depreciated based on the guidance contained in the Statement of Recommended Practice: Accounting for Oil and Gas Exploration, Development, Production and Decommissioning Activities.  IAS 16: Property, plant and equipment contains much stricter requirements for the identification of depreciable pools of assets (components).  As a result of the adoption of the stricter requirements outlined in IAS 16, PP&E has increased by $6.9 million.  

(b) 
IAS 38: Intangible assets do not permit the recognition of negative goodwill on the balance sheet.  As a result the $20.2 million of negative goodwill which arose on the acquisition of Magma has been written off through retained earnings.  The $0.7 million amortisation of positive goodwill (goodwill is not amortised under IFRS) has been reversed to retained earnings.

(c) 
IFRS 6: Exploration for and evaluation of mineral resources requires exploration and evaluation expenditure (E&E) relating to oil fields, where management has not yet taken the decision to commence commercial development, to be classified as an Intangible asset where it meets the definition of an intangible asset under IAS 38. As a result, $0.4 million of E&E costs in relation to the Orekhovskoye field have been reclassified from tangible to intangible assets.

(d.1) 
During 2005, Sibir acquired the remaining minority interest in Evikhon through two separate transactions.  Under UK GAAP, the acquisition of the minority interest resulted in the requirement to revalue Evikhon’s net assets to fair value at the date of the acquisition of the minority.  These two transactions also resulted in the recognition of negative goodwill and positive goodwill respectively, where were calculated as the difference between the purchase consideration, and the fair value of the minority interest acquired.

Under IFRS, the revaluation of net assets of Evikhon is not permitted, and accordingly the revaluation has been reversed.  In addition, the negative goodwill has been written off as it is not permitted to be recognised under IFRS, and the positive goodwill has been calculated based on the carrying value of the minority interest at the date of acquisition, rather than the fair value.

The impact of these adjustments is as follows:

· The $175.4 million revaluation to fixed assets was reversed against Other reserves ($143.7 million) and against minority interest ($31.7 million – representing the minority’s share of the revaluation);

· Reversal of $1.0 million of depreciation, depletion and amortisation; 

· An additional $15.3 million of positive goodwill has been recognised;

· The negative goodwill of $17.3 million has been written off to retained earnings;

· The release of negative goodwill of $0.106 million and the amortisation of positive goodwill of $0.05 million has been reversed against retained earnings.

(d.2) 
In accordance with IAS12: Income taxes, $51.0 million of deferred tax liabilities have been recognised in the investment in joint venture in relation to the fair value adjustment on the acquisition of Evikhon in 2000, for which no corresponding tax base exists.

(d.3)
An adjustment of $29.7 million was made in accordance with IAS 21: The effects of changes in foreign exchange rates. This relates to the fair value adjustment on the acquisition of Evikhon in 2000 and requires goodwill and any fair value adjustments to be expressed in the functional currency of the overseas business and translated at the closing rate in the consolidated balance sheet of its parent.

(e) 
IAS 39: Financial instruments: Recognition and measurement requires that financial assets be identified and classified using specified criteria.  Sibir’s assessment is that its investments in Mosnefteproduct and Fortune Oil plc meet the criteria to be classified as Available for sale financial assets (called “Other Investments” under UK GAAP).  In line with IAS 39: Financial instruments: Recognition and measurement requirements these assets are reported at fair value rather than historic cost as per UK GAAP.  The increase in fair value of these investments of $27,000 has been recorded, with a matching credit to Other reserves.

(f) 
Sibir has reviewed the classification of cash deposits held as security in respect of certain promissory notes with the value of $14.3 million. These deposits have been reclassified from Trade and other receivables to Cash and cash equivalents in line with treatment of short term deposits set out in IAS 7 Cash flow Statements.

(g) 
IAS 39: Financial Instruments: Recognition and Measurement requires that certain forward commodity contracts, which do not meet the definition as being for own use are accounted for as  derivative financial instruments, which are accounted for at their fair value through the income statement. Accordingly IAS39 requires the recognition of the fair value of these future contracts as assets (valued at $1.7 million) and liabilities (valued at $0.3 million) on the balance sheet.

(h.1) 
$19.8 million of deferred tax liabilities have been recognised in respect of the unremitted earnings of subsidiaries, representing the withholding tax that will be suffered when Sibir’s subsidiaries remit their distributable earnings to the UK and temporary differences arising from PP&E in accordance with IAS 12: Income taxes.  This liability was not required to be recognised under UK GAAP. 

(h.2) 
This adjustment recognises the tax impact of the fair value adjustment arising from the derivative commodity contracts discussed above in (g), and results in an increase in the deferred tax liability of $0.2 million.

(i) 
This adjustment is due to the impact on Other reserves arising from the IFRS transition adjustments set out above combined with the reclassification of currency translation adjustments arising on consolidation to the cumulative translation adjustment reserve, which forms part of Other reserves in the IFRS balance sheet from retained earnings.

(j) 
This is the cumulative effect of the adjustments (a), (b), (d), (g) and (h) set out above, which impact on the current and prior year retained earnings of the Group.  

(k) 
The adjustment reflects the effect of the change on minority interest as a result of the adjustments discussed in (a), (d) and (g) above.

39.
Reconciliations between UK GAAP and IFRS (Continued)

Reconciliation of loss for the year ended 31 December 2005

	
	
	UK GAAP
	UK GAAP
	Effect of transition to IFRS
	IFRS

	
	Note
	£ 000
	$ 000
	$ 000
	$ 000

	
	
	
	
	
	

	Revenue
	(a)
	357,242
	649,823
	(14,177)
	635,646

	Cost of sales
	(b)
	(309,375)
	(562,753)
	10,670
	(552,083)

	Gross profit
	
	47,867
	87,070
	(3,507)
	83,563

	
	
	
	
	
	

	Administrative expenses
	
	(17,937)
	(32,627)
	-
	(32,627)

	Other gains/(losses) - net
	(c)
	-
	 -
	1,859
	1,859

	Operating profit
	
	29,930
	54,443
	(1,648)
	52,795

	
	
	
	
	
	

	Finance income
	
	10,805
	19,654
	-
	19,654

	Finance costs
	
	(18,270)
	(33,233)
	-
	(33,233)

	Share of profit from joint ventures
	(d)
	(33,330)
	(60,628)
	1,663
	(58,965)

	Loss before taxation
	
	(10,865)
	(19,764)
	15
	(19,749)

	Taxation
	(e)
	(9,635)
	(17,526)
	(7,803)
	(25,329)

	Loss for the year 
	
	(20,500)
	(37,290)
	(7,788)
	(45,078)

	
	
	
	
	
	

	Attributable to:
	
	
	
	
	

	Equity holders of the Company
	(f)
	(21,870)
	(39,782)
	(7,739)
	(47,521)

	Minority interest
	(f)
	1,370
	2,492
	(49)
	2,443

	
	
	(20,500)
	(37,290)
	(7,788)
	(45,078)

	
	
	
	
	
	

	Loss per share for loss attributable to the equity holders of the Company during the year (expressed in pence/cents per share)
	
	
	
	
	

	
	
	
	
	
	

	- basic
	
	(10.57)
	(19.23)
	(3.74)
	(22.97)

	- diluted
	
	(10.57)
	(19.23)
	(3.74)
	(22.97)


39.
Reconciliations between UK GAAP and IFRS (Continued)
(a) 
Sibir enters into “locational swap contracts” where they sell produced oil in the Siberian market and purchase an equivalent volume of oil in Moscow for its refining needs.  This arrangement results in a saving of transportation costs between Siberia and Moscow.  Under UK GAAP, the sale and purchase were presented on a gross basis.  Under IAS 18: Revenue, these transactions are required to be shown net in cost of sales. This change in revenue recognition resulted $14.2 million of revenue being reclassified to cost of sales.

(b.1) 
Refer to item (a) above.

(b.2) 
Reversal of $0.7 million of amortisation of Goodwill as IFRS does not permit the amortisation of Goodwill.

(b.3) 
Change in depreciation expense arising as a result of the adoption of IAS 16: Property, plant and equipment results in an increase in depreciation charge of $1.4 million.

(b.4)
The release of $0.2 million of negative goodwill has been reversed.

(c.1) 
The recognition of certain forward commodity derivatives at fair value through the income statement in line with IAS 39: Financial instruments: Recognition and measurement results in an increase in Other gains/(losses) of $1.6 million.

(c.2) 
Under IFRS, the difference between the book value of the minority’s share of the assets of Evikhon subsidiary over the proceeds is recognised directly in the income statement resulting in an increase in Other gains/(losses) of $0.2 million.

(d.1)  
Reversal of $1.1 million of depletion, depreciation and amortisation expense resulting from reversal of fair value adjustment in SPD joint venture’s accounting book value 

(d.2) 
Recognition of deferred taxes in the share of profit from joint venture in relation to the fair value adjustment on the acquisition of Evikhon in 2000 (of $0.6 million), as required by IAS12: Income taxes. 

(e.1) 
A deferred tax liability has been recognised in respect of the withholding tax leakage that will be paid when Sibir’s subsidiaries remit their distributable earnings to the UK.

(e.2) 
A deferred tax liability amount of $0.2 million has been recognised in respect of the recognition of certain forward commodity derivatives at fair value (adjustment (c.1) above).

(f) 
The minority’s share on the profit for the year has been reduced by $49,000 to reflect the net impact to profit arising from adjustments (b.3) and (c.1) set out above.

39.
Reconciliations between UK GAAP and IFRS (Continued)
Reconciliation of cash flows for the year 2005

	
	
	UK GAAP
	UK GAAP
	Effect of transition to IFRS
	IFRS

	
	Note
	£ 000
	$ 000
	$ 000
	$ 000

	
	
	
	
	
	

	Cash flows from operating activities
	
	
	
	
	

	Cash generated from operations
	(a)
	36,584
	66,547
	15,196
	81,743

	Net cash flow from operating activities
	(a)
	14,241
	25,905
	15,196
	41,101

	
	
	
	
	
	

	Cash flows from investing activities
	
	
	
	
	

	Net cash flow from investing activities
	
	(174,767)
	(321,801)
	-
	(321,801)

	
	
	
	
	
	

	Cash flows from financing activities
	
	
	
	
	

	Net cash flow financing activities
	
	161,562
	293,881
	- 
	293,881

	
	
	
	
	
	

	Net increase in cash and cash equivalents
	(a)
	1,036
	(2,015)
	15,196
	13,181

	Opening cash and cash equivalents
	(a)
	4,362
	8,380
	-
	8,380

	Currency translation differences on change in presentational currency
	
	-
	2,048
	-
	2,048

	Closing cash and cash equivalents
	
	5,398
	8,413
	15,196
	23,609


(a) The sole adjustment relates to the effect of reclassifying cash deposits held as security in respect of promissory notes with the value of $15.2 million from Trade and other receivables to Cash and Cash equivalents in 2005.  This reclassification has been made as IAS 7: Cash flow statements permits a wider range of short term deposits to be classified as Cash and Cash equivalents than UK GAAP permitted.

39.
Reconciliations between UK GAAP and IFRS (Continued)
Reconciliation of net assets at 31 December 2006

	
	
	
	
	
	

	
	Note
	UK GAAP

£ 000
	UK GAAP

$ 000
	Effect of transition to IFRS

$ 000
	IFRS

$ 000

	ASSETS
	
	
	
	
	

	Non-current assets
	
	
	
	
	

	Property, plant and equipment
	(a)(c)
	45,310
	88,681
	(2,094)
	     86,586

	Intangible assets
	(b)(c)

(d)
	(14,830)
	(29,025)
	53,778
	      24,753

	Investments in joint ventures accounted for using the equity method
	(d)
	181,844
	355,905
	(308,419)
	47,486

	Investments in associates
	
	92,212
	180,477
	-
	180,477

	Available for sale financial assets
	(e)
	11,117
	21,758
	2,783
	24,541

	Trade and other receivables
	
	284,535
	556,892
	-
	556,892

	
	
	600,188
	1,174,688
	(253,953)
	920,735

	
	
	
	
	
	

	Current assets
	
	
	
	
	

	Inventories
	
	12,523
	24,510
	-
	24,510

	Trade and other receivables
	
	88,164
	172,555
	-
	172,555

	Cash and cash equivalents
	
	110,744
	216,748
	-
	216,748

	
	
	211,431
	413,813
	-
	413,813

	Total assets
	
	811,619
	1,588,501
	(253,953)
	1,334,548

	
	
	
	
	
	

	Liabilities
	
	
	
	
	

	Current liabilities
	
	
	
	
	

	Borrowings
	
	(68,634)
	(134,330)
	-
	(134,330)

	Trade and other payables
	
	(25,013)
	(33,798)
	-
	(33,798)

	Current income tax
	
	(15,158)
	(15,158)
	-
	(15,158)

	
	
	(93,647)
	(183,286)
	-
	(183,286)

	Net current assets
	
	117,784
	230,527
	-
	230,527

	Total assets less current liabilities
	
	717,972
	1,405,215
	(253,953)
	1,151,262

	Non-current liabilities
	
	
	
	
	

	Borrowings
	
	(35,595)
	(69,667)
	-
	(69,667)

	Trade and other payables
	
	(6,983)
	(13,667)
	-
	(13,667)

	Deferred income tax liabilities
	(f)
	-
	-
	(22,854)
	(22,854)

	Provisions for other liabilities and charges
	
	(1,777)
	(3,478)
	
	(3,478)

	
	
	(44,355)
	(86,812)
	(22,854)
	(109,666)

	Net assets
	
	673,617
	1,318,403
	(276,807)
	1,041,596

	
	
	
	
	
	

	Equity
	
	
	
	
	

	Capital and reserves attributable to equity holders of the Company
	
	
	
	
	

	Ordinary shares
	
	31,685
	86,766
	-
	86,766

	Share premium
	
	498,295
	914,371
	-
	914,371

	Other reserves
	(g)
	14,396
	92,502
	(90,635)
	1,867

	Retained earnings
	(h)
	124,033
	213,432
	(185,738)
	27,694

	
	
	668,409
	1,307,071
	(276,373)
	1,030,698

	Minority interest in equity 
	(i)
	5,208
	11,332
	(434)
	10,898

	Total minority interest and shareholders’ equity
	
	673,617
	1,318,403
	(276,807)
	1,041,596

	
	
	
	
	
	


39.
Reconciliations between UK GAAP and IFRS (Continued)

(a) 
In the Group’s UK GAAP financial statements, the Group’s assets were depreciated based on the guidance contained in the Statement of Recommended Practice: Accounting for Oil and Gas Exploration, Development, Production and Decommissioning Activities.  IAS 16: Property, plant and equipment contains much stricter requirements for the identification of depreciable pools of assets (components).  As a result of the adoption of the stricter requirements outlined in IAS 16, PP&E has decreased by $1.4 million.  

(b) 
IAS 38: Intangible assets do not permit the recognition of negative goodwill on the balance sheet.  As a result the $19.0 million of negative goodwill which arose on the acquisition of Magma has been written off through retained earnings.  The $0.18 million amortisation of positive goodwill (goodwill is not amortised under IFRS) has been reversed to retained earnings.

(c) 
IFRS 6: Exploration for and evaluation of mineral resources requires exploration and evaluation expenditure (E&E) relating to oil fields, where management has not yet taken the decision to commence commercial development, to be classified as an Intangible asset where it meets the definition of an intangible asset under IAS 38. As a result, $0.7 million of E&E costs in relation to the Orekhovskoye field have been reclassified from tangible to intangible assets.

(d.1) 
During 2005, Sibir acquired the remaining minority interest in Evikhon through two separate transactions.  Under UK GAAP, the acquisition of the minority interest resulted in the requirement to revalue Evikhon’s net assets to fair value at the date of the acquisition of the minority.  These two transactions also resulted in the recognition of negative goodwill and positive goodwill respectively, where were calculated as the difference between the purchase consideration, and the fair value of the minority interest acquired.

Under IFRS, the revaluation of net assets of Evikhon is not permitted, and accordingly the revaluation has been reversed.  In addition, the negative goodwill has been written off as it is not permitted to be recognised under IFRS, and the positive goodwill has been calculated based on the carrying value of the minority interest at the date of acquisition, rather than the fair value.

The impact of these adjustments is as follows:

· The $200 million revaluation to fixed assets was reversed against Other reserves ($163.8 million) and against minority interest ($36.2 million – representing the minority’s share of the revaluation);

· Reversal of $5.6 million of depreciation, depletion and amortisation; 

· An additional $15.8 million of positive goodwill has been recognised;

· The negative goodwill of $18.6 million has been written off to retained earnings;

· The release of negative goodwill of $0.6 million has been written off to retained earnings.

(d.2) 
In accordance with IAS12: Income taxes, $53.3 million of deferred tax liabilities have been recognised in the investment in joint venture in relation to the fair value adjustment on the acquisition of Evikhon in 2000, for which no corresponding tax base exists.

(d.3)
An adjustment of $60.6 million was made in accordance with IAS 21: The effects of changes in foreign exchange rates. This relates to the fair value adjustment on the acquisition of Evikhon in 2000 and requires goodwill and any fair value adjustments to be expressed in the functional currency of the overseas business and translated at the closing rate in the consolidated balance sheet of its parent.

(e) 
IAS 39: Financial instruments: Recognition and measurement requires that financial assets be identified and classified using specified criteria.  Sibir’s assessment is that its investments in Mosnefteproduct and Fortune Oil plc meet the criteria to be classified as Available for sale financial assets (called “Other Investments” under UK GAAP).  In line with IAS 39: Financial instruments: Recognition and measurement requirements these assets are reported at fair value rather than historic cost as per UK GAAP.  The increase in fair value of these investments of $2.8 million has been recorded, with a matching credit to Other reserves.

(f.1) 
$22.7 million of deferred tax liabilities have been recognised in respect of the unremitted earnings of subsidiaries, representing the withholding tax that will be suffered when Sibir’s subsidiaries remit their distributable earnings to the UK and temporary differences arising from PP&E in accordance with IAS 12: Income taxes.  Under UK GAAP this liability was not required to be recognised.

(f.2) 
This adjustment recognises the tax impact of the fair value adjustment arising from the derivative commodity contracts discussed above in (e), and results in an increase in the deferred tax liability of $0.18 million.

(g) 
This adjustment is due to the impact on Other reserves arising from the IFRS transition adjustments set out above combined with the reclassification of $90.6 million of currency translation adjustments arising on consolidation to the cumulative translation adjustment reserve, which forms part of Other reserves in the IFRS balance sheet from retained earnings.

(h) 
This is the cumulative effect of the adjustments (a), (b), (d), (f) and (g) set out above, which impact on the current and prior year retained earnings of the Group.  

(i) 
The adjustment reflects the effect of the change on minority interest as a result of the adjustments discussed in (a), (d) and (f) above.

39.
Reconciliations between UK GAAP and IFRS (Continued)
Reconciliation of profit for the year ended 31 December 2006

	
	
	UK GAAP
	UK GAAP
	Effect of transition to IFRS
	IFRS

	
	Note
	£ 000
	$ 000
	$ 000
	$ 000

	
	
	
	
	
	

	Revenue
	(a)
	604,620
	1,110,687
	(60,792)
	1,049,895

	Cost of sales
	(b)
	(542,535)
	(996,637)
	55,604
	(941,033)

	Gross profit
	
	62,085
	114,050
	(5,188)
	108,862

	
	
	
	
	
	

	Administrative expenses
	
	(15,678)
	(28,800)
	(985)
	(29,785)

	Other gains/(losses) – net
	(c)
	-
	
	(586)
	(586)

	Operating profit
	
	46,407
	85,250
	(6,759)
	78,491

	
	
	
	
	
	

	Finance income
	
	27,880
	51,216
	
	51,216

	Finance costs
	
	(11,482)
	(21,092)
	
	(21,092)

	Share of profit from joint ventures
	(d)
	(1,763)
	(3,239)
	6,599
	3,360

	Profit before taxation
	
	61,042
	112,135
	(160)
	111,975

	Taxation
	(e)
	(12,112)
	(22,250)
	(755)
	(23,005)

	Profit for the year 
	
	48,930
	89,885
	(915)
	88,970

	
	
	
	
	
	

	Attributable to:
	
	
	
	
	

	Equity holders of the Company
	(f)
	46,802
	85,975
	(617)
	85,358

	Minority interest
	(f)
	2,128
	3,910
	(298)
	3,612

	
	
	48,930
	89,885
	(915)
	88,970

	
	
	
	
	
	

	Earnings per share for profit attributable to the equity holders of the Company during the year (expressed in pence/cents per share)
	
	
	
	
	

	
	
	
	
	
	

	- basic
	
	16.81
	30.88
	(0.23)
	30.65

	- diluted
	
	16.77
	30.81
	(0.21)
	30.60


39.
Reconciliations between UK GAAP and IFRS (Continued)

(a) 
Sibir enters into “locational swap contracts” where they sell produced oil in the Siberian market and purchase an equivalent volume of oil in Moscow for its refining needs.  This arrangement results in a saving of transportation costs between Siberia and Moscow.  Under UK GAAP, the sale and purchase were presented on a gross basis.  Under IAS 18: Revenue, these transactions are required to be shown net in cost of sales. This change in revenue recognition resulted in $33.1 million of revenue being reclassified to cost of sales.

(b.1) 
Refer to item (a) above.

(b.2) 
Reversal of $0.18 million of amortisation of Goodwill as IFRS does not permit the amortisation of Goodwill.

(b.3) 
Change in depreciation expense arising as a result of the adoption of IAS 16: Property, plant and equipment results in an increase in depreciation charge of $4.2 million.

(b.4)
The release of $1.29 million of negative goodwill has been reversed.

(c) 
The recognition of certain forward commodity derivatives at fair value through the income statement in line with IAS 39: Financial instruments: Recognition and measurement results in an increase in Other gains/(losses) of $1.6 million.

(d.1)  
Reversal of $4.2 million of depletion, depreciation and amortisation expense resulting from reversal of fair value adjustment in SPD joint venture’s accounting book value 

(d.2) 
Recognition of deferred taxes in the share of profit from joint venture in relation to the fair value adjustment on the acquisition of Evikhon in 2000 (of $2.4 million), as required by IAS12: Income taxes. 

(e.1) 
A deferred tax liability has been recognised in respect of the withholding tax leakage that will be paid when Sibir’s subsidiaries remit their distributable earnings to the UK.

(e.2) 
A deferred tax liability amount of $0.18 million has been derecognised in respect of the recognition of certain forward commodity derivatives at fair value (adjustment (c) above).

(f) 
The minority’s share on the profit for the year has been reduced by $0.3 million to reflect the net impact to profit arising from adjustments (b.3) and (c) set out above.

39.
Reconciliations between UK GAAP and IFRS (Continued)
Reconciliation of cash flows for the year 2006

	
	
	UK GAAP
	UK GAAP
	Effect of transition to IFRS
	IFRS

	
	Note
	£ 000
	$ 000
	$ 000
	$ 000

	
	
	
	
	
	

	Cash flows from operating activities
	
	
	
	
	

	Cash generated from operations
	(a)
	136
	249
	(15,346)
	(15,097)

	Net cash flow from operating activities
	(a)
	(25,116)
	(46,139)
	(15,346)
	(61,485)

	
	
	
	
	
	

	Cash flows from investing activities
	
	
	
	
	

	Net cash flow from investing activities
	
	(78,426)
	(146,355)
	-
	(146,355)

	
	
	
	
	
	

	Cash flows from financing activities
	
	 
	
	
	

	Net cash flow financing activities
	
	208,888
	383,727
	-
	383,727

	
	
	
	
	
	

	Net increase in cash and cash equivalents
	(a)
	105,346
	191,233
	(15,346)
	175,887

	Opening cash and cash equivalents
	(a)
	5,398
	8,263
	15,346
	23,609

	Currency translation differences on change in presentational currency
	
	-
	17,252
	-
	17,252

	Closing cash and cash equivalents
	
	110,744
	216,748
	-
	216,748


(a) The sole adjustment relates to the effect of reclassifying cash deposits held as security in respect of promissory notes with the value of $15.3 million from Trade and other receivables to Cash and Cash equivalents in 2005.  This reclassification has been made as IAS 7: Cash flow statements permits a wider range of short term deposits to be classified as Cash and Cash equivalents than UK GAAP permitted.
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